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PREFACE

The International Security Assistance Act of 1977 requires that
the Secretary of State convene a special interagency task force to
review the U.S. Security Supporting Assistance Program (SSAP) for Egypt
and submit a report to Congress by February 15, 1978. To prepare this
review report, the United States Agency for International Development
(USAID) scught assistance in appraising certain aspects of the Egyptian
economy. One such study was undertaken by Arthur D, Little, Inc. (ADL),
which was awarded a contract by USAID in November, 1977, to assess Egypt's
industrial sector. The key objectives of the ADL study were to evaluate
the current and potential contribution of the industrial sector to Egypt's
‘ economy, to identify the constraints which limit industry's development,
' and to make recommendations for enhancing the industrial sector's con-
ftribution to Egypt s development goals., Special attention was to be
:given to: the role of the private sector in Egyptian industrial develop-3
ment. Another outside study group focused specifically on small-scale
;industry in Egypt.;,1

In view of the time constraint, the ADL study by necessity had a'f
,rsomewhat narrow scope.h It drew on other studies recently prepared on'.
~fthe Egyptian economy an,:relied to’ a great extent on information and
impressions gathered during a two-and—a-half-week visit to Egypt by a
group of ADL consultants.j Another limitation on this study was the
'absence of a macroeconomic study addressing questions such as the

balance-of-payments problem, the dual exchange rate, and the relative

vii -
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importance and role of sectors other than industry. Several of the most
important issues concerning industry ought to be investigated in the
context of the economy as a whole rather than only from an industry-
sector perspective.
The ADL team of consultants participating in this study included

Dr. William A. W. Krebs, Mr. S. James Langley, Mr. Demosthenes Menegakis,
Dr. William Reinfeld (Project Ieader), Mr. John C. Stéphenson,‘and
Mr. Eduardo Tugendhat. fhe Egyptian consulting firm of Kamel Brothers,
Ltd., also contributed to the professional effort of this study.

. The ADL team wishes to acknowledge che excellent cooperation '
' received ‘at all levels in the USAID Mission in Egypt, from officials
nof¥the¥Nehr East Bureau at USAID Washington headquarters, and from a .
?fﬁ;éeirangé of officials of the Government of Egypt as well as repréé

 sentatives of the Egyptian private sector.

vl
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I. SUMMARY FINDINGS AND RECOMMENDATIONS

A.  GENERAL OUTLOOK

"In view of Egypt's current economic structure and resource base -
industry has a vital roie to play in the overall economy, namely, to.
(1) create joba and increase income for the domestic population; (2)
generate the foreign exchange necessary not only to sustain itself but
to finance the importation of the goods and servicea required to enhance
the standard of living; and (3) provide consumer and capital goods for
domestic markets,

To fulfill thia role industry will have to grow significantly faster

than it has in recent yeara-industry s contribution to GDP has remained

at around 202 aince 1965.

.:",’y‘.“ EE AR

'IU

'”'While there are encouraging aigna that industry will rise to this

AT ,‘ ‘;‘,-v,)" 5

. challenge (e.g., the open-door policy, recent Governmental decrees, posi=

v7tive attitudea, and resources on which to build), the outlook for rapid

industrial growth muat be viewed with reaervation. Most of the positive

BOIE TA T AN B )
ST SCHRRE O 4 T .,u

| aapects about the current aituation and proapects for the future must be.

‘ 4)-,.»4.' o

‘--, LT A ¥

qualified with statementa that limit their favorable impact. Furthermore.
Q a number of important fundamental problems that have .Plagued Egypt in the

: TR
'past remain unaolved.

B. FAVORABLE SIGNS AND QUALIFICATIONS ‘

One of the most encOuraging signs ia the explicit "open-door" policy'

announced in 1973 which, in effect, invites the private sector--domestic

1nd foreign-to participate as investors in the expansion of Egypt's economy. .

Arthur D Littelnc.



All Joint ventures Hith public sector.companies are officially to be in
 the private sector and not subjectvto the bedy of regulations governing
public corporations. While we have no reason to'doubt these intentions
of the Government, Egypt's private sector, as well as the international ‘
comnunity, have been cautious in responding to these decrees.‘ |

- The emerging strategy of the Government appears to be that all major
industrial expansion (other than defense, public utilities, and basic
industries)»uill be left.to joint venture and private sectorvinvestment.
~ However, there are conflicting statements regarding this intention. For
| example, the not-yet-released Five-Year Development Plan explicitly states
‘?that the prinoipal responsibility of implementing development strategy
will’belong to-the: public sector.

There have been a substantial number of applications and approvals
;for private sector investment in industry, following the passage of the
_;private’investment law. However, as yet, few of these projects have ”

..LA

]reached the operational stage and it is not possible to project how far

‘!‘»

from completion most projects are. Those which have been brought to the

g e

operating stsge thus far tend to" be relatively smsll consumer-oriented,

rlquire a quick return on investment.

ILForeign assistance dn’ the form of grants, aid and technical support
‘has increased substantially in both quantity and quality, amounting to
;roughly $2 5 billion snnually at this time Hovever. the bulk of this

fassistance comes from a small number of countries, making it highly

Jvulnetablewto,t e;policies;of@a'few countries. Furthermore, additiona]

Arthur D Little Inc



essential commitments are estimated by the World Bank‘astlikely,to require
&n average of $2.$ billion annuslly between 1978-1980 and substantial
amounts thereafter.

There appears to be a positive attitude in both the public and private
Sectors regarding the expansion and widening of industry, recognition of
the constraints which limit accomplishment and steps needed to achieve
Egypt's industrial potential. However, an explicit strategy is lacking
and statements by officials are often £ound to be in conflict with one
another. ‘

Important assets upon which to build a large industrial sector exist
including. a significant domestic market, a geographically strategic
‘location, a large potentially capable labcr force; some valuable natural

‘ SN

resources, basic infrastructure, adequate technical, educational and

financial institutions, and an existing industrial base. However, the
domestic market is characterized by low purcbasing power; the geographi-

‘cally strategic location is in .an unstable political region; much of the

labor force lacks managenent and discipline, natural resources- are .

f1y

Ilimited, particularly lsnd, infrastructure is not always. well. main-

tained and is particularly poor in the case of telecommunications'

'technical, educational and financial institutions are; inefficient”snd

uncoordinated, and the existing industrial base is poorly maintained”,

' and, in some cases, underutilized.

Arthur DLittleinc .



C.  FUNDAMENTAL PROBLEMS'

In addition to the limitations cited above, there exist oeveral
fundamental problem areas which must be addressed 1n an 1nduotrial |
dovelopment strategy if Egypt is to achieve its potential

One of the most basic problems is that industry suffers from
inefficiency, low quality, and high cost. These impediments to further
industrialization result from shortcomings in: management (at both the
central and enterprise ievel); appropriate incentives; marketing and
export orientation; quality control; and cost consciousness.

Another fundamental problem is that the environment within which
industry operates is not, at present, conducive to achieving full indus-
c-trial porential. Environmental constraints include: excessive bureau-
oratic and legal procedures; price controls; lack of assurance of long-
rerm'evailability of foreign exchange; an oppressive taxation structure;
: reorriotiveﬁleborﬁlaws;“imd weak institutional syetems
l w1nally, the planning framework within which ‘industry operatea is

weak, particularly in :he ‘areas of project identifica‘ion and evaluation

and investment guidelin" e

D.. unzcommumnous

‘JThe challeuges mentioned above ‘are"well known to leaders in the

. J

3Bgyptian economy end effor:s ere underway to £ind solucions to many of

:the‘problems impeding more rapid industrialization. The following
;recommendations focuo on several areas in wuich efforts could be snhanced

Lthrough program development. They are not addressed to any particular

Arthur D Litde Inc



" agency and not necessarily intended for USAID action. Theylétﬁm from
our belief that, in order to achieve its goals, Egypﬁ ﬁgat (1) make
industry more efficient, (2) make it 1nternationally more coupetitive
~1in cost and quality, and (3) develop a larger export base. The recom=
mendetions fall into two groups——those which can yvield near-term benefits

and those which have a longer-term payof€£.

Recommendations with Near-Term Benefits

1. Highest priority shouid be given to making existing industry
substantially more efficient. Accomplishment of this goal
‘would be greatly enhanced by providing the management and
* technical skills now deficient as quickly as possible. Three
«.routes are possible:‘

a. Making use of technical advisory services. These
scrvices should be capable of providing assistance in intro-
ducingvmpdern maﬁdééﬂgﬁfafgéhﬂiﬁhes, better use of equipment,

: improVleraw*ﬁifériilfégﬁséfééﬁibﬁ; and other operational
‘matters.”

b ¢ Engigiﬂﬁ“ﬁﬁﬁhgéﬁﬁhfuééfvicaﬁ, through contract, to
zwork*withiﬁ»indhé%ri.‘msuch:services can provide existing
“industries with immediate internal management techniques which
:they are mow lacking. Contracts may be for the employment of
individuals in certain cases end for the essumption of the

“full management function of the enterprise in others.

¢. Finding appropriate joint venture partners who would

be willing to contribute managerial and technological know=-how.

Arthur D Little Inc.



Pugauin; :h-lc 1in§l of action, al_qpptoprigtcfdn a case-by-case
blaii, will also enable existing industry to become more ca.#c-
titive internationally in terms of price and quality.

High priority lhpuld be given to stimulating exports. The most
immediate returns caxn be expected from a program designed to
identify products and markets in which Egypt has a comparative
advantage. The numerous studies identifying industrial projects
which have been conducted do not sufficiently address themselves
to this important goal. The products and markets identified
should be selected not only on the basis of their current
marketabiliry but on considerations such as net national beng-
fit, stimulation of further invéscment and market stabiliry,

The program should also include incentives for developing export
markets and a strategy for implementation.

qomendat:ions with Longer-Term Bencfits

; i,  The potential opportunities that do exist for further industrial-
- 1z;tion could be realized more quickly and efficiently if a high-
‘\;gyel capacity were established to identify, evaluate and promote
'ﬁiéy-priority industrial projects. This process requires a
';fégematic approach to selecting those industries which are
?onaiatent with national goals, performing prefeasibility
’Q:udins oﬁ specific projects, ranking them in order of economic
and sociul desirability and then prcmotin§ them among potential

inﬁestors. The effort must explicitly take into considaration




2.

. the plans, goals and targets of all sectors of the economy--

e.§., agriculture, housing, education, etc.--so that resources

- can-be allocated as efficiently as possible.

The authorities to whom these responsibilities are given must

have available highly capable technical staffs and must be in
a position to make high-level decisions regarding investment
programs.

Capabilities in promotion of -both industrial opportunities

and products made in Egypt are in nced of strengthening. This
could be accomplished tanrough a specific program designed to

“"market Egypt." It would have to include developuent of inform-

ative and attractive publications and other visual presentations

that could be used throughout the world. The program would have
to be managed by sophisticated and knowledgable Egyptians who
~wou1d travel widely and be available to receive businessmen

aeriously 1ntereared in investing in Egypt.

;Oﬁherselemeh:s?df-dﬁch"a program may include carefully-planned
ginwgstﬁgntlsepina:pkin‘principal foreign commercial centers
Uwiﬁhfféii&ﬁiﬁpipfo§iaiona, well-developed techniques for
}ééaiatance in: £inding appropriate joint venture partners,

4monitoiing what Egypt's competitors are doing'and establishing

 Jpromotion offices abroad. These promotion efforts ought to be

-aimed not only at investors and consumers of Egyptian prdducts

‘but at potential participants in free zones and tourism as well.

 ArthurDLytielnc.



3.

B

Another component of this recommendation is the creation of a 4
"one~stop" agency to deal with interested investors. This
agency would 'process" them through tha bureaucracy as cxpedi-
tiously as possible, providing all the informetion the potential
investor may seek with minimum effort for thn interested party.’
Small-scale industry in Egypt is in neei of technical assistance
in the form of basic business management training (including |

project evaluation), technical advice and skill upgrading.

"Inasmuch as administrative fesponsibility over small-gscale

- industry 1s divided among half a dozen ministries, focusing

on common problems and taking proper remedial action is made

more difficult. Support should, therefore, be given to the

’ recommendation put forth by a recent IBRD Mission that respon=-

jsibility'for small-scale industry should be centralized in a

‘.reorganized Small Industries Department in the Ministry of

;JIndustry. Among che functions proposed for the Department

would be co (1) streamline and bnprove upon the efficiency of
fadminiacracive procedures, and (2) eliminate existing biases i
‘against small-ecale industry with respect to incentives, pro=
_curamen: and :axation.
Induscrial manpowlr developmant, planning, policies and program
implementation mny be improved by cncournging an independent
industry—governmen: council to advise those govntnment/academic
,pggigsjchnrged.wi:h‘:hese functions. The council should period-

d;;nlly;:aview evolving industrial requirements, academic and

Anbur DUilelec



vocational school curricula, Government support of industry
training programs, incentives and inducements offered ‘to
graduates to enter industry, and make recommendations aimed

at matching plans and actions more closely to emerging require-
ments. The principal benefits would be (1) assurance that

government planners and implementers have ready access to

_informed industrial viewpoints and (2) that manpower develop-
ment is coordinated with manpcwer needs.
, Development of management skills and of an environment conducive .

..to industrialization have been assessed as constituting serious.

constraints to industrialization. Consequently, programs should
,be developed exposing middle and top management Egyptians to
modern busineaa practices, deciaion making and industrial tech-
nology. Through the "demonstration effect" such programs would
introduce international standard management capability and
develop future management and ehtrepreneurial talent. Thus,
‘theae programs ahould emphaaize practical and conceptual
development and de-emphasize institutional and formal academic

'inatruction.

Sl

qIn addition, conaideration ehould’be given to establiehing an-
.explicit national program of productivity improvement ‘for indus-

The program ehould alsoibe: charged with acquisition of

(;.

foreign echnology and management know-how. Such programs may

;k? organiae”ﬁaiongglinesrthat were highly successful in bringing

echnieai;and:management talent to bear in revitalizing

: Ar;hnrDLittle Inc :



. 6o

. industry in Western Europe.in Marshall Plan days after World
- War II--and later in a number of developing countries in some-

vhat altered form.
The legal and administrative environment within which industry

operates is considered by many as a comstraint to industrializa-

- tion., Labor laws in an effort to protect the worker from arbi-

trary and unfair management practices limit management's freedom;

wage and employment policies and lack of incentives limit manage-

ment's drive for efficiency and productivity. The slowness or
lack of decision making within the bureaucracy inhibits fast

tsdministretive action in all spheres.

wWhile these problems are well knovn and publicly debated, they
ineed to be systematically studied rationalized, and acted upon.

iIt is recognized that solutions are unlikely to be found in the

HL

:sﬁort term, however, a conscious effort to sddress the problems

will be beneficiel. It is suggested that studies of administra-

ytive reforms and unemployment compensation systems coupled with

?liberelizstion of the lsbor lsw be 3iven a high priority. Such

studies should be followed with immediate implementation action.

‘Industrisl free zones represent a4 means of generating markets

sfor Egypt 8 resources end its domestic producticn. They should

;n‘:'w’;viewed as.an-end in themselves. The needs include:

-are gought; a.statement of environmental standards to be

10
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followed; and an aggressive promotion program. Further thought

must also be given to the incentives being currently offered to
investors in the zones. As they presevily stand, they appear
not to reflect, as effectivoly as possible, the goals sought
for the free zones.

Although not dealt with explicitly in this study, tourism
represents another market generator for Egypt's industry

and therefore a potentially significant provider of economic
opportunities. It must not be viewed as an end in itseif,

but as a means for achieving broader goals. These goals, to
which tourism development should be addressed, have not been
.srticulated, nor has a coordinated national tourism development
;program been produced. If tourism is to be a productive economic

:isector, industries must be identified which could be stimulated

‘Qby 'ourism (e.g., food, construction, furniture, handicrafts)

fand policies must provide the assurance that further tourism

fdevelopment will create further industrial develoPment- Planning

ialong these lines‘ii grestly needed in Egypt.

\rthur D LittleInc. .



II. CURRENT SITUATION.

A BRIEF a:sromm BACKGROUND

'The development of industrialization in Egypt may be briefly
described in three phases. Although the-e hsd been spurts of industrial
growth at the turn of the 20th century ‘with an export-led growth (mostly
textiles), the beginning of sustained industrialization commenced‘in the
late 1920's. At that time, the country began to pursue.a more vigorous
import substitution policy as the result of (1) a decline in exports, (2)
the emergence of national enterprise, and (3) the tariff reform of l930.
Increased participation of local capital and entrepreneurs, embodied
in the Bank Misr, as crucial in financing and promoting industrial
development in these years as well as in securing favorable protectionist
legislation.. The emphasis on protection for industry was psrticularly
,important in stimulating a fsirly rapid growth of industrial output,
which was marked by a significant increase in productivity between 1938
and‘l946.~

The second phase of industrial development began following the

o7y

revolution of l952 although it did not take»definite shape until the

early l960's. Spurred\by a desire to speed up industrialization,

¢
.,~-.~-~ n
.

N

_ Permanent Council for the Development of National Production was k
established nB study and implement development projects. Its proposals‘
and investment program gave the Government a stake in a number of
important industrial projects and led directly to the First Industrial
Plan (1957), and the First rive-Year General Plan (l960/6l to 1964/65)

By the early l960's industrial investment became almost exclusively a

13
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Governnent activity. The public sector dominated industry, particularly
following the impetus given to nationalization after the 1956’ﬁar. The
process was marked by: central planning; the public‘eectorvaccounting
for about 70X of industrial output by 1973 and 752 of value added; the
private sector relegated to small-scale induetry, while public .
companies became increasiugly large (about 135 conpaniee);vpublic
sector concentration on heavy and internediate industries; and a
.aignificant decrease in the rate of industrial growth and productivity. »
| The third, and current, phase of industrial development strategy -
made its firet appearance in 1973 with the so-called "October Paper"

outlining a new "open-door" policy.’ Thig new strategy calls for economic

liberalization involving revitalization of the private aector, encouraging
. foreign inveatment, and greater efficiency for the public sector=-all in

.--‘x.. J,

‘an’ attempt to reetimulete the Egyptian economy

R
PO

B. 3"<rnnc'wnz OF_INDUSTRY

For purpoeee of analyaia, the industrial aector can beet be

! e

o vt ot ETe ‘r.{.“l.‘vzfi'\T:

: characterized in two ways. by subaector and as between private and o

’public ownerahip. The Covernment has divided induatry into six aub-
ifleectors which will be uaed here, deapite the fact that the compoaition L
»'of each ia often illogical. In order of their contribution to industrial

-~

.output they are food proceasing, textiles, chemicala. engineering,
metallurgy. and building naterials. Table 1 indicates their relative
hnportance in terms of value of production. , '

The reletive.importance of private and public sectors can be seen

Ln Tablee 2 and 3. The private sector 1is relatively unimportant in

14
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Value of Outgut

1975
Food 700
Textiles 688
Metallurgy 159
Chemicals 272
Engineering 222
Building ;9§~

Materials

1

(Hillione of &E, curtent pricel)

1976

760

756
447

Y

247

n,A;1

. NA

TABLE 1

R TO I

0

'Share of Totnl

Induatrial Qutput

1975 1976
) ®
31 28

30 28

7 17

12 9

10 N.A.

4 iﬁ}4ﬁ

%Does not 1nclude firms with less’than 10° employees and a small number of
public sector companies not under the Ministry of Industry, but these

would not significantly change: the picture.

not value added.’

Figuree are sales and -

 Source: " IBRD, Arab Republic of Egypt,, urvezlofmeall?Scale%Inddsfgi;
L September, 1977, L T e e e
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TABLE 2
© PRIVATE AND PUBLIC SECTOR INDUSTRIAL
OUTPUT, INVESTMENT AND EMPLOYMENT: 1976

. Output Investment! _Employment?
BE Million Percent BF Million Thousand Percent .
Private 735 27.2 94.7 - 623.2 54.2.
Public 1,962 72.8 | 212.7 526.3 45.8 .
TOTAL : 2,6973 100.0 N.A. 1,149.5 100.0

lPrivate investment figures are "approvals" by GOFI. Actual investment
figures are not available but have been generally estimated at one-third
of the investment level approved. Figures do not include foreign invest-
ment. Because of the incongruity of the public and private figures, totals
and percents are not tabulated. :

2
Employment figures are for 1974 because more recent private sector employ-
ment statistics are not available. The historical trend indicates that
this structure still holds true (see Table 10).

o SEE .

3dutpu£'figures‘are‘sales'and'so inclu&e much ‘double counting. Appropriate
value-added figures are not available. - R :

' Sources: ‘Ministry of Industry, Petroleum and Mining;*IBRD;"Staii=Scale Industry.

16
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terms of valuc of output“end gross fined'investmantﬁuitnvagout.3oz and
loz, respectively, but is disproportionately important in employment
with 541. The public companies account for wore than 75% of value
added in industry. Much of this is explained'by the very large and
increasing size of public sector companies compared.to the small size
of private sector firms, Government control of investment allocation,
and greater capital intensity in public sector companies. |
The food processing industry is made up of over 1,000 establishmcnts,

‘ although all but 21 of the establishments are small private concerns.

-The public sector companies account for 882 of the value of sector out
;:put and employ over 80,000 people. The most important public company-
»rproduct areas are sugar and sweeteners, edible oil and soap, dairy
!products, cigarettes and tobacco, and beverages. Animal teeds--and

kD The sector has

,experienced little growth in production output in physical terms in
recent years and capacity utilization remains around 702. There have
.been almost no exports. while importa, particularly of edible oils and
,oil seeds, are rising rapidly.; The food industry is marked by frequent
shortages of raw materials (agnravated by a lack of coordination between

ministries and pricing policies)f‘old and badly maintained equipment,

{and'ajpricing and priority ystemvthat climinates profit and efficiency

c=incentives.1

~1Additiona1 performance indicatora for all sectors will be summarized

. below, and a detailed analysis found in Appendix A.
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The textile industry has long been one of the most “important -in

terms of value. Its major contribution, however, has been as Egypt's
principal industrial exporter, accounting for HE105.5 million out of °
8E207.1 million in total exports (public and private) in 1976. An
additional BE228 million in fiber exports are usually classified as
textile exports. The 29 public companies account for 80% of productive
capacity, iucluding 100% in cotton and wool yarn, and wool cloth, and
65% in cotton cloth. Small private establishments end workshops produce
35% of cotton cloth, 55% of knitted cloth, and 30% of made-up products.
Textiles are also the major industrial employer with 281,900 workers in
1976.1in the public sector alone.

Afnumber‘of problems threaten the export competitiveness of textiles:
low quality (already almost all textile exports are directed towards
centrally;planne‘d ‘economies with lower prodict quality standards); low
machine efficiency, danger of raw materinls ahortage- and extremely low
labor productivity. Other: problems include waste of raw materials, ,~ﬁb'
inefficienciea introduced«by subaidization, price-controla,wand'lackv#f
‘ofvakilled‘management.endflaboru
} The "chemical" industry is a catchall for»a wide variety of producta,
'including baaic chemicals. pulp and paper, rubber, fertilizers, plactica,

bleather. wood products,uand othera?uﬁThecpublic aector, repreaenting

“732 of the value of production, ia madefup of -31% companies concentrated

in- pulp and paper,‘basic chemicalsf‘and fertilizers.f The private’ sector

@tincludea mostly amallkestablishments in leather and wood products.’

o employment is about 50 000.~ ‘The limited exports and

'i7aubstantialximports (of!equipment and«raw matérials) have resulted in'a
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considerable trade deficit in this subsector. The value of =
production is ubout %0200 niliioﬁ vhers it has hovered ‘for the last
several years. |
The enginesring industries subsector is composed of fabricated .
matals, non-aolectrical machinery, electrical machinery, transport
equipment, and professional and scientific equipment. Electrical .
machinery, transport equipment and fabricated metals each account for
. about 30% of production output, while the insignificance of non-
electrical machinery is striking. The #E222 million in sutput in 1975 |
was only 87 of total industrial productiou, which is too little for an
industrializing nation. Twenty-nine public sector companiecs accounted

Qfor‘ovaf;Boz of the production while about 229 private firms and

.....

Exportsuara insignificant. while imports are very large and growing .
rapidly, largely because of transport equipment and non-electrical
machinery imports. The principal problems in the public sector are |
thqggbg;ggﬂbg;&kgnshot:gge@of basic management skills, poor labor
pérformhnéé. laék of an effective marketing function, a technology gap,
§9;3595§onipgrneg;ptpjgg;s,rrthg,qull_ptivate sector is particularly
créative and dynamic, but shffefs~from,shorcages of foreign exchange,

equipmant, parts and raw materials.

R The .metallurgical products industry produced output valued at
jglmosgaggsoo,qoo in 1976, up sharply from #E160,000 the year befors.
‘Iton and steel account for almost all of this, with nonferrous metals

séggeggglly.glgminum,,copper, lead, and zinc) filling out the total.
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Cnly about 10% is produced by private establishments, these being mostly
small foundries. Some important joint ventures now under consideration
could alter this situation. The industry is marked by very low
capacity utilization, overmanning, costs greatly exceeding the fixod
price, and raw materials of poor quality.

The building materials subsector is made up of ccment and cement products,

ﬁricks. flat glass, refractories, quarry products, and ceramics. Most
are produced by a small number of public companies except in bricks and
tiles where private establishments are completely dominant. 1In all
product areas except cement, production satisfies demand. Factors
shaping the industry are: inadequate supplies of raw materiais, poor
maintenance of equipment, and the lack of exports and export potential.
Almost all industry is either direétly or indirectly administerecd
by the Government. Most public sector companies are under the Ministry
-of Industry (over 80% in terms of value of production). Exceptions
are pulp and paper (Ministry of Culture), building materials (Ministry
of Housing and Reconstruction), and assorted military factories. The
Ministry of Industry administers public comparies through: (1) its
own sector departments responsible for overall performancé; (2) the
" General Organization for Industrialization (GOFI) in charge of studyiné
and approving projects over ®E500,000; and (3) General Assemblies.
'The Ministries of Plﬁnning, Finance, and Economic Affairs have important
inputs into all public companies through their control.of central
planning, production targets, and investment and foreign exéhange
allocations. A Supreme Council for each sector coordinates all these

functions.
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Privete industry 1- controlled by the Governmant insofar as:
1nveetnent and foreign exchange for large projects and imports need to.
be spproved. Previously, the threat of nationalization of large
companies was, in effect, a very powerful form of control.

Government policy and control mechanisms will be discussed in

greator detail later in this report. Also, see Appendix B.

C. PERFORMANCE OF INDUSTRY
1. Output

Induatry and mining have accounted for about 21% of GDP and this
shere has remained almost constant since 1965. Real GDP growth was
~moderate from 1965 to 1973 when it was an average 2.6%. Since then,
it has been 3.2% in 1974, 9.8% in 1975, and at least that in 1976.
Similerly, the value of‘industrial output has fluctuated between negative
'grgvth retee'end‘ﬁz_dur;ng the 1965-1973 period, after which a Tecovery
.cuirinated with an estimated 10% growth in 1975 and 1976.
Industries experiencing particularly rapid growth in value in
-‘recent yeere ere textiles, foodstuffs, and metallurgical products as
= ehown in Table 4.“ However, as indicated Oy Table 5, most of the increases

u~k

are due to higher prices and not increased output.

3-2.1: Consumption, Capacity, Produetion and Capacity Utilization

| Aggregate figures comparing consumption, capacity and production do
not exist and may well be impossible to compile. It is only at the sub-
sector and product area levels that some information is available and:

where some general comments can be made.
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TABLE 4

GROSS VALUE INDUSTRIAL PRODUCTION--1973-1977; AND PROJECTED PRODUCTION DURING PLAN
(EE Millions)

1977_ Average Annual
R TR U R ad A S Target _Actual Estimated 1982 Rsate of Growth
o 1974 e 1975 - an-Sept Value Percent 1978-1982
Food {5 5561.0 £ 608.6 10 698.0. 774.0-  861.0 655.7 :
Public . 445.5 . 6 T T 501, ~ 656.6 505.5 759.0 25.3 6.0 -
Private = 115.5 . 127.0° ~ 149.6 . '183. 204.5  150.2
Textiles - o 546.9 % - ¢ | 810.9 625.9 - “
" public 615.2  471.5  826.0 27.5 9.8
Private 195.4 154.4 .
Chemicals , v390.5w 202.3 S o
Public - 223.9  147.0 4000 13.4 18.1.
Private 76.6 - 55.3
Engineering 527.9. 391f6
_and Metals IR S ) | _
Public 458.2  337.6 950.0 31.7 25.9-
Private 69.7 54.0
. Mining Lo 11 0 -:__6_‘.40‘.1 : 60'0 2-1 27.9 .
Public . _;,;. f " S ‘ o
Woodworking  38.6 51.9 ~  39.3
Products fepl o : o :
Leather 56.8 ST 60.2  86.6  162.2 -125.2 . 127.2
Products P : ETE e s . e

toan . L,594.3 1,832:2 2,174.5  2,459.6  2,688.2 2,046.0

Public  1,169.3 -1,370.0 1,594.3 1,742.1 1,964.9 1,465.6 2,994.9° 13.0
Private 425.0 462.2 580.2 735.5 = 723.3  580.4 ~ °

‘llncludes only industrial subsectors under Ministry of Industry, Petroleum and Hining, accounting for over 851

of the gross value of industrial production. Excluded are building materials, pulp and paper and -ilitlry
factories.

- Source: Ministry of Industry, Petroleum and Mining.



TABLE S

OUTPﬁT OF SELECTED INDUSTRIAL PRODUCTS

(In Thousand Metric Tons Unless Othervise Bcatcd)g

Target . Actual

24

Subsector 1973 1974 1975 1976 Jan-Sept
 _fext11es )
Cotton Yarn 182 179 181 193 221 155
Cotton Textiles 118 © 120 122 138 146 -+ 97
Foodstuffs ,
Sugar 633 . 577 526 576 650 608
Cheese 135 . 135 153 147 143 125
Presarved Fruits 24 13 24 48 56 40
~ and Vegetables
Cottonseed 0il 160 170 . 161 180 162 . 124
Oilseed Cakes 600 - 540 7200 . 417 - 411 363
Soft Drinks 600 660 . 786 - 7.960 = 1,278 906
(Millions of
Bottles) - S -
Beer (Millions 32 29 30 36 29
. of Liters) o o S -
' Cigarettes (Thou- 17 18 23 26 19
sand Millions) a T ‘ -
- Chemicals
Sulphuric Acid 20
Superphosphate 373
Ammonium Nitrate 571
312 ,
. Tires (Thousands) 715
 Engineering Products CELEd o ah 3 "
'~ Cars (Units) : . 11,576 9,799 9,805
‘Trucks and Tractors 2,761 42 - 2,825 - 3,807 2,203 .
(Units) o g e el a8 _
Buses (Units) . 413.; 7 - - 315
Refrigerators 390 2 - 93
"~ (Thousands Units) s .
Televisions (Thou- 49 .. 68 - .77 - 88 130 - 80
sand Units) S - - -
‘Metallurgical Products .- S
Reinforcing Steel 226 232 219 1202 283 166
" Bars S k
Steel Sections 87 . 81 .105 .. 151 181 103
Steel Sheets 167 . -+125 ¢ 7, 211 .156 289 159
Cast Iron Products /37: o555 .. 66 . 63 64 52
‘Mining Products - S ‘ o
Phosphate 540 499 428 392 690 332
Source: Ministry of Industry, Pccrolcum‘;pd Mining.
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Textiles is one of the few areas where both production and
productive capacity exceed demand. This is indicated by the net exportl
from this subsector. Consumption of textile products is 200,000 tons
compered to‘production of 400,000 excluding fiber. It is expected that
domestic demand will grow by about 6% a year until 1985 while the‘
industry is expected to continue to be a msjor source ofvexports. This‘
may put severe strains on both existing capaciti and raw material
supplies since physical utilization of plants is already fairly high.
However, recent studies have indicated that there is room for an :
estimated 15-50% improvement in machine efficiency and a 325% increase‘
in labor productivity.

‘while there 1is a net deficit of processed food, indicated hy
imports of over !EZOO million compared to exports of BE24 million in
1975. this is not an accurate picture. It is impossible to estimate rea]
jdesgnd’éiéén':hat any demand above domestic production in most product
’&%253-33;315p1y sﬁﬁpieAséd.‘ Second,’almost all imports are edible oils';
‘ and fats (!2140 million) and most of the remainder is tobacco and |
beverages. Hence, it must be assumed that capacity and production
.in other areas meet "apparent" demand It is impossible, with existing V
kinformation, to estimate how much more Output would be absorbed by the o

suppressed" demand. |

Capacity utilization in the food processing industry averages

LR Tt L’Q‘

ranges from a low of 202 in dairy products (because

' about 702.‘ Thi'

, plants were too far from the sources of raw materials) to 80 in sugar.
‘The principal causes ‘of the low utilization are shortages of raw
materials due to low fixed prices, higher prices for other crops and a

"lack of integration between ministries.
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.No fipureo”or ingornation are‘auailablevtorw"ghggigglﬁ_1nountrioa,P
except for pulp and pager which repreaent only about 25% of the suboector'e
output value.» Consumption of paper and boards was about 300, 000 tons in
1976 compared to domestic production of 150,000 tons. The eituationsia
expacted to deteriorate further with projected consumption of 570,000
tons and produotion of 200,000 for 1985. The deficit is mainly due to
a8 lack of domestic pulp and raw materials. Local substitutes, bagasse and
rice straw, have not yet been properly developed. Furthermore, not enough
‘foreign exchange haa.been allocated for importing pulp, even though the
cost of pulp and of manufacturing paper combined is less than that of
importing paper. No information is available on capacity utilization.

. Apparent conaumption of iron and steel, by far the most important
‘component of the metallurgical products subsector, was about a million
.tons in 1975. Only SSZ of this was met by domeatic production even

sorpn

though there vas a blast furnace with a capacity of almost a million tons.

_)The problem lies in a very low capacity utilization ranging from 23% in

'.t L

continuoua castings and 401 in rolling mills to 85% in electric arc

furnacea. In fact. almoat all functiona of the industry are below 50%

_utilization while it haa been eatimated that it oust operate at 70% to

" w}:‘ T f:;ﬂ SRS

maka domestic production worthwhile. The principal reasons for low

ﬁutilization are a lack of integration leading to bottlenecks, poor

'maintenance and improperly uaed equipment, inadequate management and .

tﬂ! S ELQJ‘

7p1anning. poor quality raw materials and low labor productivity. The

‘Ii': *'T"
7aituation in nonferrous metals is not nearly as bad, with production

.u/.) o

close to conaumption and ~capacity utilization relatively good.
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Apparent consumption of engineering products vco“oltimntodvto‘bo
about BES525 million in 1975 of which 40% was produced domestically..
This indicated a deterioration since 1972 when over 63X was produced
domestically, although the situation is exaggerated by a differential.
between local and world prices. The greatest deficits were in machinery
(only 5.8% produced domestically), transport (34.22), and professional
and scientific equipment (3.4%). Metal fabrications (802) and electric
machinery (56.1%) showed the best_performances.

There is no information comparing actual output to capacity or
giving plant utilization levels. However, equipment utilization has been
rated moderate and labor utilization low. The problems include a lack
of management skills, poor labor performance, shortages of supplies, and
fhg,#bsenqg;of feeder industries. |

The most important building material, cement, has historically

been an export product. However, Egypt recently became a net importer
due to its rapidly-increaaing consttuction needs together with declining-
domestic production of . cement which has .dropped at a rate of 2.5% a

‘ year since 1970.; Consumption 1n 1976 was over four million tons, while -
production was just ovar three million,.crcating a need to import almost..
one million,tons. Unfortunately, figurea for nominal capacity are
“equated with output and thus are useless.«»ﬂowever. it appears that
capacity is close to demaudgfumheicxplanation for the deficit lies un

: deciinipg«capacity,utilization.znow}undcr~7sz, caused by poorly
maintained.gnd_mistroatedzoquipucntfleading‘to frequent shutdowns,

machine obsolescence, and lack of spare: parts. @'

2
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- The situation for bricks, the other major principal building
material, is impossible to analyze clearly because of the large number
of small private brickyerde.' It appears that output satisfies demand
partly because brickyarda spring up around new construction projecto.
The. crude technology does not warrant comments on capacity utilization.

In sum, it is apparent that current output in many subsectors does
not come close to meeting domestic demend and imports are necessary.
Although in some subsectors the installed capacity does approach
consumption requirements, production deficits are caused by low capacity
utiiization and other,factors. In fact, underutilized capacity 1is a
->~problem'in?nll;eubsectors5 created principally by poor maintenance and **
'ﬁEeﬁofveoﬁinmEnt; iowVIebor'productivity,‘end various types of supply ‘“_
fbottleneékov ‘The'ehortEge of capital and foreign exchange, while often'
mentioned ‘as“an+ important iproblem, does not appear to be the critical

constraint it ie sometimes thought to be.-
3. rInves tment
The moet etriking trend’revealed by Tables 6 and 7 is the ‘tapid’

"growth of investment in the last -few years. Total public inveetment -

-'éin Hinietry of Industry companiee hae increased from RE87.5 million in
!1973 to !E212 million:in the first nine months of 1977. Particularly

.;”remerkable is the degree ‘to which ‘actual inveetment has exceeded targets--
' ;a eurprise even to ueually overoptimietic planners.

| Ihe growth has been' ‘equally remarkable in the domestic private

eector with GOFT: nvestment approvals rising from RE7 wmilliom #n

:f197i/72'to about BE100 million in 1976 (see Table 15, page 77).
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TABLE 6

INVESTMENTS IN THE PUBLIC INDUSTRIAL SECTOR
(BE Millions, Current Prices)

1977
: . ] ‘Target Actual
Subsector 1973 1974 , 1975 1976 ' ~ Jan-Sept

Textiles 30.4  35.2  47.4  8L.4 - 31,4 43.0
Domestic 16.9  16.5  27.2  37.3 18.8 22.6
Foreign 13.5  18.7  20.2  44.1 18.6 20.4

Foodstuffs 13.8  24.4  38.1  42.7 23.4 - 19.4
Domestic 11.0  13.0° 21.8  26.3  13.2 . 15.2
Foreign 2.8  11.4 16.3 16.4 10.2 - 4.2

Chemicals 22,5  28.4 35.4 36.2 . 31.8 5.0
Domestic . 17.3 21,7 206 22.0 15.2 21.3
Foreign 5.2 6.7 . 148 . 142 16,65 53.7

Engineering and . - jd 5f*3§¢M o e

Metallurgical . 20.3 18,0 31.3 ... 59,73 68.2"
Domestic lllﬁ;d}l 13:4¥‘ :b-\ljp 37.4 ;fﬂ~39}5 ;2729
Foreign : :ff4§3ff *4{Et; 3';  .}  j'ﬁ f‘<f20.2 _SI:i
Domestic ‘ ;10.5f=  0;5§‘
Foreign el ol

TOTAL 87.5  107.0° . 154.8° '212,7° 7 160.6
Domestic 6.7 651 5.4 92.8
Foretgn. 258 419 6030

FER LK

Source: ' Ministry of Industry,’ Pettoleum;and;Mining,
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TABLE 7

INDUSTRIAL EXPORTS -
- (In BE Millions) -

. Public Sector ~© . Private Sector : _
~ Convertible - Bilateral’. ‘i Convertible Bilateral Convertible Bilateral
. Currency ~  Accounts ° i Currency ~  Accounts Currency . Accoupts

19735 k4 738 2.5 '27.6 46.9 101.4
1976

'114451 409 49.4 65.0 161.2

e S

1975 255.4" 64.4 . 166.4

1976 3.4 103.4 103.7
1977 8.3

- 98.1 141.9
(Target) - ’

- 1977
Actual,
Jan.~-Sept..

17.9 105.1 77.1

" Source: Ministry éf Industty,'Petroleum énd,Hinihgf



Actual investment has gencrally been equal to one-third‘of tbc investment
approvals. It is only now that the policy is taking its final shape and
the subsequent investor confidence is expected to create an even greater
spurt of investment--particularly in the private sector.

The most troublesome aspect of the investment picture is the high
foreign exchange component brought about by the need to import raw
materials, equipment; and spare parts. This represents a great burden

to a country with a significant balance-of-payments problen.

Another aspect of tbe liberalization policy is the encouragement

,,,,,

- of foreign investment. The results have been somevhat slow in coming,
'although the number of approved projects is large enough to: have a
K

significant impact if implemented. By the middle of l977 233 projects

:has been approved for free zones witb a total planned capital investment

of almost !El 000 million.; About 360‘ind“ trial inland projects with

.....

fforeign capital participation‘hav been approved which plan to invest

'almost a billion pounds.‘ Almost all of this capital is in foreign

currency._
ct

4, Foreigg Trade
o Qtal industrial exports in 1976 were about !EZOO million while

fsEsSi million compared to exports of BE279 4 million. The problem
‘has already been touched on. industry manufacturing inputs Tust be
imported (see,?able-B).as vellﬁas final products to fill production

deficits caused byiinsufficient capacity or lowfutilization.;'As
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*'S‘ubseetbi"‘if_f ~Free  “Agreement Total Free

TABLE 8

FOREIGN EXCHANGE REQUIREMENTS FOR IHPORTSl

(In BE Hillions)

1976

sk, b

Chemeal: 46
Eugineeriug 3 j.gz'f
Metallurgical .37
Building Haterials i13

TOTAL Public s¢¢co€§; 236 “13
TOTAL Private Sector . 14~ S 713

* GRAND TOTAL 250 1126

Armed Forces Needa

- TOTAL Requirenenta;i ‘?5250_" 126

1Figures are for inports of manufacturing inputs, while detailed statistics on i-ports of finished

products are unavailable.

Sources: Ministries of Industry, Petroleum and Hining, and Finance° IBRD,

Papera on_ Industry.-

.Agreeme

16
12

25

Total

Import
Output
(2)

52

76
82

67

59
A7

353
33

Egypt, Informal Working

13

13
33

27

29

20

19
5



consumption incraacas rapidly, requiring both new equipment and raw
materials and finished products. industry's external gap is increasina. -

Exports have, however, been growing slowly from &E101 million
in 1973 to &E104 million in 1976 (after reaching &E166 million in 1975).
Export potential is limited bacause of low labor productivity (which
"seriously reduces the advantage of low wages), poor machine efficiency,

a high import component, and high material costs, all of vhich leads to
high production costs. Furthermore, quality tends to be inadequate and.
quality and cost control nonexistent. Unless these problems are dealt
with, the outlook for exports will remain poor and much greater deficits'
msy be expected (see Table 9).

Another important aspecb of the export picture is that considerably:
more than half of the exports are made through bilateral agreements, |
1while relatively little is exported~for convertible currency. This
Yaggravates the severe shortage of foreign exchange and balance-of--
fpayments problem. Although the "open-door" policy is expected to
’result in increased exports to convertible currency countries, there is

‘a limit to how far this trend can go without a. reduction in product

eeeee
w

:costs and an. improvement in quality.r

: fo far. the best performer in terms of exports is the textile
;sector, with about SOZ of total industrial exports and over 302 of free
gcurrency exports in l976 (and much more if fiberxexports are included).
Textiles is the o;ly industry with a positive trade ‘balance.

The private sector accounts for 212 of total exports, but only

112 sz of free currency exports..

ArthurD Little Inc.
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TABLE 9

SE(.'I'ORAL DISTRIBUTION AND DIRECTION OF MANUFACTURED EXPORTS: 1973-1976
: (Current Prices: EE Thousands)

1

1973 - 1974 1975

Includes AE2.6 million of mining products.
Saurce: Ministry of Industry, Petraleum and Mining.

- Free Clearing Free Clearing Free Clearing ~ Free
runez g Account Toral -Currency Account Yotal  Currency Account Toral  Curtency muswwws IQERL
Textile .
Public ©23,357 <r 49,704 713,261 i 24,410 . 80,116 i 104,526 17,528 78,673 96,200 34,900 62,000 96,500
Public and l".;e. N.A. N.A. "zs.ua- 7 91,965 u1}.‘103 18,531 89,924 108,455 39,600 65,900 105,500
Private B .
Fond '
‘Public 9,875 11,5712 21,447 18,474 '’ 12,864 31,338 23,611 14,493 38,105 18,600 3,900 22,500
Public and M.A. N.A. N.A. 18,583 | 12,874 31,457 23,639 14,495 38,135 19,800 4,000 23,800
Private A . ) ' - ) .
Chemicals
Public 975 2,208 3,183 2,140 0 4072 6,212 2,057 3,650 5,707 1,500 1,400 2,900
Public and NAC NG CONGALT 4,483 12,638 17,121 2,945 22,650 - 25,595 4,200 12,600 16,800
Private o T T o o .
Engineering . .
.Public 4,500 4,293 8,883 8,127 . 4,972 12,099 13,787 5,037 18,824 37,900 39,100%
w Minerals ; , ; R
Public : 597 4,615 - 5,212 3,704 . 6,095 9,799 2,176 8,107 10,283 — — —
Metallurgical . . R i
Private . WA A, N 396 n 467 359 22 381 N.A. NA. . M.
Building Materials ’
Public 4,703 1,38 - 6,087 2,865 643 3,508 1,609 1,101 2,710 - - —
Public and N.A. N.A. N.A. 3,197 643 3,840 1,786 1,101 2,776 100 - 100
Private )
Leathar Goods )
Privats N.A. N.A. N.A. 55 21,606 21,661 97 17,166 17,263 1,100 9,900 - 11,000
Woodvorking
Private N.A. N.A. N.A. 467 4,982 5,449 499 5,184 5,683 1,100 3,800 4,900
Handicrafts . .
: Private N.A. N.A. N.A. 436 2,361 2,797 516 2,755 3,271 700 2,400 3,100
: g TOTAL Fubilc Sector 44,297 73,776 118,073 59,720 100,767 168,482 60,769 111,061 171,830 - 90,500 72,300 uz.m’
TOTAL Private Sector 2,585 27,617 30,202 4,866 49,445 54,311 3,567 55,380 58,947 12,900 31,400 44,300
5 TOTAL Industrial Sercor 49,842 101,393 148,275 64,586 158,207 222,793 64,336 166,441 230,777 103,400 103,700 = 207,108 °
O Skare of Private Suctor  5.1% 27.22  20.32 7.52 3.2z 24.42 5.52 33.32 25.52  12.5% 0.2 2.4
g in Total Exports . '
E .]Fru currency converted at the official exch .nge rate.
R ; -_'lucludeu public and private.

~



5. loyment

Employment in industry accounts for about 15% of the civilian work
forca. Batween 1966 an§‘1974, employment grew at an annual tafc of 4.5%.
Private sector employment grew at an impressive 6.7% per year to claim a
542 share of the total by 1974 despite édverse conditions and even before
the advent of the opgn—dﬁor policy. Total emplofmsnt in industrybis
summarized in Taﬁle 10. Of course, much of this iarge share is &ue to
the importance of workshops and artisanal establishments in the private .
sector. About 327 of private employment is in establishmenﬁa of from
10 to 24 workers while an additional 25% work in estab;iahmenta‘with

25 to 49 workers. Most public companies have more than 50 workers.

Labor productivity is uniformly low throughovt industry, but
particularly in public sentor companies. Labor productivity in the

public sector suffers from serious overmanning (estimates range up to

a 6/1 labor redundancy ratio), poor labor utilization, inadequate train-
ing, top-heavy personnel (management and skilled technicians sometimes

régchva high proportion of the work force), and lack of incentives.

D. -GOVERNMENT MECHANISMS AND POLICIES
1. Organization of Decision Making

4in unnecessarily large number of diverse ministries, authorities,
- agencies and departments participate in the planning, decision making,
Project implementation and operation of Egypt's industry. Of these
only the Ministry of Planning is concerned with all industrial invest-
ment plans and programs whether in the publie, priﬁate or mixed sectors

of the economy. 'Since. however, it lacks any capacity for prdject
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anslysis it does little more than solicit liltl of on-going and propo|¢d
new projactl from other agencies and adjust them by negotiation, per-
suasion and exclusion. to fit a sectoral investment budget determined
from a macroeconomic model. The sanction of exclusion is seldom
resorted to, since it frequently results in an appeal to the Council
of Ministers by the aggrieved agency and further rounds of negotiation
designed to lead to a face-saving compromise. There is little further
to be said about this ministry except to state that until it acquires a
capacity for project analysis (in all sectors of the economv) the
Ministry of Planning's function will remain vague and comparatively
unimportant. | ‘

ﬁy far, the most important center of investment decision making;in
Egyptian industry is the Ministry of Industry and its satellite body |
The General Organization for Industrialization (GOFI) which must
approve all investments in excess of BES500,000. GOFI is also responsible
for investment feasibility studies (both in-house and by outside
consultants) and evaluates and supervises the implementation of all
public sector industrial investment projects that are not subject to
the control of other ministries. GOFI s authority and responsibilities
slso cover all private sector projects, including those subject to the
approval of the Genersl Authority for Foreign Investment except that in L
:hééé'&lﬁés GOFI does not have the pover of veto. GOFI is a semi-
autonomous body with a board of directors that includes representatives
| of scientific and academic institutions and private sector interests
but final authority in sll matters rests with the Minister of Industry |

who 1s its Chairman. Day-to-day operations are under the direction of
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Deputy Chairman who is equivalent in rank to & Deputy Minister (of
industry) |

An important industrial investmont planning and implemsnting body
outside the framework of GOFI but subject to at least the_policy
control of the Ministry of Industry and Petroleum is the Iron and Steel
Complen which is directed by an executive president. The Complet
should not be confused with the operating enterprise, the Iton and
Steel Company, although it is supervising an iron ore concentration
Project at an investment cost of RE50 million (%E23 million in the
1978-82 Plan period) to provide an improved raw material for this »
company. Its other projects are the Abu~Thartur phosphorite ﬁfOJect
with an estimated cost of iEBGl 8 million (#E248 million in Plan
period), and a second integruted steel plant to be constructed on
kEgypt 8 northern coast and estimated to cost BE150 million (®E100 million
'in the Plan period). The Iron and Steel Complex appears to be used
as a planning and executing agency for unusually large investment
'projects involving substantiel additions to the country 8 infrastructure
in. addition to industrial or mining equipment.

'.",r; t?t,"».f:".: e

Despite the existence of a Ministry of Industry, Petroleum and

; '.-‘ -~

'Mining snd its l 300-man planning and proJect execution arm, other
gou:rnment agencies are scheduled to assume responsibility for detailed
planning and implementation of 327 of the total public sector indus-
ftrial investment projected in the 1978-82 Economic Development

Plan. This tigure sonewhat underrates the importance of the Hinistry
of Industry since it has a strong voice in detsrmining the nature and_

extent of privnte and joint venture investment estimated to amount to
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* 8E709 million (212 of total investment) during the Plan period. The
logic and operetionel ldventeges'of'subjectisg'c siénificant segment'
“of industrial activity to three ministers whose principal activities are
non-industrial=--in terms of planned 1978-82 total industrial investment,
Housing and Reconstruction (principally cement) 14.6%, Military
Production 6.22 and Supply 3.4X, and the remaining 7.4% to a multiplicity
of ministries and agencies——is difficult to appreciate. Government
officials are able to explain it only in hfe*orical and political
terms. »

Prior to January 1, 1976, industrial enterprises in Egypt were
'sthectltcte‘fsirii high degree of control in their planning and cberating

Fﬁbiiéi&ﬁ?aﬁ&*ﬁ%%éédaéesfby General Organizations for industrial sub-

sectc;sztﬁihese“bcaics‘erercised varying degrees of control over the
coﬁbﬁﬁiiéfaéaﬁbﬁe£5Eéa'in many ways as holding companies. They were
gené¥§ii§”63$dflia§*§i:h”entggprise ﬁshaﬁers who tended to resent their
1nsu1a€isa‘f£6£5fﬂé“%%ﬁ”ievéié‘Bf'cévéfhmen: represented by a cabinet
miﬁisééf“an&”ﬁiaiiéi§ E&Efé;a?fébi*“ihé'sapreme Councils that replaced"
:héﬁbenefar*dééahiéitioﬁs”Bijﬁghﬁﬁéy“i; 1976, appear to have a much
less active role to play. iﬁéi%*iifgé:noards meet only once a year
for a short period and their research staffs appear to do little more

than collect statistics R Plant managers now have day-to-day contact with

their relevent ministries but find that the ‘rules, regulations and
policies tovwhich‘they vere subjected by their General OrganizatiOn
'havehsct éhsnged;iend that:tﬁeilﬁhst now takc'their turn with many
‘otﬁerﬁﬁuﬁlic sector ccapany sanséements in securing the attention and

action of ministry oZficiiis.
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~ There is no evidence that bureeucretie delays epd»frustretione .
have been greatly reduced by the new arrangement and it is possibie_thet
at least the smaller compepies have no fewer difficulties in their
.direct relations with ministries than they had with their Geeerai
Organizacions.
| 2. Flow of Decisioms
The decision making process in Egyptian industry differs eecordieg

to the size and scope of the investment project and the scale snd‘
national importance of the production operations. New investment
projects requiring less than BE500,000 may be initieted and implemented
’at the enterprise level without formal permission from higher authority
if surplus funds are available within the enterprise. An enterprise
ma?_eiso introduce new prodects for uncontrolled domestic and export
gergets:if this can be done without interferring with the attainment
’ef“plipﬁed output targets and, again, if the necessary funds and
materials ere evaileble or can be secured. Major investment decisions
snd the determinstion of production output targets are, however, made .
: at Ministerial, Cabinet or even Presidential level. Enterprise

*lev

mansgers do participate in developing major plant ‘extensions and even .

) nJ it

’ hn‘w ventures. When the necessary approvals have been secured, the’

%) "'“ e

enterprises normslly implement the projects themselves, subject. to
| ‘GOEIfs.supervision in the case of !dnistry of Industry projects. At
 the‘present time major renewei and rehabilitation projects are heing
‘ implemented by tﬁo{of the country's largest textile plants with loans

of BE52 million from IBRD and $96 million frpm USAID.
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All investncnt projects are reported to the Hinistry of Plsnning
'by the lponsoring Hinistry but this appears to be little more then a
| formllity particularly if investment funds are available from foreign
loans through the Ministry of Economy, foreign investment through the
Investment Authority, or from private sector sources. HMajor expansions
of productive capacity to be financed from domestic funds such as the
8E60 million of planned new investment in the cane sugar industry,
may meet some resistance from the Ministry of Planning on budgetary con-
siderations but these do not appear to be particularly difficult to
overcome, o » ,

The completion of the many steps in the planning and implementation
of investnent*prpjgctgmugyrJof.course, take many years. It is not unusual
for a major project to be brought into operation seven or eight years
_after its initietion.J Presumqbly, modest extensions and modernizations
“can be completed more quickly, but even, in these cases, serious delays
must be expected.ﬁ

Decieions relating to the pricing and production of strategic

. commodities such as cloth, read.}sugsr, edible oil and soap- are made

& primsrily by the, Ministry of Supplj~with little regard to their. effects

on the profitability of the:industriel_enterprises ‘concerned. These
‘gfare essentielly politicel decisions and 4f subsidies are: necessary they -
f‘are provided by the Ministry of Finance. There is a formal procedure.
‘i”undermyhich'the}yinistry ostndustry:s, Pricing Committee evaluates

‘ the implications of proposed price changes and submits its findings
torthevcentral Organization for Price Planning (an agency of the

Ministry of Planning) and the Central Auditing Organization (affiliated
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to the People s Assembly) but major chengee are unlikely to be eugseeced
end the proceee ueually ende by the promulgecion of a Minilteriel decree
fixing the price under exeminacion.

3. Assessment of Mechanism for Ailocating

Investment Funds and Foreign Exchange -

a. General

The allocation of investment and foreign exchaoge funds in
- Egypt- 18 achieved by an administrative and quasi—bergaining process
- that 1s more concerned with materials balances and consumption
levels of certain strateglic commodities than the efficient use
*of:econOmiclresourcee in the light of available current and
'en:icipdced fucpfe needs and Egypt's economic development
ﬂhojeccivei"and'prospects.
n,ere 1s little evidence that either the Ministry of Planiing
:’-v"'o%..'th—a‘-; other agencies 'cdace‘i:n'ed with investment planning in the
induecrial sector subject projecc proposals to an analysis and
apptaisal ptocedure designed to rank them in the light of social
ﬁenddeconom~c3criceria:“fT0'the‘extehc'that“projeCts are evaluated;
7Ehieiieﬁdoheﬁoﬁ?theﬁﬁeéie of administered prices of domestic and
1mported raw meterials ‘and’ controlled ot” subsidized producc-
matket prices with a’ tesultant discortion in’ the efficiency of

reeource allocacion.

AR Egypcian 1nduscty ‘has ‘been called upon to provide a basic
racion of consumption goods for the councry 8 growing populetion ;

and this it has, for the most part. succeeded in doine; Since

‘consumer prices and basic ration entitlements have remained
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comparatively atable in the face of unusually large increases
“in the world prices of raw materials and food stuffs, industry
has absorbed substantial resources to finance current production
4 and the construction ofiadditional capacity. Eg&pt'a failure
to adapt to upward-external price changes by reducing domestic
- consumption has led to a serious decline.in the level of domestic
savings and greatly increased foreign borrowing. The Ministry of
Planning estimates that import price inflation amounted to BE2,807
.million during the period 1974-76 alone and claims that this has
- been a major cause of Egypt's need for foreign financial assistance.
An alternative view is that politically determined levels of private
';é3and;public@conaumption and public investment have been maintained
_mldespitefa;aerioualy:deteriorating,external financial conditionm.
NQ:B"ffrioritiea R TIEE
i | There is evidence of the absence of a carefully considered o
vghierarchy of priorities for the evaluation and selection of
;investment projects in thetinduetrialrsector. .:Consumer needs and

the utilizationrof domestic'rav materials are-the: two priorities'«

;most frequently:mentioned by Government officials.« The Five-Yea
rPlan (August,l977) speaks«of a’ reordering of priorities and%statesl

Jthat the priorities for industry arevas follovs.~‘

'E ; iProjecta for replacement and maintenance-
E Z;ffProjects underwaye-particularly those for the
'satisfaction oflthe .people's:.needs. such as sugar, edible .

oils canned foods, clothing -and- shoes,. It-1is" admitted
15
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" that ¢ current projects are 1egging. only 132 are neering
completion and a further 142 are more then SOZ complete.
3. New projects with special attention to the promotion of

increased exports and the reduction of 1mporte.

It is interesting to see that industry's contribution to the
‘balance of payments is regarded as important but it should be
Vnpted that it is preceded in importance by the satisfaction of
-the people's needs. Although it is difficult to dispute the
.general approach to investment priorities stated in the Plan, a
.much.more sophisticated procedure of project analysis and
;evaluatioﬁfthen is currently applied, i.e., one that takes into
geccéqpt;thejpreqent’and probable future economic and financial
lccudition’of the Egyptian economy, is urgently needed.

ggact on ggg zggnt and Income Distribution

";Since there ‘appear- to be no. teal selection criteria for the

evaluation of,ptojects by..the ministries responsible for planning

industrial projects or by :the: Ministry of Planning itself, it seems

_unlikely hat jo ,creation 18" consistently kept in mind. In fact,

thereiis evidence of the ‘use. of technology that would be more
appropriate in e»high—wage,labor-scarce economy than in Egypt with
its relatively low-wnge rates and plentiful supply of most types
cf laboru
3:§§§rhe new Five-Year Plan and other official documents speak of
bhptoviding employment op a substantial scale but there 1is no

evidence that employment creation is a specific project selection
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criterion or that a policy decision has been taken at a high
level to use intermediate and other}ﬁabor-intensive‘methodsjof
production whenever possible. N '

' Industry--particularly public sector industry--does,‘ofvcourse,
provide a substantial amount of employment by carrying out Govern-
ment instructions to employ more workers than it needs, and
because of the difficulty of terminating workers even for unsatis-
. factory performance. The improvement of enterprise efficiency
and the reduction of production costs in Egyptian industry would
undoubtedly involve a significant reduction in the industrial
labor force at least until new plants and extensions lead to a
genuine ‘need for additisnal workers. There is evidence of
confused thinking on "this issue in the new Plan document and =
'elsewhere.

Since investment allocation decisions do not, in fact, favor
‘labor-intensive methods of operation and have favored certain
'highly capital-intensive projects such ‘a8 the Helwan steel mill
Tand the aluminum plant, they do not contribute to the more equal
distribution of income to’ the extent that might have been possible.
:In fact, the tendency to overman public sector industrial enter-
prise compensates for the failure of the investment allocation

.....

veffect on income distribution.
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&{ Impact on Use of Savings
| The allocation of investment funds to induetry‘du:ing,;he
period of nationalization led to the heevy use of doneatic and
| toreign savings. Savings use was, howsver, very unevenly dis-
| nributed throughout the industrial sector. For example, massive
investments were made in heavy industry, and the employment-
, providing and foreign—exchange-saving textile industry was allowed
to deteriorate for want of domestic and foreign exchange funds for
_nepeirs, maintenance, and at certain times, to maintain operations.
o There is evidence of a somewhat different approach in the
new Five-Year Plan. Although there are a number of large, highly
vcapital-intensive projects, they are scheduled for development
5on the basis of foreign investment. Whether the financial support
Snegegeg;yufonAeheee‘;nyegenenge wi;; be seeured is, of course, as
rjen;nn;nnén.;lLoen eqnmitgennn,heve, however, been secured for a
chemical fertilizer plant at Talka (Arab Pund $80 million; World
i?;qk;éébgé;eép_ﬁi;;;nn);le.secgnn £erti1izer plant at Abu Kir and a
Siral velded stesl pipe plane (Hest Gerasny DHSAS nillton), two
s{ynt:het:ic f_i.’b_e:,‘nlan_t:s‘_(Eneneem]g'gfoz million, U.S. $15 million), and
eeftain ether'major projecte.' Whether the terns under which they
will ope;ate will result in the generetion or additional use of

domeetic eavings ie a matter that will need serious attention at

a high level of Governnenc.
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. Impact on_Balance of Payments

' The patterns of industrial development that have evolved in
Egypt have resulted in a fairly heavy use of foreign exchange on
current account. For example, 1977 estimated foreign exchange
receipts of industrial exports amount to $1,244 million in comparison
with estimated payments for intermediate goods of $2,205 million.
"This 1is not, of course, unreasonable since Egyptian industry is
strongly oriented towards import substitution and, apart from cotton,
1s not well endowed with domestic industrialvraw materials. It
“ does, however,\suggest that the balance-of-payments implications
_%ffhsw investment projects in the industrial sector should be more
;carefully evaluated than in the past. The present structure of
Egyptian industry appears to have a heavy foreign-exchange-using ;
'bias Administrative decision making in the allocation of foreign
'exchange to industrial enterprises for raw materials and spare
parts may have aggravated this situation in the past. Improved
‘procedures “for the use of IBRD and other lenders foreign exchange
’funds have recently been instituted with apparent substantial
‘ improvement in production and export levels.
4 nmcfuigpnz
gPrice control is a dominant feature of the Egyptian economy in all7

i

sectors and “for ‘most’ raw msteriala and consumer products. Controlled
UL I S S S

'7prices for agricultural raw materials. such as cotton, sugar and wheat,

.lﬁare paid to farmers and market prices of the principal consumer goods,

AT 5005 18 TGEY

'Aincluding some unrationed goods,areAdetermined by the Government.

Y N
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Private sector industry is subject to a certain degree oiﬂpricol
control but this is not strongly enforced in 1;1 nt;an. Utilicy pricoi‘
are determined by the Goyurnmnnt at generally low lavels and many
dwelling units are subjec: to rent controls but these ure, in many /
cases, evaded by arrangement between the parties to make additional
payuments.

Under these conditions, administered prices often interfere wvith
efficient allocation of resources and with adequate rasponsiveness to
the demand fof output. Farmers and industrial enterprise managers
can dispose of minor crops, by-products and supplementary products at
free market prices if this does not prevent them from meeting their
production targets for which they are assured of a market. Public sector
industrial campanies are in most cases little more than processing agents
for Govarnment departments that provide them with materials and receive
their output. Some items (certain metal and textile industry products)
go to export markets but these are frequently to bilateral countries
at aéééed bricas. Some textile fabrics are sold in hard-currency markets
aggressively in future years.,

-thy public enterprise managers appear to lack the incentive to
st'ive for the achievemant of increased productive efficiency and -

higherﬁprofits since these might be taken by the Government or
‘eliminated by a change in the margin betwean their input and output

S E-¥e { e

prices. Their own salaries are, of course, also controlled by
. &4 B
Gov;tnment and, although as public sector employees they are not

suhject to the Same restrictions as civil gservants, their ability to
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share in any profits they succeed in making is severely limited. In
some cases, fringe benefits such as highiyééﬁbsidizea ﬂdusing,hth;
provision of servants, and the use of an antonobile ensure ﬂ‘

reasonable standard of living for certain managers ih‘public sector
industrial enterprises, but their rewards do not appear to be comparable
to those offered in private industry.

There seems to be a wide measure of agreehent that with certain
notable exceptions public sector indusfrial enterprises are inefficiently
managed and that their subjection to cuntrolled input and output prices
with the consequent difficulty in making or keeping profits is a
primary. cause of this unsatisfactory situation.

A further serious disadvantage of the Egyptian pric{ng system 1is
that it preﬁents efficient coupanies ffom accumulating funds to apply
to expansion projects and new ventures. Funds for expansion and.néw
ventures are provided by the Government so that the efficient enter-
prises do not themselves generate the savings that are needed for
growth, improved efficiency and reduced costs. In most economically
developed countries the generation and reinvestment of capital funds by
successful enterprises makes a major contribution to the level and
direction of economic groewth. If the "open-door" policy is to play
" a major role in Egypt's future economic development, industrial enter-
prises must be permitted by realistic pricing and taxation procedures
to accumulate and reinvest substantial funds from their business
operations.

Present pricing policy also has a negative effect on the balance

of payments. The secured domestic demand and possibiﬁ loss to the
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cntoxpiilo of foreign exchange earnings upl.ll attractive proposals *
for their immediate ﬁlc can be developed reduces th. incentive to
produce for export.

Since the Government's pricing policy is an integral part of its
policy to ensure a reasonable level of income equality in Egypt, it is
unlikely and undesirable that it should be immediately and rapidly
dismantled. It is, however, desirable that a degree of cconoﬁic purpose
should be restored to the price mechanism so that it can influence the
flow of domestic and imported economic resources into their most

productive uses.

E. RESOURCE BASE
1. . Introduction

Egypt is not particularly well endowed in terms of natural resour:es.
Although there is sufficient petroleum for exports end some minerzi
resources, the size of the deposits are not at the level needed
‘?qr cdnaidcring then as leading sectors in the development program.
innd reasources are also limited.

Egypt's industrialization must, therefore, draw on the country's
human resources which, fortunately, are relativaly good for an LDC. The
technology bize, i.e., institutions and technically-trained manpower, is
alsq quite good and represents a real asset with which to build up the
industrial sector. The capital needed for mobilizing the manpower, tech-
nology and material inputs for industrialization is also nov available,
by virtue of the kesen }ntorclc being shown by industrialized and hrad
nations in Egypt's development. These resources, which represent the

ingredients for the industrial program, are briefly discussed below.
50




‘2.

Manpower
a. Labor Force Characteristics

ﬁnnpownr is an abundantly available resource in Egypt. However,
the manpower resources will have to bz more productively and effi-
clently utilized to ensure Egypt's successful industrialization.

The total labor force includes roughly ten million people, of
vhich approximately two-fifths (four miilion) work in urban areas.
Manufacturing activity accounts for about one-quarter (cver one
million) of the urban labor force.l

Open unemployment in the urban labor force is in thé order of
only 4%. Underemployment and hidden unemploymert (i.e., lower-
‘than-average productivity employment), however, are substantial
and are accentuated by the drift of unskilled rural labor into
urban sectors. Urban areas are, therefore, under pressure to
absorb their own naturally expanding labor force as well as the
overflow from rural areas.

The occupational structure of the industrial sector in Egypt
;é somevhat similar to post-World War II European countries. In
fi9745 in the public sector, 5.4% of those employees were pro-
‘fessional and technical workers, 2.4% were administrative and

managerial workers, and 82.7% were manual workers. This

lror international comparison purposes, or as a basis to draw
judgments for industrializatiom, only the urban labor force should
be used. 1In 1974, Bgypt's urban labor force consisted of 3.9 million
people, including 120,000 under age 12 and over age 64. The large
rural labor forca (dominated by the agricultural sector) distorts
aggregate national quantitative measures.
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occupational structure reflects a low proportion ofsniﬁii;fiait
workers and high proport{in of manual workers. As Egypt progresses
 with industrialization, it would be expected that its occupational
structure will approach that of other industrializid cOuntricl.l
‘Average productivity in terms of output per worker ia
significantly lower than in industrialized countries and has not
been growing in the last five years.z' In the public sector low
productivity is generally attributed to (1) the employment policy
' forcing overstaffing, (2) the labor policy precluding elimination
of unproductive workers, (3) low wages, (4) lack of incentives,
and (5) poor overall management.
In the pri;a:e sector, productivity is low in small-scale
- 'industry, i.e., undercapitalized activities such as manufacture
- 'of shoes, furniture and arts and crafts; productivity is high and

' comparable with international standards in modern joint venture

activitias.

‘llt is conventionally assumed that there exists a relationship between

an occupational structure and technology level. That is, a certain
level of technology in a country has associated with it a specific
combination of capital and labor which has a given administrative
organization and group of production workers having a certain
occupational composition. The higher the technology level, the greater
the proportion of professional, technical and administrative workers.
In France and England, for example, in the manufacturing sector, manual
workers accounted for about 722 of the work force while professional,
technical and managerial workers were about 10Z. In the United States
in 1970, the proportions were 682 and 15%, respectively.

2Productivity in Egypt is roughly estimated at 10-80% of international
levels. Formal productivity measures for Egypt are meaningless since
the forced redundancy of workers dictated by the employment policy
render the statistical base usaless.
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- The- aggregate low productivity levels dO'hbtiiuply‘ihet‘workcrl‘
ara inherently incapable of higher levels.  The individual worker
capability and productivity potential has never been ehallenged.
Indeed, there are workers with skills and capabilities comparable
with any international standard. Furthermore, it is generally
acknowledged that under appropriate training and management
conditions, the average productivity could be raised to
international standards.

.. The educational background of the labor force is generally
poor. The illiteracy rate in the urban labor force is 35%. Only
11% of the urban' labor force has received education above secondary
.8chool (12th grade) level. 1In public sector industry, about 5%
of -the work force has reached a level of less than preparatory
.school, 187 less.than secondary school, 1.5% post-secondary school
fahd;iess~than“university, and over 42 has reached university level.
There are more university graduates'in the labor force than
Qworkers with only prepartory school education. Again, this is
,pefp;y duex:ofthe;employmenc‘policy guaranteeing jobs for uni-
lv;ggicf‘,{* gfga‘mes and to the cultural trait of Egyptian society
Eﬁhieh?aeeords.high status to education.
‘;:ﬁythexemployment*policy guaranteeing jobs in the public sector
to;ail university and technical school graduates unable to find
employment elsewhere has been pursued since 1961-62 and has
led to excessive overstaffing. Estimates of excess manning in

many public sector enterprises range from three to six tinnl_the

requirements.
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.The employment policy is bnndduon;thcylocial oquctiyqu 6f
| cnploynont maximization and provision of human dignity.rather than
the industrial objective of production efficiency maximizltioq.
Thus, the public sector has sarvn& dual roles as a productive
- 8ector as well as a welfare system.
c. Labor Policy

Egypt's labor policy of virtually guaranteeing eiployment
security to all workers, ias been pursued since 1961. Dismissals
by management are almost impossible, except in cases of criminal
voffenses. Resorting to court actiom, however, in most instances,
;.ia only favorable to labor as court proceedings take a long time.
‘ The principal labor legislation is Law 91 of 1959. Tt deals
4ﬂi§h_wqfking'conditions, fringe benefits, employment security,
leaves of absence, minimum wages, social insurance, collective
batgaining and. other aspects of labor considerations. Law 61 of
1971 includes regulations on employment in the public sector.
Law 26 of 1954 regulates the operation of Joint stock companies.
Provisions of interest in these Laws are summarized in ‘Appendix C.

‘gg 'Education and Training
: The Hiniscries of Education and Higher Education have

fésponsibility for formal public and private non-university

educacion. The university gystem is autonomous. The Ministries

‘ofngriculture. -Health, Housing and Reconstruction, Industry, Petro-
legﬁlgqguuining,;Tourism, Communications, Planning, and Manpower and

;xugggiéggi Training have some responsibilities in formal
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. vocational and management training. In addition, large public .
sector companies provide formal on-the~job training. - -

Six years of compulsory primary education (grades 1-6) are.
followed by three years of preparatory level (grades 7-9), and -
three years of secondary level (grades 10-12) education.
Technician training occurs at both secondary level technical
schools (agricultural, commercial, industrial) and post-secondary
technical institutes (e.g., drafting, electronics, etc.). Degree
programs are offered in higher technical institutes and uni-
versities with four to six year programs. For a summary
of the various education programs in Egypt, see Appendix D.

';. Government expenditures on education was slightly over KE300

million in 1976, more than double the expenditures in 1970.

:EQQEQ;ion‘expenditures represent about 6% of the GDP in 1976

(4hﬁzﬁ;n.;970)._'Operating education expenditures represent about

262 of central Government total operating expenditures;

gggcﬁyion capi:hl expenditures represent about 2% of central -
_:Qéyg:pmap;,capital budget. .

Igmyavy;Qely:accepted that capacity to utilize technology (and

:ip tﬁgl}ggg run, to produce new technology) is a requisite for national
;§§93§§§§; success. In this respect Egypt is in a favored position -
‘amongﬁggyeloping countries, since the nation is endowed with a
unusually rich human resource base in science and technology and an

. elaborate technology organizationm structure. Iﬁ is estimated that :

there are some 6,000 well-educated scientists and engineers at work .
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in research and development in the universities, the National Rasearch
Centre, in research centers supervised by ninistries. and in sutonomous
technical organizations and laboratoriss. Service units are available
for setting standards and quality control testing, providing technical
information and documentation, instrument maintenance and repair,
carrying out natural resource inventories, and studying management and
productivity. There exists also a high-level science policy-making and
research-financing organization--the National Academy of Scientific
Research and Technology.

In this setting, the relationship between technological strength
and industrial efficiency and growth is recognized in various ways.
The National Academy's current financial support of about 125 research
. projects includes 29 in industry-related fields at the level of
§El.4 million. The National Research Centre estimates that perhaps
30z;ofcits»in-houae'effort supports the productive sectors of the
fieconomy (including industry) directly or indirectly. The
industrially-oriented programs are monitored by an Industrial Research
'vCouncil whose 32 members include l9 from the research institutes and
‘ universities and 13 from industry. There are specialized committees

fiof thia Councilﬁconcerned with the research needs of the chemical,

ood, textile,*and engineering industries broadly as well as

ﬁ:with more aoecialized problems such as- those of wrapping and packsging.
findustrial vaste' dispoaal and ‘the behavior of Egyptian cotton under =
:ﬂchemical treatment. ‘Other specialized Councils, including the '
aPetroleum and Mineral Resources Cnuncil the Energy Research Council.
and the Building Research and ‘Technology Council also deel witH'“’

research in industry-related areas.
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The National Raaoareh Centre operatoa tochnieal training prograna
in aupport of Bgyptian industrial devolopment. In 1977, thoro vere l9
such prograns. carried out in metallursy, glass and ceramics, dyeing
and finishing, chemigtry and technology, detergents, painta. and food
and dairy technology. Some 219 persons attended these training
programs during the year.

Applied research support for manufacturing companies is available
from the following specialized research institutes; financed through
the budget of the Ministry of Industry and Petroleum (and the National
Academy in some instances). |

1. Central Metallurgical Research Institute

Thig Institute maintains a staff of 100 and was budgeted in
'the 1976-1980 Five-Year Plan for an expenditure of §32,390,000 of
which !3800 000 represents foreign exchange. New facilities are

\r

'under eonstruction in Tebbin, the center of the Egyptian

metallurgical industry complex. Support for the program comes

“half\from the metallurgical industries and half from the Academy.

s 7't\:.;19

Sa

UNIDO is also aetive in support of the Institute at the level of

\

$2 4 million.' The Institute has research contracts with industry

Ly s I ol

in;olving evaluation of iron, phosphate, bentonite, and magnesium

g l«, . :LL

and bromine domestie raw materials. alloying of chromium steel,
development of steel wire production, and other metallurgical
proeess studies. It also promotes training for engineers working

‘

inﬁlocal metallurgical industrieo.

. -
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2. Enlineering snd Industriel Design Developnent Centre

The principsl facilities of the Centre sre loceted in Gize,
near Ceiro. and house the msjority of some 300 employees, six
full-time U.N. experts, and short-te"m specialists. The progran
emphasizes industrial product design and development, capital
goods equipment design, production technology and tool design,
and process development; support facilities include a mechanical
- sno a heat treatment workshop and mechanical laboratories. In
t'.1977,there were 22 training courses in a variety of subjects
"offered at the Centre, each for about 25-35 participants over a
ome- or two-week period. In addition, the Centre provides on-the-
job trsining for engineers and designers in various specialized

fields over periods ranging from two months to a year.

e
SN

3. Electronics Industries Research and Development Centre

- Tﬁistentre operates on the premises of the public sector
Nasr Television Campany. New facilities are under construction.
With empioyment of 48 and a budget in the 1976-1980 Five-Year
Plen of !EBOO 000 of which !2300 000 were to be in foreign

it

exchange, the Centre concentrates on developing electronic

instrumentation for use in Egyptian industries. There is support

LrepeR t i "'
from UNIDO

Foan e 0 BN (A% A

% Textile Develoggggt ‘Centre

"fmf":aii’."- LATLBTIT L
This Centre is still lergely on: peper. with a personnel comple-
& '& R e ot ;,,'3\4..
gment of only four. Fecilities ere said to be under construction.
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* . Planning for a plastics industry center and a fertilizer iﬁduit;ir
center, to be managed along lines similar to those described, is also
under way. Somewhat outside the conventional definition of industry
centers is a Petroleum Ressarch Institute, administered by a 12-man
board of which the Chairman, ex officio, is the Chairman of the
Egyptian General Petroleum Authority; five members are supplied from
the petroleum industry, five form the Institute's own staff, and one
from university staff.

Despite these encouraging features, technological support'for
industrial development in Egypt is limited in a number of ways, many
of them'well-recognized by the nation's technology policy makers.

Most significant is the long-standing orientation of scientists and
engineers to academic measures of professional achievement--the
publication of technical papers rather than solution of practical

- operating problems. Thus, in stating the science policy objectives of -
the country the President of thg Académy of Scientific Research and
Tg;hnology in December, 1976, wrote:

| "The ultimate goal to be'achieved is“to effect a drastic éhange

from'a 'self-oriented!’reseatéh into s multi-diseiplinary

| customer<oriented‘research through the mobilization of the

”eéienfificfcipibilitied“to“tﬁe”heaft of the national problems."

Changing the prevailing orientation, so far as industrial research
is concérned; is made difficult in part because Egypt has historically
relied on the import of industrial technology in the form of turn-key

plants, based on foreign research and development work on such
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technology, or cvcn'for trouble-shooting, tend to remain abroad. Even.
the ambitious plans now in the minds of Egyptian technology policy
makars do not encompass a radical change in this condition in the near
term, although such is clearly a long-range goal. Soms evidence that
much time and effort will be necessary is the absence, aven from current
plans, of investment in pilot plant facilities suitable for indigenous
industrial process development beyond laboratory scale.

The wealth of trained technological talent produced in Egypt's
universities has tended to flow to other countries through emigration
in the face of linited economic aﬁd career opportunities for Egyptian
technologists at home and the high pay offered in Arab petroleum
expérting countries abroad (e.g., two to ten times the domestic
salary). These conditions have been made more constraining over the
: last 20 years by shortages in Egypt of foreign exchange needed to main-
;'ﬁi;g or agqqire equipment, to finance international travel and education,
‘haépq :qﬂggggggdgpgc4glized technical assistance from abroad (except
vﬁhrdﬁgh United Nations channels).
| és#gg;figqqt efforts to overcome some of these constraints are
i undei way. ‘The‘fundamental shift in technology policy goals away
:‘fram pure;y aqademic achievement, as enunciated by the President of the
| Academy{_is referred to above. Two major new science and technology
’ _1ﬁitiatives which will support the new policy are also under way, with
" USAID financing. One is a project involving assistance from the U.S.
Naﬁidnal Academies of Science, Engineering, and Medicine, in

orgaﬂizing and directing the Egyptian scientific community toward
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deeiing with the practical problems which inhibit economic deve]op-‘
ment and social improvcment in Egypt. The other ie a cooperative
effort between the Massichusetts Institute of Technology and Cairo
Universizy ("M.I.T./Cairo Univarsity Technological Planning Program")
aimed at expanding expertise in technical planning and project analysis
within Government ministries. Both of these projects, just now
getting started, will directly impact on Egyptian capabilities for
effective use of technology in support of industrial development

(es well as in other sectors) in the medium and longer-term, that is,
five to ten years from today. In the shorter term, it is clear,
Egyptian industrial development will be heavily dependent for modern
technology upon tbe resources of foreign firms, marshalled through the
"open-door" policy. This can be made available not only through the
establishment of turn-k’ey manufacturing plants as in the past, but ‘
also through expanded progtame of technical assistance in Egypt frnn
U.S. and other foreign sources end training abroad for Egyptian |
technologiste and managers of technologicelly-besed enterprises.,
4, Cagital )

""" Since the socialization of the Egyptian economy in the early
sixtiee, the netionel budget has been the principal aouree of capital '
for new investment in industry and most other sectors of the economy
To the extent that the profits of industrial enterprises are paid
intc the’ central budget, there has been a certain amount of self- |
financing, but there is no evidence that any attempt has been mede to

ensurs an equality between industrial earnings and the flow of
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domestic and foreign resources into»indoltrialxoovolopnont, 'Invfett.
there has been an eggtollive policy of expenoinﬁ‘t:editionel '
industries &nd broadening the industrial struoture by establishing
new ones. It is probable that the agricultural sector has provided
most of the domestic resources that have been abscrbed in Egypt's
industrial expansion since the prices of major-orops have been
controlled (frequently at levels subetantielly below world prices)
and industry, as a processor of agricultural crops, has benefited from |
this as have industrial workers and other urbao dwellets whose food,
.baoic clothing and utility prices‘have also been'controlled at low
levela. . o

T With thn availability of domestic investment funds from the
'%;etional budget and of financial resources from Eastern Bloc
'icountries amounting to an estimated $800 million during the period
1968-1973 it does not seem to have been particulatly difficult to
CEna

arrange for the financing of major industrial projects at that time.

J&i [O Rt
Since 1973 a number of other sources of external financial support

\<> et ’!
".1\" "

for the Egyptian economy, in genetal and industry, in particular, have

‘been found. Of these. the irab Governments have been by far the most
'.1mportant.' Grants from these sources amounted to $1,264 milliom,

k4 4~‘v5- »‘-?

; $988 million end $635 million in 1974, 1975, and 1976, respectively.

f In April, 1977, tho Gulf Organization for the Development of Egypt

l »

Lo e
Lok S

: (GODE) made @ loan of $1,475 million to the Central Bank of Egypt.
Arab Govetnments, through the agency cf the Arab Fund for

Development and the Kuwait and Abu Dhabi Funds for Development,
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have joinnd with tho Horld Bank Group to provide loans on concollionnl
terms to a urea fertilizer projact (IDA, $20 million. Arab rund
$22.8 million, Kuwait Fund $35 million and the Abu Dhabi Fund 314 4
million). The Arab Fund joined the Verld Bank in a major textilo
mill modernization project to wﬁich the former has agreed to ;cnd
$35 million and the latter $52 million. Projects evaluated by thc
World Bank and financed jointly by the Bank and Arab lending
organizatinns may offer a useful tool of industrial development in
Egypt. The Bank Group is alsc assisting Egypt's industrial development
by providing loans for industrial sector raw materials, intermediate
goods, spare parts, replacement equipment and technical assistance
(two loans each of $70 million signed in 1974 and 1977).

USAID has made loans on highly concessionary terms to the Ministry
of Industry for a wide range of individual projects——particularly
in food, cemsnt and textile production. A suvstantial proportion of
these funds remain to be disbursed. Additiomal loan assistance for
'Egyptiéﬁ 1ndustrial developmen: haé been secured from West Germany,
;France. Denmark and, in small amounts. from certain other countries.
For further details of foreign loan assistance to Egyptian industry

see Appendix E.

F. ROLE OF THE PRIVATE SECTOR
1. The Privafe Sector in Perspective
The private industrial sector in Egypt was essentially limited
to small-gscale manufacturing following the nntionnl‘zation of indultry

in the early 1960's. Although stacistical infornation on th. private
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~ sector is fragmentary, an analysis by an IBRD Hiilioni in March-
April, 1977, suggests that 853 of industrial establishments employing
500 persons or more were in the public sector; the public sector share
was 652 in the range of 100~499 employees; 49X in the 50-99 employee
range; and finilly, only 82 of companies with 10-49 employees.
Establishments employing less than 10 employees are considered in the
artisanal sector and are almost entirely privately-owned. The number
of public enterprises employing less than 100 employees has declined
in the last decade following regrouping and amalgamation of the public
enterprises which were reduced in number from 822 in 1966 to about

200 in°1977.

Never:halesa; the IBRD Mission estimates that small-scale industry
sccounts for about one-third of total value added in industry and for
54% of total Qndustrial employment (in 1974). At present, there are
estimated to be almost 4,000 privately-owned establishments in Egypt
iﬁﬁioying 10 or mofe workers rcpresenting a total work force of about
122,0005 Companies employing 10-50 employees (the IBRD~defined small-
scale sector) account for approximately 90% of all these privacc
establishmenta and account for an estimated 57% of total private

étiployment (excluding the artisanal sector).

'*azﬁib, Survey of Smail-Scale Industry.
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To cate, the private sector has been virtually axcluded from
ctpitll'loédl industries and tcnd; to be in consumer géods‘nnd those
_industries vhere economies of scale are not very important. Thus,
the private sector has been a residual ssctor owing and operating
relatively small companies in such industrics as furniture and
woodworking, wearing apparel, leather (shoes), food ptocclsing‘
(akeries), and printing. Table 11 shows estimates of the p:ivatc
sector share in gross value added in manufacturing by the private
sector.

The most recent available data showing the siz? distribution
of private sector establishments in terms of number of companies and
number of workers covers 1970/71. The size distribution at that time
is shown in Table 12.
2. Nationalization of Industry and Its Consequences

Until 1952, when Gamal Abdel Nasser came to power, the state's
role in the economy was limited to infrastructural investment,
mainly in the agricultural irrigation system, and social services.
Early in the Nasser regime it was recognized that there was a need to
encourage the Egyptian private sector in industry and banking to play
a more dynamic role in investment and industrial expansion. Foreign
private investment was welcomed and, in 1953, a fairly liberal foreign
investment code was developed.

With the invasion of Egypt by Israel, France and Britain in
November, 1956, however, all French and British assets in Egypt were
seized and placed under state control. The core of the iuterests

taken over consisted in seven major banks and five insurance companies.
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Bz ;
BUBLIC AND PRIVATE INDUSTRIAL OUTPUT BY SUBSECTOR, 1976

Share of
Public _ Private Total Private Sector

. (RE Millions) __ (Percent)
Textiles 563 193 756 25
Foodstuffs 592 183 775 24
Chemicals 180 72 252 29
He:allurgyl 382 65 447 15
Engineering (1975)1 180 42 222 19
Building Hateriélsl 77 17 94 18
Leather and -—— 177 177 100

Woodworking

lftom IBRD, Survey of Small-Scale Industry. The Ministry of Industry combines
metallurgy and englurvering and does not administer building materials. Output

estimates of two sources differ slightly.

Source: Ministry of Industry, Petroleum and Mining.
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Size of

TABLE 12

SIZE DISTRIBUTION OF PRIVATE SECTOR INDUSTRY

Average
Establishment Number of Number of Employment per
b 1 nt Establishments Percent Workersl Percent Establishment
10 - 24 2,572 66.6 39,213 32.1 15
25 - 49 923 23.9 30,343 24.8 33
50 - 99 ; 214}; 5.5 14,468 11.9 68
100 - 499 ;:,,1421 3.7 26.902 22.0 190
500+ _ 10 _0.3 11,184 _9.2 1,18
TOTAL 3,861 100.0 122,110

100.0 o3

- WINNQInguy

1 Including employers.

Source: Central Agency for General Mobilization and Statistics, December, 1‘975,' as reported.
by IBRD Mission. >



At sbout the ssme tims, the Minister of Industry (the Ministry vas
forned for the first time in 1956) began to move in the direction
of starting up nev state-owned heavy industries and establishing a
national plan covering both the private and public sector. The
view was advanced that if the national goal was industrialization,
then the public sector must play th. leading role in capital
formation. A major step toward the consolidation of the public
sector was the nationalization of the Misr Bank and the National
Bank in 1960. This gave the state control not only over Egypt's
largest commercial bank and another that fulfilled the functions of a
- central bank, but over a'considorable range of industries (shipping,
-publishing, hotels, insurance, éhemicals, pharmaceuticals, cement,
odibli oils, and roughly 50% of Egypt's total spinning and weaving
output).

In 1961. sweeping nationalizations took place which resulted
4n'th$ state control of all private sector firms engaged in foreign
-tfﬁéii“iii bnﬁkﬁ, insurance and shipping companies, and most large
coﬁﬁnﬁiel in commerce and light manufacturing. In the following
ycats, politically-motivatad dequestration followed and the state
| b.gln to movt into wholesale and retail trade by opening coopsratives
to lell banic foods at fixed prices. Only relatively small-scale
"‘Cnti;prilnl. mostly employing less than 50 workers, remained in
A 'privacc hands. By 1965, howevar, the public sector reached its
| ‘peak and has not grown substantially since.

After the nationalization of private industry, very faw

managers raised in a competitive business environment vere left in
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;;yp:g Hlny of thn bulinoalos had been run by forni;nnto who left; .
top-lavel Egyptians also left the country to pursus new cnrurs An.
‘th. Middle East or Europe. The companies most deplated of zansgeaant
talent were the large family companies (an estimated 80 or more)
pccausc fanily members dominated most managemant positions. Banking and
'innurlnce companics were much better off for, although they lost foreign
top executives, a trained second level of management remained. The
Misr Bank companies were perhaps the best prepared for they had
training systems in place and capable Egyptian managers; the foreign
oil companies were in a similar situation. Nationalized companies
deplated of management were generally taken over by military or
univeréity personnel who often learned management by trial and error.
in addition to the initial large-scale loss of trained management,

the lack of a competitive environment in Egypt after nationalization
led‘:glg vi?tual lost generation trained in management decision making
un&gé ggséftainty, a shortage of industrial entrepreneurism, the
disappéﬁrance:of‘salesmen. and neglect of financial management as a
profession. B
3. BRecent Changes in the Private Sector Environment

. $he Sadat Government has gone to great lengths to welcome foreign
bﬁsiﬁessés to Egypt afﬁcrra;most two decades of hostility toward foreign
capital. The aim appears to be the use of Western entrepreneurial
‘;pgt;ncg to stimulate more initiative in Egyptian industry and introduce
vWngqén :echhology and management to rejuvenate industry. While the
'ngwkpalicy began as early as 1971 and the "open-door" policy was

enunclated in 1973, it was not until July, 1974, that the Egyptian
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Plrliln.nt npprovud ani hiltbtic ulw invnltnnnt law (Law 43 of 1976 on

th. Inv‘ltnant of Arab-and For.ign Cnpitnl and Free Zoncl) chat lcgally

?rnopcgnd Egypt to large-scale totnign investment Among the Ll"l

provilionp vere guarnntcel'ggiinlt nationalization or Cxptoptiatidn,

. guatinéncl concerning th.-repatfidtibh of profits and the dfiginal

1nvnhtment, and tax incentives (1nc1ud1ng a tax holiday of from five to

- eight yeara), even greater freedoms were allowed to foreign inv&atora

operating under special privileges given to free zone operations.
Importantly, Law 43 provided a framework for joint ventures between

Egypti;n pubiic sector enterprises and foreign investors. Any project

. approved within the terms of Law 43 is considered to be a private

sector company no matter what proportion of its capital is held by the
public sector. Such projects benefit from various tax and duty
berefits and ‘are not bound by existing laws on compulsory purchase of

iftté bonds, worker representation on manasgzment boards, or formulas for

-prbfit-dha:ing. Thus, if public sector firms put up their share of
>equity id-a jdint Muntuze in the form of land or existing building, the

whole enterptisc will, in a de facto senge, becone a private sector

Qentdrpzise‘

.~

“i‘* In rldant montha theére have been a number of legislative, policy

iatld” pctioﬂndl chnnges that have furthered the open-door policy

including!
’ ?utther liberalization of the investment climate by revision of
le 43 of 1974 by enactment of Law 32 of 1977 affecting the

fiviluation'of‘£0teign currencies, tax provisions, the permissible
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'rlngo of project activities (including the allowability of
import substitution projects). o

‘fq i:pansion of the parallel market and "free" exchange thus

inctclning the availabiiity of foreign exchange to the private

- sector.

‘o R@opening of the Cairo Stock Exchange which, with other measures,

may increase the availability of capital to the piivate sector.

e Simplification of the administrative procedures reyuired o
_projects applying for approval under Law 43 (1974).

e Appointment of a new‘Minister of Industry together with an

£

_ expanded portfolio to include Industry, Petroleum and Mining.

° Appointment of a new Deputy Chairman of the Foreign Investment

Authority and a general strengthening of coordination of
 financial and economic affairs and of planning within the
Government.

-4, Investor Attitudes and Response to the Open-Door Policy

'Ihere appears to be universal agreementl that the present private

investment climste in Egypt is the most attractive that has existe
., 25 years.. The result has been that a large number of foreign inve

: arepnoyfsceking to set up new or expanded private businesses

1The.private investor attitudes summarized here are largely derive
‘from in~depth interviews carried out by the contractor mission in

d for

stors

d

Egypt during December, 1977. They ranged from entrepreneurs and managers

now actually in manufacturing production in the first factories b
after the open-door policy legislation to investors now actively
considering investments in Egypt. The sample included both U.S.
other foreign investors, Egyptian investors and members of the
domestic and foreign banking communities.

71

uilt

and

Arthur D Little Inc



in the country. Further, thc»ou:pu: of :h.lpriwntc manufacturing
sectors vhich has stagnated during 1972-1974 increased by an annusl
average of 15% in real terms between 1974 and 1976. In 1975, private
investment in Egypt is estimated to have increased seven-fold to
8E108 million.
Factors bringing about this change in investmant climate include |
(1) new investment legislation (Law 43 of 1974, recently amended by
Law 32 of 1977 and 86 of 1974), gZ) clarifying ducisions regarding the
interpretation of these laws, (3) recent changes in key economic,
financial, and ind;stry-oriented Governmental posts, and (4) active
- attempts to improve the administrative effectiveness of the
Government bureaucracy.
As of June 30, 1977, 641 privage foreign capital participation
projgcts had been approved (see Table 13) by the General Authority
fﬁ; Investment and Free Zones (Investment Authority) under Law 43
~§£;9]ﬁ)o:wrhi’ is a substantial number despite the fact that many
ggpQCCttlintihl were inherent in that old law and many would-be investors
;glreiélidzto,have‘bann waiting for the clarifications in that llﬁ which
have recently been made under amerding Law 32 (1977). Analysis of
v ghd'approvaln made by the Investment Authority, however, suggest that
“pﬁlykhllf':he«inland projects listed in Table 13 can be considered as
;finv;;c;i;ﬁs in 1ndﬁltry (Qroups numbered 9-16).
ithjwﬂ‘Aithough information on the rate of project approvals was not
' iVailabll. it is known that this rate has increased marksdly with the
change in top management of the Investment Authority in the last year—

150 projects were reported approved in the three-month period prior to

June 30, 1977.
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1.

3.
4,

ZONES

~ INLAND PROJECTS

Investment Companies
Banks and Banking
Institutions
Tourist Projects
Housing Projects
Transport Projects
Health Projects
Agricultural Projects
Construction Projects
Textile Projects
Food and Beverage
Projects
Chemical Projects
Engineering Projects.
Building Materials
Projects
Metallurgical
Projects
Pharmaceutical
Projects
Mining Projects

TOTAL

PUBLIC FREE ZONE
PROJECTS

Cairo Public

Free Zone .
Alexandria Public

Free Zone e
Suez Public Free Zone
Port Said Public .

Free Zone

TOTAL

PRIVATE. FREE Z0NE
PROJECTS

Cairo Private Free
Zone

Alexandria Private
Free Zone

Suez Private Free Zone

TOTAL
GRAND TOTAL

1.

LE 13

INLAND, PUBLIC AND PRIVATE FREE

ROVED PRO S AS OF J
Investment Values in &E M

1977

Capital
Local Foreign
Number Currency Currency Tot
20 27.8 139.7 . 167.5 167.5
75 69.6 183.7 253.3 378.6
24 60.5 84.4 144.9 155.4
12 2.6 137.0 139.6 '142.2
8 4.6 17.3 21.9 36.0
15 8.4 8.6 17.0 27.6
20 3.3 4.2 7.5 9.6
26 58.0 35.2 94.0 568.3
22 24.2 32.5 56.7 179.2
94 35.4 81.6 117.0 172.0
20 8.4 24,6 33.0 83.3
14 22.0 11,5 33.5 81.6
19 7.5 8.9 16.4 21.6
5 0.9 2.0 2.9 5.4
& 0.6 . _2.2 . _ 2.8 3.2
MU T S o ool
408 350.7 '831.3  1,182.0 2,105.7
16 0.6 8.0 8.6 10.2
e et FEI e N
26 9.6 48,5 58.1 58.1
SR E (I R A L
716 0.7 8.5 9.2 9.5
116 - : 15 o“6'f L) ?5,805"., 64. 1:. 64. 1l
A% AEs C1NsT T 400 141.9
23 1.8 23.8 25.6 30.1
£ 11 N8 7169 825.9
5 —— 19.4 19.4 19.7
59 2.9 759.0 761.9 875.7
641 70.1  1,713.8  2,083.9 3.123.3
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Approval, however, means only that a iicoﬁlo has been graanted and
the next phase is "Execution" which indicates that the investor has begun
legal and administrative actions for setting up the actual company.

The final phase of the. investment process that the Investment Authority
tracks is "Production" which means the actual construction of the
factory, the importation of equipment and all the other oporation;l
steps up to and including the actual mnnufacture of products.

Once a project is "Approved," the license is granted for a six~
month period with provision for renewal. An initial six~month renewal
is routinely given if the investors are proceeding in a timely fashion;
subsequent six-month extensions require the apptovalnof the Investment
Board. To date, only 25 originally approved projects have been denied
requested renewals of their licenses.

Table 14 provides an overview of the movement of the approval

P rojecta from the exccution stage to production as of June 30, 1977. Of
xgthn 206 inlnnd "Approvod" industrial projects, 60 (30%) are in the
"Execution" phasg and 56 (28%) are in the "Production" phase. In terms
i of inwostod capital, that has reached the "Production" phase, banking
: inatitutionl and inv-stment companias are the dominant projects (almost
g 802 of total investmnnt). Thess were, of courss, among the earliest
jjino;itqf%qgf to be agtyactedkéo Egypt by the greatly improved
i”;nv.s;mnn: climate.
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T AN qanyuy

I.

2.

11.

13.
14.
15.
16.

ANM.YSI.S I)F INVI"S'I‘HEN'I‘ AUTHORITY APPROVED INLAND PRO. JECT

lnvestnent Lonpanleaw
Banking !nstttutions§

Tourlsn g

Hous lng
Transportntioﬁ;
Healch :
Agricultural
Construction-
Textile

Food and Beverag.
Chemical '
Engincering
Bullding Materials
Metallurgical
Pharmaceutical
Mining

TOTAL

Source:

Number

20
20
752
24
12
8
15,
20/
26"
22;
o

TABLE 14

(bnplta] Valued In BE Hlllluns)

Approvcd |

Total an}tnf

~167.5
74.0
2sy
144 9
139»
: 36.0*
. 276
" zs
“”96“01
56-7 i
117;o~-
33,0
- 33.5
16.4
2.9
2.8

¢ S—————

1,182.0

Number
4
6
18

© N W N N

21

I OO BRI Y,

103

General Authority for lnvestment and Free Zones.

In Execution

Totul Lag}tal

44.0
10.8
77.7
75.0
10.7
2.4
1.3
0.1
16.1
5.3
23.2
5.8
25.5
11.0
0.9
0.6

310.4

'S AS OF JUNE 30,

1977 -

In Production

Number Total Capital
5 98.6
17 40.2
11 13.7
1 .05
3 3.2
7 3.5
10 4.0
34 lé.j
5 0.8
2 . 0.9
3 0.8
2 0.7
100 180.8
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Investment licenses granted by Goril to the private sector provide
another measure of investor response to :ﬁi utw'changolrin the ptiiltc
sector environment. Bctvntn.1976 ard 1976, the number of projects
approved more than doubled, while plam#ed invtltnnnﬁ incresased fonur-
fold (see Tabla 15). 1If the investment approvals roflcgt the
intentions of the private bulineslnap.g then it indicates a marked
change in investment attitude as a result of the change in Govermnment
policy with respect to private enterprise and the acconpgnjiné

easing up of foreign exchange and import restrictioms. 02 the total
of 693 projects approved by GOFI, 521 wera reported to Yepresant

new investments and 172 "enlargements."

5. Free Zones

The industrial free zone concept, oriented principally to attract~

ing foraign investors to Egypt to sanufacture for export, is an

" important feature of Egypt's "open door" policy. The industrial

free zone, while potentially the most significant form of frae zon;
pte?ently planned for Egypt, is oniy one of five types of free zones.
Briefly, the free zones being established include the ﬁollmwiné:

e Transit Frec Zones, set up to facilitate storage and transit

of goods by eliminating customs. Such zones are located * -

at the Ports of Alexandria, Suez, and Port Said.

1For private investments greater than HER;000.

2 The IBRD Mission in its analysis caucions that since GOFI does not
follow up on the rate of implementation of the licenses grantad, it
is not possible to know the exact invastment lev2l in any cne yesr. -
Past experience suggests that implementation csan taughly bo tstiarted
at one-third of the investment level approved.
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COFI INVESTMENT APPROVALS IN THME PRIVATE SECTOR:

TABLE 15

1970-1976
(Curreat Prices; BE Thousands)
- Aversge
’ Average Value of

. ‘Number of -~ Investment Value of Value Investment . Produztion

- Year Projects (Planned) Production Added Employ=ent Wages Pcr Project - Per Project
1970 N4 5,000 10,800 2,300 £,635 75 15,9 34,4
1971 280 6,900 12,506 2,500 4,944 855 24,6 43,6
1972 350 8,600 16,500 2,600 6,308 1,035 24,6 47,1
1973 332 16,700 19,700 4,600 10,546 1,623 50,3 59,3
1974 358 19,100 28,700 4,300 8,589 1,732 53,6 30,2
.1975 740 67,100 132,300 40,000 17,231 5,100 90,7 178,8
1976 693 94,773 213,297 53,811 26,655 5,805 135,8 37,8

SOuiEce: GO¥I.



e Free Cities, established primarily fo: commercial activity.
Port Said is the only Pree City at this tiny; it mainly sells
luxury cousumer goods to Egyptian nationals.

¢ Ducy-Free Shops, established at airports.

e Industrial Free Zonas, designed to encourage manufacturing for
export, in a customs and tax-free zone, using imported raw
materials or parts and Egyptian labor. Such zones are planned
in or near Alexandria, Cairo Airport (El Nasr City), Port.Shid
and Suez.

o+ Private Free Zones, dezigned for industrial or tra&ing purposas
and offering the same-customs and tax benefits as the Industria.
Frees Zone, but not restricted to specific publié sites. There
are numerous examples of such zones in Egypt at present.

Investment in the free zones is guided by the policies

,Qltgkliahed‘under Law 43 (1974) and therefore falls under jurisdiction
: 5fbeha Gcnhtal Authority for Foreign Investment and Free Zones. Llaw
43 ﬁroviddn foraign investors in free zones with a wide range af
favorable incentives including freedom from customs duties and almost
total ralief from Egyptian corporate taxes on profits for an unlimited
tinme, Iﬁﬁlstors may retain all foreign currency brought into the zone
for Javastaévt needs and all incoming currency from export sales and
satvices,

Industrial free zones can be a highly effective mesans by which

developing nations can cxpeditc_1ndu.trializlt;on and achieve targats

for export;, employment, foreign exchange, income, technological
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dnvilopnnnt and regionsl development faster than they may otherwise.
Hovever, fres :onaﬁ should not be vieved &8 an end in themselves. The
plans, policies and programs designed to develop free zones must,
therefore, reflect the role assigned to free zones in the broader
industrialization strategy. Aside from the fact that little foreign
investment can be seen to have, as yet, resulted from Egypt's efforts
to establish free zonee, there is little svidence that well thought-out
objeztives and targets have been assigned to Egypt's free zones in

" general,

Physical development of the industrial free zones has been
proceeding at a slower-than-planned pace. None could be considered
fully operational. The free zone outside of Cairo at El Nasr City is
currently making factory sites available and is proceeding towards ‘
completion of the first advance factory buildings during 1978 or early
1979. Problems relating to fundiné the Jevelopment of the free zone
were said to have been responsible for delays in the past, but these
problems seem to have been solved.

Investor response, to date, has been disappointing. Most of the
free gone projects largely relate to warehousing, redistribution
funétions and shipping services including ship repair. The same reasons
¢ited above for delays in private sector response. in general, apply
to free zones as well. As of June, 1977, the‘Authority had approved
233 projects for the free zone, totaling an investment of over BEl billion
(see Table 16). Of these, in only about half the cases have actions
been taken to proceed with the projects; only a small number have

reached the operating stage.

9
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Most investors ard investsent interssts intervieved in the
' éourse of this lcudy‘boum that a nnuﬁctutin. opcl.:ncii'on' in lmt
should serve the large domastic market in addition to povnnt:.lnl ciportl.
To do so from a free zone would not be advantageous iincc all products
would be subject to duties identical as from a foraign procurement
source. Sinca no preferential access to Arab markets is now available
from an Egyptian free trade zone, such exports would be similarly
penalized. Exporting from Egypt would be more advantageous under
present preferential duty arrangements and individual bilateral

agreements.

w0
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IABLE 16

FREE ZONE PROJECTS APPROVED
June 30, 1977)

Capital (&E Million) Total Igvnlﬁn‘n:
Number Local Foreign Total (BE Million)

Public Free Zone

Projacts
Cairo 16 0.6 8.0 8.6 10.2
Alexandria ‘ 26 9.6 48.5 58.1 58.1
Suez 16 0.7 8.5 9.2 9.5
Port Said 116 5.6 58.5  64.1 - 64.1

Private Free Zone

Projects
Cairo 23 1.8 23.8 25.6 30.1
Alexandria ° 3 1.1 715.8 716.0 825.9

Suez 5 we= 19,4 19.4 19.7

TOTAL Free Zone Lo
Projects 01233°.0 19,4 882.5 901.9 1,017.6

Source: General Authority for Investment and Fres Zones.
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III. PROSPECTS AND CONSTRAINTS
A, THE FIVE-YEAR PLAN: 1978-1982
1. = Goals and Objectives
The Five-Year Plan (1978-1982) is an important indicitor of how
Egypt's economic leaders view their future and the course of action they
plan to take in reaching thair goals. It is therefore of potential valuas
as information on possible future trcndu.l
The Plan is basically designed to reorder national priorities,
hence to:
e Change the investment pattern to strengthen development efforts;
; Reconstruct price and income policies;
e Correct the balance of payments; and
e Provide rational decision making at both the national and
enterprise level.
An important target of the Plan is to increase the rata of economic
.- growth of the Egyptian econmomy to an annual average rate of between
:ﬁ9,lnd,102. reaching 11.9% by 1982, This compares with a rate of growth
of 6.7% during the period 1956~1965 and 7.4% in 1976. Additional output

will be used to raise the living standards of the people, to provide

‘IOur understanding of the Five-Year Plan is principally based on a perusal,
The Five-Year Plan, 1978-1982, Volume 1, The General Strategy fer
Economic and Social Devilopment, prepared by the Ministry of Planning
in August, 1977, and discussions with Egyptian Government officials. It
should be kept in mind that the Plan has not yet been submitted to The
People's Assembly and that the Minister responsible for its final drufting
who signed the Foreword is no longer in the Cabinet. This is significant
because Chapter Two calls for a replacement of the present system of coo-
sumer subsidies by extensive wage increases and a broad range of policy
changes and administrative reforms which we believe are unlikely to be
fully accepted. I: seems probable that a somewhat wodified vercion of
the Plan will be submitted to the Assembly that will include a slightly
iacreasad appropriation for the industrial sector and leas “1pliedit pro-
posals for economic reform. =
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them wvith productive employment and improved social, lcinnci!ic. cﬁitural ‘
and medical services and to substantially reduce the conntty'l external
financial dependence by 1ncrnaling exports at a faster rute than importl.
According to the Plan, the public sector will continue ‘0 be the
principal instrument of development but the domestic ind foreign privato '
sector is invited to play an increasingly important role in adding to the
production of goods and services. Only public utilities, dafense pro-
duction and heavy industry are intended to be reserved strictly for the
public sector and it appears that a genuine effort will be nada to stimulate
~ and facilitate domestic and foreign private investment, particularly in the
industrial sector. To achieve this end, it will be necessary to reduce
the constraints on economic activity impoéed by the labor legislation,
administered pricing and other bureaucratic procedures. This will pose
l.;ioul political and social problems that may not be possible to resolve
- for many years.

The Plan's objective of improving the balance of payments way also
}Qgﬂfgcggggi:h_lcrioul difficulties. Although it is hoped that the indus-
.trial sector will help to alleviate some of the problems, it is unlikely
1;q,mnkl_l major contribution since it Presently has a strong orientation

to thﬂ production of consumer 8oods for the price-controlled domestic
ﬂltktt. Portunately, a certain degree of relief may be expected from
future petroleum exports and Suez Canal and tourist earnings.

An important feature of the Plan is its flexibility. The Miaistry

of Planning intends to re=-q’:....” the Plan edch year in the light of
changing circumstances and : eJo8e a saries of annual and rolling
84
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.plnni for'tﬁo fbiibving‘fivn-yoﬁr pcfiods. The procass of continuous
"pilnnini villiioduco the danger that the current and future sconomic
: p1;no will not be overtaken by ﬁho course of economic and political events
and discreetly sheived--a fate that has overtaken many economic development
vlans, including Egyptian plans, in the past.

2. Investment Allocation |

Total public and private investment for the Plan period is projected
to amount to BE13 billion. Of this, %F10.2 billion is to be in the public
sector. Industry and minerals are projected to account for 23.721 of
total public investment (together with petroleum, electricity and con-
struction, 40.42) in comparison with 22.6% for transportation and communi-
cations and only 8.6Z for agriculture and irrigationm.

The.ambitious nature of the projected investment level in industry
during the period 1978-1982 is clearly revealed by Tables 17, 18, and 19.
?&ble 17 shows that annual average investment is to rise from %E292 million
éﬁtihg 1975-1977 to KE6B2 million, an increase of 135%. Substantial
iﬂVﬁitﬁiﬂt ificreases are plamned in Military Production, Ministry of

§upp1y activity (for domestic consumption) and Housing and Reconstruction

1t 18 anticipated that substantial amounts of foreign investment will be

dttracted to participate in this industrial development program.

1‘I'h:ls figure (BE2,412.6 million) is taken from Table 9 of Volume 1 of the
Plan. Table 1, Volume VI, the General Strategy for Industrialization

(in Arabic), states that public sector/industrial sector investment will
amount to BE2,702.6 million and that private sector industrial investment
will amount to BE709 million making a total industrial sector investment
of BE3,411.6 million. These latter figures were quoted by the Ministry
of Planning at a meeting in Cairo early in December, 1977.
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TABLE 17

DiSTRIBUTIOﬁ OF INDUSTRIAL INVESTMENT--1975, 1976 AND 19771 AND 1978—19822
B ' (BE Millions, 1975 Prices)

Percent Share (1978-1982)

Ministry 1975 1976 1977  1978-1982 Public Sector Total
Industry - 202 7 229 1n 1,872 68.3 55
Military Productfon 25 29 19 168 6.2 5
Supply 5. 12 10 92 3.4 2.7
Housing and Recon— B RE <

. struction 9 o 34 . 46 394 14.6 11.5
Miscellaneous

&

Public Sector 256 317 27 2,702 100.0 79.2
Private Sector — 13 13 709 — 20.8

TOTAL 256 330 290 3,411 100.0 100.0

(Annual average
KE682)
Igstinted.
2p)anned.
gi . Source: k 1978-1982 Development Plan, Volume VI.




TABLE 18

TOTAL INVESTMENT IN INDUSTRY UP TO 12/31/77

AND_PROJECTED 1978-1982:

BY PRINCIPAL SECTORS

(Ministry of Industry Projects Only: &E Millions, 1975 Prices)

During Plan After Plan

Ministry By 1982 To;;lto 12/31/77
Food 337.4 85.2
Textiles 369.1 132.6
Chemicals 399.1 168.0
Metals 391.8 37.1

Iron and Steel

Complex* 1,099.5 359.8
Engineering and - :

Electrical 36}13. 48.2
Mining | 127.5 37.4
Miscellaneous |

TOTAL 3,242, 8817

llncludes Abu Thartur phosphate project.

236.6 _—
231.1 —
241,0 113.7
2
529.8 209.9
247.7 65.4
90.1
1,872:2 389.0

2Ahu Thartuy not yet demonstrated to be economically feasible, account for

282 of total projected investment in industry.

infrastructure and mining content.

Source: 1978-1982 Development Plan, Volume VI.

The project has a high
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TABLE 19

DISTRIBUTION OF INVESTMENT PROJECTS DURING PLAN PERIOD
‘(Ministry of Industry Projects Only: &E Millions, 1975 Prices)

Total Investment = Total Investment Foreign Exchange

Up to 1982 During Plan Componeat
Preservation and ‘ .
Replacement 279.9 198.4 142.5
On-Going 1,726.1 » 824.3 422.1
New Projects 691.2 476.7 362.8
Joint Ventures | 416.9 348.8 . 245.0
Reconstruction o ' : - :
Projects 28.8 . 24.0 12.5
TOTAL . 312,90 1,872.0 1,184.9
88
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As revealed by Tables 18 and 19, massive new investment projects
are being planned by the Ministry of Industry alone. During the next
five years, their plans call for new irvestments of close to &E1.9 billiom.
Although anticipated price changes undoubtedly account for s substantial
apount of estimated cost of the new investment, it is clearly being pla#ncd
on an unprecedently large scale.

It is important to note that implementation of most major projects
included in the Plan is contingent on parcicipation of foreignlinvestment.
Tn the food industry, for example, three projects account for more than
Lalf of the projected investment--a new (and final) cane sugas mill (BESO
million), a pulp mill expansior (BE34 million) classified under food indus-
try bec;uae of ite relationship with sugar produﬁtion, and a beet sugar
. mill (!866 million).

Investments in textiles and chemicals will also be heavily dependent
on foreign technology and finance, a substantial portion of which has
already been secured. Textile investment will be in extensions and
renovations at three existing mills (BE110 million), a polyester fiber
plant (hE32.3 million). and a new cotton mill at Suez (KE26 million).
Chcmicql induitryscipansion will be in the form of two major fartilizer
plants,.a smaller fertilizer plant and two plants for the production of
rubbar tires.

‘ Metallurgical industries will account for BE771 million, or 42% of
the total investment planned by the Ministry of Industry for the Plan
petiod} Major investments planned in the metallurgical industries
include an integrated steel mill (%E100 million), a sponge iron plant

1 «
These totals include, however, ®E248 million for the proposed Abu Thartur
phosphate mining project which is under study by the Iron and Steel

Complex, but should perhaps be classified under mining or chemicals and,
in part,; under infrastructure.
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(RE70 milliom), expansion of the aluminum plant (RE46 million), and an
iron ore concentration and cleaning plant for the ore used by the Helwan
_Stccl Company (&KE2S million). These Projects will be undertaken ounly 1if
4 substantial element of foreign financing can be secured.

From Table 19 it can ba seen that 442 of the projectad industrial
;nvustment will be needed to complete on-going projects. If these projects
are brought into Production during the early years of the Plan, the output
and employment level in Egyptian industry may record a significant increase
Avbefore 1982. There can be 1little doubt, therefore, that priority should be

given to the completion of on-going projects even at the cost of delaying
the inttiation of new Projects. The alithors of the Development Plan annear
to share this view.
3. . Production and Employment. -.

Total indy;prigliputhQ.ygcgng;ngatof;hsfglan and. summarized in -
Tab},gggozgnd 21,Q1; ggpogtldxtoxiﬁéf@ase{byg!52;370 million (63.2%) be-'
tween 1977.and 1982, but.the pﬁbli§uchto:~contribution of Ministry of
Iangg;y:pgoqugg;1qhqsgimgcod to-increase by only: about kEl,000 million}
This leaves non-Ministry of Industry enterprises and the private sector

to generate the remaining &E1,370 million of output. In the light of

IScatisticl on industrial production and output in Egypt are difficult to
obtain on a consistent and reasonably up-to-date basis, due to a number

of reasons including the division of rasnonsiliiity for public sector
industry, the fact that some industries produce both for defense and
consumer markets, and the difficulty of collecting data from small-scale
cperations. In Table 20, however, we present the Hinistry of Planning
estimates of production, value added, employment and wages for Egyptian in-
dustry as a whole for 1977, and Projections of what these will be for 1982,
as seen by the Ministry of Planning. Table 21, constructed from a Ministry
of Planning table, presented ian Volume VI of the Development Plan, and
information provided by the Ministry of Industry in December, 1977, offars
a breakdown by industry subsector of performance in 1977 for Ministry of
Industry and private sector enterprises. It also prasents projected pro-
duction during the Plan period for Ministry of Industry enterprises only.
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TABLE 20
TOTAL INDUSTRIAL TAZGETS: ~FOR ¥RODUCTION,’

VALUE-ADDED, EMPLGIMENT AND WAGES
In RE Millions at Currert “rices)

Produetion falne—Addeg “' Sopivyment. .

: *'hﬁse_i ~ Mages
1982 6,120 1,603:1 1,419, ooo 6733
1977 : 3,750 193.8. 1.&12.0003‘ 463.6
et
Increase: 1982/1977 2,37Q

Percent Increase 63.2%

Average Annual Increase 12,62

Source: Ministry of Planniag, 19781982 Dévalooment!Piait, Volume VI.
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Food
Public'»
Private

Textiles
Public
Private

Chemicals
Public
Private

Engineering
and Metals

Public
Private

Mining
Public

Woodworking *
Products

Leather Produc

TOTAL
Public

Private

Source: Minis

TABLE 21

PROJECTED GROSS VALUE OF
INDUSTRIAL PRODUCTION DURING PLAN

(8E Millions) S

’ s R i’l 7
Iarget Actual Jan-Sept
Coohe e,
861.0 | 653.7
656.6 505.5
204.5 150.2
810.9 625.9
615.2 471.5
195.4 154.4
300.5 202.3
223.9 147.0
76.6 55.3
527.9 391.6
458.2 337.6
69.7 54.0
11.0 6.0
51.9 39.3
125.2 127.2
2,688.2 2,046.0
1,964.9 1,465.6
723.3 580.4

' of Planning, 1978-82 Developme t Plan, Volume VI.

‘Estimated 1982

val'..'u ; 4

759.0 25.3

826.0  27.5

400.0 13.4

950.0 3l1.7

60.0 2.1

2,994.9

192

- Average
Annual Rate
- of Growth

I97E-1982
6.0

9.8

18.1

25.9

27.9

13.0
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other ministry public sector industrial investment projects, ‘underway or
about to be implemented and the lack of prepared bankable projects in
the private sector, it is highly improbable that these targets will be
“attained. It also appears that unless the Ministry of Industry enterprises
perform substantislly better than Projected during the next five years, the
‘Plan's total production target and the related employment and export targets
f are not 1likely to Ye achieved.
Projected rates of output grovth vary widely between industrial sub-
’7sectors.- The food industry. which is scheduled to triple its current
:’level of’ total investment during the Plan period, is targeted to increase
»'output at ‘an annual rate of 6z between 1975 and 1982.- Comparable rates
" of growth in’ textiles, chemicals, metals and mining are 9 8%, 18 1:. 25 9!,
and 27. 9z, respectively. These targeted rates of growth are without _any
apparent relationship to projected levels of new investment. Since output
lags may continue into and’ several years beyond 1982 these output rates
may, in the long run, be reasonable.1
4. ' Balance of Payments

Egyptian industrial development has, in the past, been primarily

based on domestic raw materials-—cotton, sugsr cane, phospha

and iron

'ore-and, more recently, domestically-generated electricity for the pro-
‘duction of nitrogenous fertilizer and aluminum. Although it has also

‘been’ oriented towards import substitution, it remains a net uaer of foxu*gn
exchange on’ current account (neglecting imports of machinery and equipment)
The Ministry of Planning estimates that in 1977 total industry imports
'amounted to BESSO million, in comparison with industrlal exports of

Bl ,-‘:;‘\v.’.‘ N

?wllc would be interesting to know the basis of these eatimates.

9
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'XBEZBd‘ﬁdlliod and that, by the year 1982, imports will have increased to

. &ES20 million and exports to BE640 million. |

” - Tables 22 and 23 suggest a recent upward trend in the use of imported
: inputs by Ministry of Industry public sector enterprises and a recent
::leveling off in industrial ‘exports of these same companies as vell as

- private sector companies. These statistics should, however, be used with

\ cantion becauac of exchange rate anomalies and the use of administered

e {‘

) non-market prices for the valuation of exports to the bilateral countries,
""" It 18 clear from Table 23. that Egyre's planned incresse in exports
Cwill depend heavily on th:ee industtial subscctors-chemicals, matall, ,
”;and mipning which, in 1975. made only a modest tonttibution. Annual rates d
of growth during the pariod 1975-1982 of 139 52. ex.62, and 87.6%2,
Mrespectively. will be required to attlin planncd targets. ibdupgtgﬁg'
modest annunl rate of 3towth of 9 42 in the textilc industry is bcing
relied on to account for 30: of the increaae in total Hiniltry of Indua-‘
try expotts. Major plans for expansion and modornizntion 8rG. alrandy
undatvay in the textile industry.

B. ATTITUDES TONARDS INDUSTRY _DBV!LOPHZNT AND GROWTH: PUBLIC SECTOR

i

The exertise of assessing attitudas alght be doscribcd as a second
order of subjectivity, it nny, hovevnr, be useful to attempt it in the
context of th. past and ptcscnt planning of indultrinl _davelopment in
lzgypt. In dilcualion with Govcznnent otficiall at various levels and
fron official docunants, a doninant thnwn lllll to emerge. Namely, ic
appears that the purpoac of industty i- to use Egypt S natural resources

for the bcnefit ‘of tho Egyptian pcoplc;-nt lcnst to ensure basic rations
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TABLE 22

LOCAL AND IMPORTED CONTENT: - PUBLIC_ INDUSTRIAL SECTOR |
(Ministry of Industry Enterprises Only: - &E Millions in Current Prices)

e Local Import __Ratio to Productior (%)
“Year: Content Content Total Production Local Imports Total

3017 133.2 434.9  1,169.3 '~ 25.8 11.4 37.2
334.1 193.6 527.7  1,370.0 26,4 38.5

514.2 233.7 747.9  1,5944 32.3 46.9

5431 229.0 77210 1,724 3.8 44.8

;?Inpp;ci_ggngent[” @:'o'qpt;d:fop the ;jybh_sfe of official rates of exchange:’

‘Sourcei Miniarrv of Industry, Petroleum and Mining.



Food -

Textiles

Merals

Mining
TOTAL

TABLE 23

INDUSTRIAL EXPORTS--1975 TO 1982
(Ministry of Industry Enterprises
. Only: &E Milliomns, 1975 Prices)

 Actual: 1975

Value Percent

32,0 19
96,2 58

3.9 2.4
29.2 i-,f{;z.s
4.5 fz:;R
165.8  100.0.

Estimated: 1982

Value

45,5

160.0

42,0

100.0

379.6

Percant -
12i
w’42:lux
Cua

 : ﬁ51 894 

- iio0lo

Source: 1978-1982 Develéﬁment Pl#n,%ﬁolﬁgg ?i. f

Average Annual

- Growth Rate (2)

i,7.5
“40.4
119;2'
32.3
126
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‘of_food and clothing at affordableipriccs for everyone. - That this may
. introduce oerions distortions-intoftheaeconomy'is-apprcciated but accepted.
w:tpcfggricuitnrci'scctor'mny/havepto:accept'prices for its output that

are on1Y~a fraction’of world pricecvbut.it>can-to*comc extent be compen-
" sated by artifically low prices for fertilizer and other agricultural inputs
and for bread, cooking oil, ‘sugar and’ cloth. It 18" also. true that since
increasing quantitiﬁa of food and industrial raw materials -and cquipmcnt‘
;Hmust be imported from abroad, exports must bc encouragcd-but not at the -
'cost of domcstic consumption. »

It 18, difficult to. resiat the conclusion that Egyptian Governmont
‘Lofficials rcgarﬂ ‘exports: as-a: rcsidual that 18 not’ critically important.
The recent: rejection: of an IBRD.export~pronotionAprojcct»is pcrhapo an
explicit manifestation ofvthis?attitudc;fiInfplanning major rcaourcci
development. and foreign investment: projects in aluminum and iron’and’
steel, a similar unwillingness to aggressively promote exports also seems
to be present. Foreign interests seem to have been relied on not only to
provide the necessary.capital to fimance the ventures but to take their
revard in a share of the production. Egyptian export promotion does-not
seem to have been seriously -considered.

The attitudes described above influence industrial investment and
output planning. Domestic raw materials, even long-staple cotton, which
.is inappropriate as a raw material for the production of the low-grade
. fabrics supplied to the Egyptian people, must be utilized in Esypt*torf
.ggypticn,consumption,&\Thc conacducnt.nccdffor.ccpital lndVintornociito;

~goods seems not to oc,ocriously;considcrcd,with,thc‘rcsult?thct;norcﬁff

97"
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projacts are planned and initiated than can be supplied with 1nported
inputs. The high proportion of total investment funds rnquiri&‘té'finance
the completion of on-going investment Projects reported elsevhere is a

.consequence of this attitude.

+.Ce ,,,cousrk.ums.ou INDUSTRIAL DEVELOPMENT

gl;gw'lntroduc:ion‘ |
Conn 5l number of fundamnntal constrlints on the 1ndultrinl dnvelopm.n:
.procesl must be overcome beforn uore rapid srawth cnn bc cxpcricnced

- 4n. Egypt. Thasc cons:raints and problcm atnns are wnll ‘known to the
leade:s in: the economy and effortl are undcrvay 20" correct them. - Some
of . the: gpnstrain;svdilcussed~belowware-noc-as serious as generally be-
lieved; others, as we have indicated are more serious. ‘SOﬂl.ctn‘bnn
corrected with short-term solutions; other may take a generation to
correct,

2, Industrial Capacity Underutilization -

Indﬁstrial capacity underutiiization‘donl'noc‘appear to be a serious
constraint on development at the present time. - It-is, however, a long-
tem characteristic of Egyptian industry ‘due, in part; to the fact that
much of its input is of an agricultural and, therefors, udhsonii'nncurc.
This is aggravated by poor plant and inventory management, :hor:agi’df
storage capacity and inefficient Govermment decision making in the allo-
cation of funds for maintenance and of foreign cxchang. fundc for aparc
parts and raw.materials.: Th. problcn seems to have | ;acn snbltantitlly
reduced: sincn 1973 lnd 1976.ﬂinnpart. as chc result of forcign cxchnnse

assis:ance for this spccific purposo. ,

oy
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Underutilization seems to be a fairly serious problem in the public
sector engineering industry, but the heterogenous nature of the equipment
needed in this industry frequently results in nominal excess capacity in
many other countries. It is understood that UNIDO has studied this pro-
““blem in Egypt and has developed proposals to put some of this capacity to
work to supply export markets.

A recent detailed study reveals comparatively _waest underutilization
industry) and certain major plants in the public sector (several large
textile mills and the automotive plant ) are operating at full capacity. s |
Utilization in the Helwan steel mill appears to be improving steadily.

: and fertilizer and aluminum production are also incressing.
A Reglacement and Modernization of Caggcitx

‘ There is evidence that mnch of the equipment used in both the private
and public sectors is out of date and badly maintained. Several recent
reports refer to the waste of raw materials--cotton, oil seeds leather
and wood in particular--caused by ill-functioning machines. These problems
should clearly be the subject of serious attention by the technical
assistance facilities for small industry that are in e:istence or being
planned and in the 1oan agreements for the‘expansion and moderniration
of public sector enterprises that are negotiated Hith £oreign lenders.:

Despite Egypt s low waze costs and comparatively plentiful supply of
labor, there appears to be a propensity to install modern equipment rather

than machines of older and less capital-intensive design.' Indeedr'the

i

5
tn’ i A

import of industrial machinery more than three years old is not permitted.

}Heavily-underutilized at cercain times 1in the past;’.
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. Recenr obeervers report rber ruduly eophiericered imported equipment is
being used for simple operations vith a very low degree of productivity.
Thie is difficult to reconcile with the high level of ingenuity shown in
sone snnll-scale enterprises in creating and keeping in opererion special

purpoee mechines for numerous industrial proceeeee.

4y ;ggort Reguirenenrs

Ao ~’"
ST

N ‘:: Shorteges of imported rav nereriele end epere perte heve undoubredly

led‘ro serioue probleme of induerriel plenr underurilizerion in the peer.1
ir“eeene probable, however. wirh rhe poeeible exceptignlof the chronic
underurilizerion of rhe euromorive plencl, thec the problen was eeeencielly
one o£ foreign exchense and enterprise nenegenenr. There ie evidence rhar
the ratio. of rhe 1eve1 of imporred componenr invencoriee to ourpur hee
3enera11y been fairly high suggesrins rher at leaer one eepecr of the pro-
blem hee been invenrory nenngenenr rerher rhnn ebeolure ehorrege. To rhe
extent rher total foreign exchange ellocatione fell below induerry neede,
there was a clear Govarmmental decieion to reduce induetriel outpur in
favor of some orher foreign exchnnge use.
5. Infrasrrucrure

On developing counrry erenderde Bgypr hee en unusuelly good beeic

infreerructure. Treneporr is provided by river. cenel, roed. reil end
to a small extent, sea. River end cenel treneporc ie eveileble £ron
Aswen to rbe Hedirerraneen end rhe Suez Cenel eree. Service ie not repid
by Weerern sranderde bur ir io low-coer for heevy end bulky irene. Heter
treneporr ie dupliceted by both reil end roed on Hhich Government enter-

priees provide highly eubeidized eervicee vhicb. in some areas, are

lAr full cepeciry, rbie plenr would heve ueed'exceeeive quantities o£
foreign exchange in relation to orher ueee. Ir is now operating at
full capaciry.~ ‘ ‘
Arthur D Little Inc.



high-speed and reliable. In fact.vit;haa recently.been stated‘oy a
senior Government officizl that investment in Egyptian rail facilities
"has, in the‘past; been exceaaive in light of other national needs.
’Electric'power aupply‘ia alao well developed. Several barrages on
“the Nile River and the Aswan and High Dams provide substantial amounta
of electric pouer that are supplemented by tharmal pover planta in Cairo.
'Alexandria, and Iamailia and aeveral captive induatrial enterpriae facili-
tiea., Highly energy-intenaive induatrial operationa-nitrogenoua fertili-
" zer at Aswan, aluninum’ refining at Nag el Hamadi and ateelnaking at Heluan
'conaume a subatagtial proportion of the~country s totelvproduction of
“electric power and consumer and induatrial demand continues to incraaae.

‘Most other’ infrastructure sectors suffer from serious deterioration
and overloading due, in large measure, to population grourh. Thia ia
particularly the case in urban houaing vhere the aituation can only be
described as critical' it is aggravated by mounting problems of vatar |
supply and sewage diapoaal. It is doubtful, houevnr, vhether theaa ftl
difficiencies impoae aerioua constraints on induatrial growth. but thay
may have serious social and political conaequencea.

* Domestic and foreign telecoununications are in aerioua need of o
repair and extenaion, but it seens probable that inproved naintenance .
of exiating equipment ‘and higher user chargaa vould raault in aubatantial
improvement. They are, of couraa. of great inportanca to potential
foreign investors’ whoae attitude tovard inveatnent in Egypt nay be “
advereely influenced by the apparent intractability of tha telacoununi

cations,problem,

CET
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6. Domés:ic and Foreign Capital Funds

As noted elaevhere it does not appear to have _been difficult for
public sector industrial enterprises to secure the necessary capital funds
to expand :he 1nitiate new projects in the past. It is possible that in
some cases Miniatry of Industty au:hori:y to undertake a new project may
have bcen given 1n casca in which it could not. in fact, secure the
necealary 1nveatment fundl or providc :hn forcign exchange for needed-
raw ma:erials and spare patts, ntnce 80 many projects are currently under
cxccution and widcsprcad complain:a of 1nduscrial capaci:y underutilization
due to raw macerial shottage have been made in recent yeatn. cher:hcleas.
it 1is doubtful whe:hor many ac:rac:ive industrial dcvcloyncnt projec:s are
being held up by an inabilicy to gecure the necclaary financing. . A more
probable constxainc is thq lack of woll-devclopcd candidate projects for
financing. Evidence supporting this view can be foung\;n the recently-
complated 1nduacrial-ncc:or studies and in recent Bank Group and AID
studies that havc developed promising projects in which they have bcgq”
willing to patticipagc and in the case of the Bank to which they have
been able to attract substantial losn funds from é:hggklanQ;ﬁg

There is, however, an important sease 1p(vh§cp_shqrtage of capital
may prove to be a serious constraint oﬁ 1§dﬁs;r#nl ggvclppunnc in the
imnediate future. Although it is posq;blé‘:p secure foreign exchange
comnitments in loan form to Bgyfttln induptfial projects, the Government's
abilicy to finsnce its foreign exchange gap and, hence, financc :ho
nncclnary imports of raw materials and 1ntcrncdiatc 3oodn to naintain
cxistins industry in oparation remains to be dlnonltratcd.
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At the first meeting of the Egyptian Consultative Group in May, 1977,

Egypt presented its development plans and its strategy to carry them out.

IBRD estimates that Egypt would require disbursements of $3.6 billion in
1977 and external assistsnce of about $2.8 billion annually in 1978, 1979,
and 1980. The estimated 1977 gap of $1.65 billion was filled by a loan '

from GODE of $l 475 billion to the Central Bank of Egypt and an - increase
W j "..‘. Wiy , }n‘
in U S.tcommodity aid. The estimated $1. O-l 2 billion annual geps for --)
gtk ey :

the period 1978-1980 remain uncommitted. The IBRD estimates that because

of the lag between commitment and disbursements (particulerly in project :‘-
aid), new commitments of $2 715 billion, $2 515 billion and $2 275 billion
’4for 1978 1979, and 1980, respectively, uill be required to.close the
projected gaps.

Although these levels of commitment and disbureements are ‘well. Hithin
the financialqcapacity of the GODB countries, it should be noted that they
are unlikely to be“financed to sny substantial degree by other lenders
without a major and highly improbeble change in _past lending and eid-,n
giviné policies towards Egypt. For example, total USSR eid (non-militery)
amounts to only !ESZl 5 million over a period °:,P§°7 years, USAID is at
an annual rate of less than $1 billion. while Horld Bank Group outetanding
loans amount to only $686 9 million of whicb .an April 30, 1977. $480 million
had not yet been disbursed.

| It is difficult to avoid the conclusion tbet Bgypt 8, development
plans, including its ambitious propoeals for industrial development, can.
be implemented only if it is possible to secure greetly-increaaed grants

and loans from GODE governments. Other.eid:givinglandplending egencieg
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‘are unlikely to increase their commitments to Eéypt sufficiently to
" enable her to meet her needs of foreign assistance for at least the
" next several years, after which petroleum exports and Suez Canal r?',
ceipts may substantially ameliorate the financial situntion.
7.  Bureaucracy
" The problem of buteeucrscy;possibly one of the most compleined-about
constraints on development in Egypt, does not seem to be mora limiting
:than in other devcloping countties-perticulsrly those in transition.
AT new venturer dealing with the Egyptien bureauctacy is confronted
1by two' types ‘of" ptoblem8°' (1) the inettia ot some pstts of the bureeu-
cracy ‘to°change tapidly ‘from’ its pte-"open-door“ ettitudes snd procedures,

and (2) the multiplicity of Hinistries and egencies with uhich a new

B N
GITRILT LT

* ‘investor must deal.

It i8’ encoureging to ‘note that some prog:ese is being mede to desl
with each of these ptoblems. There has been some ptunins o! the Govern-
ment bureaucracy. Much of the ovetcentrelized edministretive system ‘
that dampened ministties throughout the Egyptisn industtiel sector hes
been dismantled. Thete hes also been a resttuctuting o! the benking |
sector and an elimination o! the monopoly of stete-owned compenies in
foreign trade. Although leedership in the Hinistties ie positive end
forthright in its desire to increase private pe:ticipetion in industry,
there are often leedership geps in the second end thitd tiet ot menege-
‘ment and a slow-to-chsnge bureeucretic eppetetus. Nevetthelees, it is
*possible that as older vested interests are retired and repleced by N
,officisls who rigorously support liberalization, this ptoce;s ;ill tendf

fto feed on itself and result in more rapid chenge.v
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... .With respect to the second point, the Investment Authority is moving
1n the direction of "one-stop” assistance and decision making for the
. privere investor. For example, project approvals given by the Investment
v jAurhority Board are binding on all its members which represent all the
concerned Government minierriee and agencies. _In the Investment Authority
headquerrers,building rhere¢are now a labor .office, a»rexarion office, a'
;§8§1¢°ff1¢° and a peespotrgoffice to serve new investor neede;-~Thievis:
a definire»step.forwerd. |

5 Thusufar,.hdwever, achirihgrlend,-eons:ruction and provieion-of -
:uriliries involve a number of minietries, boarde end agenciee and?cen j
v;resuln in protrac:ed adminie:rarive delay for. a new: projec:. Se::ing up.
. & new manufacturing plant. is a mapasemen:,time-conuuming‘endvlengrhyupro-.
cess; involving several years. Land acquisition and title clearance:are.
involved. Zoning, building—cedee,&deeign~epprovnle.’cone:ruc:ionyrer-
mits and timely completion of comstruction once contracted for; ‘all-can
Present problens,
8.  Manpower and Management -

Egypt does not lack manpower; it lecksznenegement capability.iand
an efficient management proceee.kJﬂheee;arenconeidered :ombegemongr:he
most formidable constraints on industrial development in Egypt. .-

Egypt has a.trainable labor .force--some.of it 1s. already well trained.
Unekilled.workere are abundantly available end‘ereAHell motivated. . Skilled
workers are. currenrly in short supply. due prinerily to :he ‘recent avail-
abili:y of more lucretive Jobs in other. Areb counrriee. Treining progrlml

”are under uey to provide en:icipared ek*lled Horker requirenen:e.

5205
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Howevar, with the elimination of the market mechanism and centrali-
zation of resource allocation and administrative decision making, the
country has been deprived of the development of both management talent
and a proper management environment. Although middle management talent
is available—~there is an oversupply of technically~trained higher edu-

. cation graduates who need opportunity and time to develop--top level
. management is generally lacking. This, too, requires time to develop
and undoubtedly over time it will. k |
= . Industrialization implies mnstery“bf'tha management process which,
in turn, relies on such traits aa”cdﬁﬁitmenf¥%peraistehce, perfactionism,
- discipline- and productivity.mﬁthh ﬁ#@h@iﬁhﬁt'&f‘zgyptian resources does
-;dot;appear~toAreflect'adheréﬂcﬁ*ﬁbfthéée principles, i.e., productivity
-18.1low, -quality is low, andtthnwcohgépt of maintenance receive; low
priority.. Yet, by all accounts:the natural capability of the human
resources  (both labor and managers) is judged to be excellent: -

In the Government sector, bureaucracy is perceived to be stifling
There is a great deal of paper shuffling and a lack of decision: making.
Advancement is largely based on seniority; financial ' incentives are very -
small, rewards for good»decisiun'mAkingfare‘1nadequdti:*hﬂd*ﬁén&ifici -
for poor decision.making are high. -

In public:sector industry, management 1s perceived to bu rigid,
anachronistic and‘uncaring. There is lictle delegaticn az:maoﬂ‘cy‘g'
dacisian -making :is centralized in the Chairman and ‘the’ Higher COuncil.

:In geua:al”"thare dslittle" risk taking. Public gector canpaniaa ara

manased as ptoduction units: responaible ‘to meet certain production,uciﬁ

quotas. Marketing and quality aspecta are lackins...
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Decision making in the private sector is generally perceived to be
” mercantile. Entrepreneurs seek maximum returns on their investment in

the shortest possible period. Thus, investments have tended to be in
rreal estate and import-export activities. There are few entrepreneurs
familiar with the production-investment Process and patient with an
orderly investment growth Process.

‘ Egyptian management tends to lack the skills of production echeduling,

operating under conatrainta end being innovative. .

» There are exceptions to the generalizations presented .above.: . Talented'
leaders do exiat in the Government burenucracy and the public and privete
aectore. However, thoee who would be considered to. manage operations .
fully compatible with Weetern etandarda are in a small minority.

L Adherence to the principlee of the open-door policy is the best
‘medium for manpower development. . A maximum number of,Egyptiens“shouldé-‘
.be exposed to Weetern eociety, technology and management, proceases.
NEventually, the concepts of maintenance, discipline, productivity,
vpunctuality will be ingrained in the_Egyptianbcharecter.ﬁ

4 Operation_of joint venture fimms is anaexcellent.meana>o£ Egyptianh
.manpoverwdevelopment. Egyptians will not only acquire the teohnical

skills from the temporary foreignwmanagenents but vill adapt snd evolve 5
a epecial Egyptian management Process consistent with the industrializa-

tion goale of the country.,J

9. ' Education and Training

N J—.-- VS

'4_ The 1ack of a compreheneive strategy for the development of Egyptian

human resourcee could become a constraint on induatrial dnvnlanmenrain-x
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- Egypt. The decentralized education andittaining systems are not coordin-
ated with manpower goals, with needs of the labor markct or with training
organizations. As a result, there 1s an imbalance of 8kills in the labor
force. - |

Thctc are many parties engaged in manpower development but there is
o well chought-out integrated manpower policy or a manpower progranm.
fhc thional Institutc of Planning recommends but does not set policy,
he Hinistry of Planning and the Ministries of Education and Higher
,ducation havc a role in ‘manpower policy; the Ministry of Manpower and
uVocacional Training in ‘charged with asscssing training tequircmcnt and
acting.as:an- intcrmcdiary batwcen voca:ional training and the labor'
market; assorted ninistries have training progrnms
- The* Egyptian Government is cognizant of the overall nanpowcr problems.
Presidential Decree 795 of 1976 created an interniniscarial Highcr Council
in Manpower and. Vocational Training charged with prcparing a nacional ;
policy for manpower - and vocational’ ttaining. dc:ermining training requirc-
ments and developing a wage policy."
The Decree also created a Joint'Conniccoc;foflPlanning;"Hinﬁowct,nnd ‘
Training charged with:
* Planning and implementing ‘projects;
® Preparing studies for eoasiaafiiion*Bi”Eh. Higher Council; and
e PFollowing up the actions of the Eighcr Council. »

In short, the Higher Council. apponrs tobe

“power: policy, ‘and" thc Join: cOnndzcc"with carrying ouc nnnpowcr plnnning

and implcncnting progrcms This,fhoucvcr. addo furthcr’co ‘tha n ber& £
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parties with a role in the formulation of manpower policy and implementa-

tion of programs Speeding up the process and developing a coordinated
manpower development program consistent with industrialization objectives
should be given a high priority.

" The educational process in Egypt is scholastically good but prac-

tically poor. Schools, universities, and training institutes generally

v

offer academic instruction but lack in practical applications-facilities‘lt

are poorly equipped and are understaffed. All levels of education shouldip

B e
AT PR } W e e

rqattempt to enphasize the practical in some msnner.»%)',’ |
e Vocstional education is not popular, it lacks‘prestige. Trsiningi
requirements do not meet skill requirements.v Given a choice; the more
telented students opt against vocational education.i The natural tendency
of preferring acsdemic training coupled with the employment policy of ‘

guaranteeing jobs for university graduates have caused a distortion in

Jskills availability. There appears to be an excess supply of high-level
technicians and a scarcity of skilled workers.‘ In time, market forces

are expected to correct this imbalance. University graduates are already
accepting higher-paying skilled jobs.
. & ‘& WL

Vonetional training programs should be modernized, shortened in

duration‘and become more "on-the-job" and less requiring formal clsss ‘

IS

instruction. Industrialization in Bgypt need not be delayed due to lack

of skilled manpower. Skill upgrading can be performed on the job. Pri-

Avate joint venture companies prefer this process. They £ind their own

i;f(trf ua . YL“

'job training to be more beneficial thsn the loug theoretical institutional

PR

Vtraining.
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Industrialization depende on some connection to and general adeptnesa
~with technology. Basic literacy is an underlying requirement. The key to
f-industrialization progress in Egypt therefore is a massive litsracy pro-
gram particularly with the help of television. This literacy program
'ahould be instituted in addition to the drive to insure that all young-
ators age 6-15 receive at leaat a primary achool education.
:Iof“' Egploxggnt and Labor Policies | C
e The employment policy forcing publie aector (and, in theory, private
aector) companies to ebaorb workers in exceae of their production}require- f
menta hea proved to be e burden on industry by redueing p;oduetivity, /f,':'
"cauaing inefficiency end weekening competitiveneaa.
S 1f the public aector bee aapirationa to conpete internationally.
then ita organizational unita ahould reflect international atandarde. ”
Eatabliahmente ahould be allowed to reach their efficient aize over tine
Thia may be accoupliahed gradually without radical neaauree by allowing
vacanciea to remain unfilled.

As more private aector jobe becone attractive the preaaure on the
public sector to provide jobs will aubeide. The lure of jobe ebroed and
the new joint venture coupaniea are already attractins nany publie aector
employees-aome on a leave of abaence baaia and otbera on a pernanent
basis.

In the public aector the legally guaranteed job aecu:ity, coupled ,

,r(

. In the private,i

aector, managenent a inability to regulate ita‘uork force veakena a‘firn s

ability to compete internationally.

(RN R SRR
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-~ The labor law's rigid provisions on job security are written in the
spirit of protecting workers against arbitrary and unfair dismissal and
from the catastrophic consequences in view of a lack of a reasonable

" unemployment compensation scheme, Creation of an unemployment insurance
8ystem should be consideredrl SRR
. The Government is aware of the constraints some of the provisions
of employment and labor’ laws®impose on industrial grdwthﬁh"Tb'féEiiiEa£e 
,nfreefd°1nt“ventuge Qpé;htianﬁtWO_Cbnstraiﬂts have~beeﬁ*téﬁ§b€4?undet
 Law 4310t 1974: ¢oncet§;ng?«--:he -1nvestment of Arab’and: foreign’ finiaé g
 ».:Provisions: applicable to-emploers (éompelltiig of ‘eiiplogars’”
S 4-‘tbéémplosi:/thoéé?’éspécifieiiif"'by‘"‘ghéil‘ﬁ;nibtry"éf--"‘ﬁanbo'wer) under” |
~riArticle 21 of Law- 9136f:‘;939{-f&é ?hé&&ppm . s
- e.iProvisions applicable tdiéﬁpléyéésgaﬁd members of'BoardsféfF*
Directors (limiting remuneration to BES,000) under iaé”iiQESf
1961 do-not:apply):
*11s  Brain-Drain -

While the concept of a "brain drain"’bﬁggééts“d-pdsiiﬁih'ébiiﬁfiint
on development, this does not appear to be the case*ingﬁgiptw(e;ccptgw
perhaps, in certain skill categoriés), which 48 abutdantis rich im Fman
talent. .

o A:siﬁﬁifiEih; number of Egypfiind:h£v§fi§££iﬁé;béﬂ§hﬁg‘;Qy:gggélnuefﬁ

to emigrqte @specially to neighboring Arab countries. 'Ths‘esﬁiﬁiﬁeﬁr

'lkobért Mabro and Samir Radwan suggested such a scheme in their book,
The Industrialization of Egvpt 1939-1973, Clarendon Press, Oxford, 1976:
" +". the implications of industrial discipline and labor performance
' of such laws (restrictive labor law, sic) may be adverse. Greater flex~
- ibility in hiring and firing, coupled with an unemployment compensation
- scheme, may not absorb more public funds than the permanent subsidization
. of redundant or unsuitable worlars in their place of work, but could
benefit the economy." : .
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vary_from 200-500,000 with most of them emigrating to Libya, Kuwait and
Saudi Arabia.

s wa types of People emigrate: highly-educated professionals (engi-
neers, doctors, cechnicians) of which there is excess supply; and skilled
workers (plumbers, tile-setters, construction workers) who are . in great

';The attraction of emigration 1s wages in the range of two to

+ esgthat which a workar can earn in-Egypt.
Emigta:ion, in fact. may.be -associated with a number: o£ faworable
aspects including relief. to. urban unemployment, expansion’: of the hotizons
of the workers, homa _remittances in the form of foreign exchange (on the

order to $500. uilliun -per year), and:establishment of comtacts in the
| host countries. Egyptians .presently hold high .positions.in- Arab eatablieh-
ments and. such contacts ; may; enhance .the Egyptian: position. in- future '
commercial dealings,

The negative aspects associated with eqiggq;ionﬁiqclndqﬁ19£1qq;pn_,

caused at home (vis-a-vis construction costs) and the depletion.of certain

limited skilled workers .pool.

lAs noted earlier. there was a loss of managerial and entrepreneurial
‘personnel which has been a brain drain. ‘Thus, management--especially
top decision-making managers, marketing management and financial ,
managers-—present real problems to new business ventures. Most of
these key posts in new ventures are filled by expatriates who have
as an important part of their rasponsibility the "on-the-job" training
of their successors. L
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D. THE OUTLOOK FOR PRIVATE SECTOR DEVELOPMENT

lt General Prospects

i

Egypt presents the investor with a number of atiractive advantages:

. A large and relatively untapped local market for consumer goods.

.. Quality goods, for the most part, have not been readily availa-
_ble‘locally and there has been little effective marketing of
_consumer products for almost 25 years.

‘; VAccess to Arab markets under advantageous terms——preferential

; .xu»

7" tarifts and 1ower transportation costs,

° A ready availability of labor which is trainable, with low .

,“§3¢”:9t°9 and as productive as that competitively available

w! elsewhere.' Keys to realizing these _potentials, however, are

: training and industrial discipline (management).

° An improving investment climate. |

This does not mean that investment in Egypt is vithout ﬁi'k";Tﬁﬂ
:Middle East, as a whole, remains an unstsble ~area. The, economy of Egyptf
is not self-sufficient .and there is serious concern about the lons-term
availability of foreign exchange for the private sector in the conpanies
/that are not foreign exchange self-sufficient, that is, .earning enough

foreign exchange from exports to cover import requirenentl of raw mater-

Lt

ials, spare parts and future technological upgradins of capital equipment.
And. as noted»previously, in,the past there have been marked changes
Government attitude and policy with respect to the role of the private ,‘ﬂ

sector and its freedom to operate independently. -
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On balance, however; for some types of investments the advantages of
investing in Egypt outweigh the potential risks as reflected in the aum-
ber of investors beceming interested in the country and the number of
;*iprojects approved to date by the Investment Authority. The current

“‘acceptable time horizon for recovery of industrial investment through

;;“profits (pay-out) rsnges from three to four years on the short gide to

foour ‘to’ seven years on the long side. Egyptian investors tend to have

:pshorter-term _pay-out requirements thsn foreign investors (especially

' 735 .investors who hsve been able to cover nany risks of expropriation

“end foreign currency convertibility under insursnce progrsns of the

Overseas Privete Investment Corporstion) } 4 k , ) ‘
“As‘a’ consequence ‘of the foregoing, investnents to’dstelhsve tended

to“be ia” light nsnufacturing. gesred to the nost profitsble sectors in

the consumer goods market and vith ninimel cspitel investnent. Further-

more, most projects tend to be stsged with enple provision for review and |

checkpoints ‘to assess results to date and the prospects for a continued

sttractive investnent climate before ‘incremental investnents ars nsde.
Nevertheless. all indications susgest that cepitel-both donestic

and foreign--is interested in investnent in industry provided projects

are goundly conceived with fsirly repid pey-out end hsve eble, experienced

project management. The attrectiveness of quick trsder profits end reel

‘estate speculstion in Bgypt is beginning to’ decreese end inveetors ere

AT R R

shoving a’ villingness to consider more nodest retes of returns.
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2. Gove nt Policz
The Government appears‘to.be embarking on a new strategy that will

essentially limit expansion in the public sector with public fuods.;
However, there are conflicting statements regarding this intention,_;
For example, as indicated earlier, the Five-Year Plan calls for‘large
investments in new projects by the Ministry of Industry. R

54 Nevertheless, it is understood that existing capital budget alloca-'
tions for the Ministry-of Industry are now set aside to complete those

projects now under construction (roughly 50% of the budget), to purchase

N ¥
Lol .”v‘

spere parts and permit some rehabilitation and exieting plante (402),
. and to break oroduction bottlenecka (102) such as exiet An sugar rexining

As a result of 1ts new etrategy. the Government is now encouraging

‘public sector companiee to expand through joint venturee with Egyptlan.

'-Arab or foreign investors. Thus, except for certain basic and stretegic
hindustries (such as defenee. steel and petroleunl). future expension 1n

the 1ndustrial sector 1s seen to be through private business 1nvestnent

and through joint venturee with public sector companiss.

This proposed transformation of state control of 1nduetry by means
of private enterprise 3rowth and joint venturing is a reoarkaolevi
dereloooest.'

; There is a strong deelre on tne par: Vi e vuverument Co orin;

supply/demand balance back to the marketplace nnd cover more of the

country's needs by producing locally so as to end the black market of

1Foreigh participation, however, has been encouraged in exploration
activities on a production share basis (with 512 Egyptian comtrol)
whereas export/import of petroleum products and refining are clearly
to be public sector activities.
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eupply-ehort 8oods and reduce the levels of importationm. The rate of
pPrivate sector growth has not been as rapid as a number of new appointees
“to policy-making posts as the Government would like and, hence, the recent
1mpetu; to improve the investment legislation and 8inplify the administra-
tive procedures. At present, industrial production is roughly 702 in the
public eector and 302 in che privete eeccor. Alchough the ‘Government has
not set eny definite :ergets, chey would clearly like co greecly increase
”private pezticipation in induetty. ’ | o .
Consumer producte 1e an aree Hhere the Government looke to latge-'
1cale privete 1nicietive. except for :hose icene where ehe Government
subsidizes raw neceriele (such ee eoep) and thoee ptnducce which ere
‘under price control. The Government in:ende to reduce the nunber of
‘items under price control. houever. frou roughly 80 ec preeenc. :o 15-20.
Investment projec:s btinging new and updeted :echnology :o Egypt ere
especially favored by the Government. Henegenent ekille end :reinins are
another desired project con:ribution. Finelly, :here ie a pre!erence for
projects with expor: or foreign exchanae eetninge potentiel
3. Transfer of Public Enterprises into Hixed or Private Ownersni
..___..__......_.__.....E2.._._.____._._.._-_.__..._______.__.Jl
The Government policy of encoureging nonecretegic public lec:or
companies to expand through joint venturee Hi:h Bgypcien. Areb or foreign
investors is a move toward changing public en:erprises ta nixed ounerehip.

A number of moves in this di:ection are elreedy undetvey.
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' For example, it is théfintention:of menaéement of. the Nasr Automotice
Company to restructure its present operations and form joint uentureo orf
participate in new ventures in four fields of endeavori S

"o Engine manufacture;
® Tractor production;
‘07"Small’ car assembly; and
e ‘Truck production.

-Partnere for the first three operations are reported to be'f Pord, Hasaey

-,Fergueon, end Piat, truck production is still in negotiation.f The net ;ff

"’v-',". r\,”' L B! 3 f' :

result would appear to leave Naar Automotive more aa a holding company

sl

than a- production company. with interesta in four manufacturing venturee.g{

u\" '1

with European companies for joint venture operation. ,IFEJF?PanFt“?inS:";
areas, involved includa: .. "

® Lead-acid battery manufacture;

e "White Goods" consumer products;&:;

e Boiler endﬁpreaaurevveaaeiimanufacture; and;

e Electrical products.
4. Potential Investment gpportunitieah

The General Organization for Induatrialization-(COFI)-hae hhd six
major induatry aectoral studies completed. recently. which- have identified
a number of opportunitiea for new inveatment. According to the newly-l'vi
enunciated atrategywof~tne Government with regard to;privlte participation
in induatry and expanaion of public eector companiea, thia meene that the

opportunitiea identified are all potential private inveatment projecta

a7  ArthurDlittlelnc
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or joint vmtures. A brief summary ’qf_tﬂhq‘u o.m‘:o;pu‘n‘:l,tie_s by asector
» follows. -
‘ﬁuildi_ggb Kateria;l; )
e A sulist:ant:ial amount: of new capacit:yis ‘ne‘cd‘ed for cement

production.

.- ‘Ngw'ca.pgcit:‘y in asbestos-pipes, asbestos sheets, and concrete
pipes and pole'
.' //

../J

’New capacity in non-glay br:l.ckl and somevha; less in c].gyh
bricks.l

jo Expansion of exist:ing'clay pipe and floor :u. mufacture.,u‘ v
:o A major new flat: glassv“plant: and one for glass wool .and

fiber glass.

- Engineering Industries

® New facilities for the manufacture of railway coaches and

tramcars.

Televisipn manufacture,

o Manufacture of medium and large diesel engines.

] ‘Mnnu.facl:ura of handling equipment.

o Manufacture of a new range-of mchinecoola

® Expansion of the production of trucks and buses.
... znlargeunc of the product range of° Nur Boiler Co,

o Hnnufact:u:e of electric motors and 3mracorl.

“+ Expansion of wet and dry battery fa‘c:‘l.‘lft:':fovl."“
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roéd‘} '
.o Wet milling facility for producing a full range of comn ayrupa.
e Three edible oil plants for solvent extraction, hydrogenated
oil and new refinery capecity. ‘ '
e Two animal feed plenta for low and high protein pelletized
- concentrates and by-product feeds, reapectively. c

e Highly-automated yeast plant,

~ Metallurgical industgz

** @“A new copper rod casting plat.

nRulg and'Pager

~® A one-machine bagasse newsprint facility attached toa augar mill.
.o Three smell wood-free printing and writing plants. also attached
to sugar mills.
* Awood concent printing and writing factlity.
° ;A market pulp mill,
® Avriting and printing paper facilify.;
* A ‘°°?="8“§P§«:?¢d.,.i“? and linerboard,plant,.
. ®. A duplex and multiple boards plant.
’ o A.t;ssuetmill.
o' A small cigarette paper producer, ..
® A wastepaper mill.

LIt S S G

1Eiéiﬁéing a ‘number ‘of projects designated for.the public.sector:
iron and steel plant and the public aector aluninum smelter. =~ .

01119,
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Textiles

® Renovation of a jute mill to reduca ;ho fotoignkexchonge spent
on jute bags. |

® A new polyester/cotton spinning mill,

] Two new cotton veaving mills to u:ilizo the output of the

proposed spinning nill and of o:her mills recently cons:ruo:ed. o

o;5€tiibthof-Areas of Investment Promise -
' oi;i€Chemical projec:s top the list in :orms 'f rojec:s approvad, inz
Texecu:ion and in production (bo:h 1n termadwf numbor and capi:al 1nveo:ed)
‘Textile projec:s are clearly the aecond nosc a::rac:ivo atea. Projec:e in
food and beverages, engineering 1nduscries and building natetiala follow,~o
«dn :hac}order.l~

‘- Interms ‘of specific projects, three ure aiigéced“taéifé':ﬁa pro-
duction of extruded aluminum shapes for doors, visddva‘Aﬁa ofhar
construction-uses. One--Arab Alﬁmiﬁunfboii#dio one of oﬁo”fiiefkplan;s
under Law 43 to actually begin manufac:u;ing'oporhfion3§hfﬁo %cﬁor two
Plants are in the execution phase. ‘Arab Aluminum is oo:ioggfoooing cosé
exsmple of the multiplier effect from new investments. "It is actively
helping set up a network of small busindsses to fabficiéo:;ﬁcﬁ»p;oductsk
as doors and windows, using its extruded shapes foix:ﬁo-ooooéfuzcion

industry and consumer markets.

lLacking a gpecific identification of actual projec: approvalo by activicy
and principals involved, requested but not provided to us, a review of
Table 13 permits only some generalizations about the areas of 8raatest
current invastmen: in:eroa: 1n indus:ry. ’ .
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There &ppears to be a need for local availability‘of export=-quality
packaging materials. One proposed project produces corrugated medium,
based on imported kraft; and a project now in execution to greatly expand
the production of glass containers in Egypt.

| ﬁnder the recently?enacted revisions to Law 43 (Law 32 of 1977),
the full benefits of the original law extended to new foreignvinveatora
were extended to Egyptian inveetors.c It 1is too early to judge the
}”nature and extent of the reeponee to that law in terma of projeeta aub-
P‘mitted by Egyptian investors to the Investment Authority for approval.

As noted earlier, however, 1nveatment approvala (repreaenting planne

1nveetment of approximately tE95 million in 1976) gran 3

some indication of- areas of current 1nveatment intereat by ” Bgyptian 1ndus
try. Major investment approvala 1n 1976 ranked in terms of capital 1nvea

ment and produetion valie were:

‘Percentage of Total Value

‘Capital Production Net Value
‘Textiles’ “28i37 23,92 2372
‘Food Industries TR A 36.6 51.6
Chemicals and 24.3 18.6 12.5
Building Materials
- v ey e .!"f;;”‘f-.‘?':? f:"i‘f“
Engineering Indug--- 1652 14797 8.3
tries
1210
S I
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In terms of types of Projects by industry group, these GOFI investment
approvals for 1976 included: |
Textiles: . T 250 projects orincipally in weaving (136),
- tricot manufacture (60), dyeing-and pro-
“cessing (20), and raaoy-mndo clothes (9).
araaaéraAGsfri.azﬁt 175 projects pPrincipally in macaroni pro=-

‘duction (55), ice plants and cold otorage

" (33), sesame halava production (30), perfumoo
and cosmetics 17, poultry feed (4), and

- dairy products (4).

Chemicals and" - a ’ o
Building Materials: _»118 projects, principnlly in plastioo (65),

~ paper and cardboard (7), chomicnls (13),;;

glass (3), and ceramic tileo (10)

Engineoring
Industries: 100 projocts principally in housohold

appliances 3), Printing (13). tools nnd
1nstrunents (10), furnituro (22). and uotnl
wire (15) .

6. The Need for On-Goin

ortunit Identification-

There appears to bo a pressing need for more prolininary idontifion-
tion of investment opportunities to further the dovolopnnnt of opocifio_
Projects. The GOFI sectoral studies were a pnrtial step in that direction
at one point in time. The Invootnnnt Authority is not activoly searching
out new projects for devnlopmont and. on the Govnrnn-ntnl side, it appears

;pthat it 18 "no one's 1ob " There vas: talk o£ a.new Nntionnl Investment
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Bank to serve this fﬁnction. but that proposed institution has not come
into being. Other countries in their initial programs for attracting
foreign investment have found an on-going program of opportunity analysis—-
a significant factor in attracting new investment.
One effort in this field which has been successful is the prefeasi-

bility analysis group of the Misr-Iran Development Group. This Group
has developed projects to a sufficient level of opportunity analysis that
.it'has_p:ovén~effectiﬁe.in—bringing»partnerd together for the active -
feasibility study of a number of the Bank's projects.
."7\3;gSgecihr Neéds#prSmall-SCale Industry
s Ag#no;éd;;qtiiér;;doataprivate sector industry in Egypt is relatively
small—éc#iefand foundito.havc‘bpecial«needa;l"Tbihﬁijbf?ﬁféﬁlaa;Jébaay - |
straining thexgrdwthAof amall-ucalefinduatry>idéntifiédhbi”é‘reééht
IBRDysurveyite&m?ihclude:t‘35

® Out of date machinery;

.e;:.Deficient méthods,ofaproddctionfandfmhdigeﬁént;z*f

e Poor working-conditions;-

lEgyﬁtiad:aﬁhll;scalé industry and business was the prime focus of a team

of American businessmen selected by the Egypt-United States Business
‘Council. This team was in the country during the time of our field
work and will submit an independent report on the requirements, con-
“'straints’ and opportunities of small businesses. We did not devote any
attention to the artisanal sector (less than 10 workers) which is
oriented toward the production of household goods for local markets.

'ZDéficient'ptcduction and management methods include such factors as
~ product design and development, production planning and work methods,::
material selection, quality control and preventive maintenance.
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. .9 Lack of access to institutional finance; and
@ Deficiencies in telecomnunications and transport.
e The solution of many of these problema requires technical aasistance
in the form of basic business management training (including project eval-
“&uation for support of capital loans), extensive technical advice and skill
'upgrading. Inasmuch as. administrative responsibility over small-scale
ywinduatry is divided among a half dozen niniatriea, focusing on common
: problems and takins ‘proper remedial -action: is difficult ‘and, thus, ‘pro=-
~ blems are conpounded.,
The IBRD Hiaeion reconmended centralizing repponaibility for anall-
_ . scale induatry (excluding the handicraft aegnnnt) in a reorganized and '
revitalized. Snall Induatries Departnent in. the Ministry of: Induatry.A~r
Among:the“functinna;propoeedxfor,thc,Department would.be: tos:
® Streamline and improve upon the efficiency of administrative -
procedures; and
¢ Eliminste.existing biases:-against:small=scale industry with
respect to incentivee; procurement: and:taxation,

We are avare of two institutions which are now at leaat partially

attempting to respond to aone of the special needa of amall-ecal;_indua-
try in Egypt. (1) the Development Industrial Bank° and (2) tha Engincering “i
and Industrial Deaign Development Centre.

The Developnent Industrial Bank (DIB) ia the 1ateat (1976) reincar- - |
nation of the long-dornant Induatrial Developnent Bank originally organized
in the 1940'3. Its primary function is to pronote and finance productive :

industrial entarpriaea-nainly in the privata sector, including anall-lca1e~~
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industriesl-cooperative and artisanal. Public sector lending is a
restricted part of its total portfolio (roughly 35%) depending upon its
fund sources.' The Bank is one of few that makes medium- to long-term
loans (12 years is the longest it has made to date); in size, its loan
portfolio ranges from BE3 million (1ts largest loan) to a few hundred
pounds to artisans or for hire-purchase equipment arrangements. Its
charter also allows provision of working capital facilities and
'guarantees. mainly for support activities for its long-term financing.
In its promotion function, the DIB can also take an equity position
':Gmaximum of 251 of the capital) if the securities of the enterprise are .
"traded on ‘an’ exchange in Egypt._ﬁ

The Bank aims to achieve a spread betseen its funds and loans of

R £ RESEEA SR

2-3% (as contrasted to spreads of 7-82 with commercial banks). it 18 not

'expected to make a profit.' Loans to small-scale industry, however,

i

inherently cost more to evaluste, process and service in proportion to

Sy

the size of the loan than larger loans With such a thin sprsad. the
'DIB must balance its portfolio with larger, more pro‘itable, loans in
.order to at least achieve breakeven on its operations (An estimated

h 502 of its recent nedium- and long-tern loan funds are in’loans greater
’:than hESOO 000 in size.) Thus, only a portion of its capital can be .
tlent to small-scale industry. In addition to its financing function,i

DIB is also expected to provide technical assistance to smsll-scale indus- :

try, small workshop owners and artisans. To date, this has been limited

1The DIB defines small-scale industry as representing an equity of less ‘
-‘than”BE20,000 (excluding land and buildings); the International Develop-‘,‘
. ment Associstion defines small industry as having an equity of. lass than
" %E100,000 (excluding land and buildings). A

125

Anmrnumelm



to providing some help with finanting annvenginoering ptoblensAbyinank
staff when they are spotted in the course of a loan appraisal.

Extension of loans to small-scale industry will be facilitated by a
recently-approved $8 million OPEC loan to the DIB at 3/4% interest.
The DIB is restricted to lending these funds to small-scale industry
(less than &E20,000), but will charge 82 to the borrower. Six percent
of tho spread will be allocated to a special fund to provide for training
nnd toohnical assistance to small-soalq lenders.

S Tho most important constraint on the Bank's operation is the avail-
'iability of qualified personnol.1 Govotnnont civil sotvioo salaries 1imit |
access by the DIB to many qunlifiod porlonnel who hnvo noro ranunorativo
oareot opportunitios both in the ptivnto sactor and nbroad.l

Capital availability was not considered a constraint. In £aot, in
the banking community, as a whole, thoto appoartd to bo a shortago of
projects defined as "bankable" in rolntion to fundl avnillblo.A In tho
snall-sonle industry sectors, however, potential bortouots need hnlp in
formulating a "bankable" project in ordet to get money. Hers, tho con-
straint appears more one of technical aaoiotanoo than capital nvlilnbility.

Project appraisal is an area. requiring otrongthoning within tho Bunk.
The nnnagenent of DIB rooognizos the noed for staff training and tochni-
cal assistance; funds for these pu:pooes are baing made nvnilablo to
DIB by USAID and IDA.

Anothot institution at loaot partially responding to some of the
Q’Pf?i‘l noedo of onnllésoniovinduotry_io the Enginesring and Industriasl
ybooijn{5oveiopnont”Centtb;ﬂ Thn Development Centre has svolved into a

lPotnanont staff nunbors about 250 of whom 180 are graduntos, of this
nunber, 69 are oonsidorod "ptofoslionnls "
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training institution as well as a provider of special technical assistance
which was its initial base. The evolucion took place because the Centre
found its clients unable to implement nuch of i:s work for them without
such training. Twen:y-two courses are now offered with some 600-800
people taking rhe coursas each year.v '

A: presen:, the ins:i:u:ion serves a wide rsnge of clien:s in both
A‘the public and priva:e sectors. only a small frsction of which are like-
’ly‘:o mee: cne‘small-scale indus:ry defini:ion.: Many of its existing
services for clien:s-produc:ion scheduling.plan: layou:, maintenance

o e

manaéemen:-however, respond to problem areas already iden:ified.? The L
Developmen: Cencre, asunow cons:i:u:ed, is not s:affed or sufficiently
jsuppor:ed ex:ernally to support :he :ypes of :echnical extension services
often required of i: by clien:s.

The Developmen: Indus:rial Bank is now encouraging :he Developmen:
Cen:re :o expand i:s fields of ac:iviry to include export produc: ‘upgrading
to mee: new compe:i:ive condi:ions. DIB. for some :ims, has financed com-
panies which have expor:ed consumer goods :o undiacrimina:ing markets in'
Ees:ern Bloc coun:ries under bila:ersl rrade agreemen:a. Many of, these
trade agreemen:s are coming to an end and :he DIB would like the Develop-
ment Centre to help manufacturers to upgrade :he design and quali:y of their
produc:s so that :hey can survive in rhe compe:i:ive consumsr goods

markets in the West.
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B. - “INDUSTRIAL FREE ZONES -
Industrial free zones'can bc expccted to play an important role in

‘Egypt's industrialization efforts; However. we do not anticipate any
significant foreign investnents in the zones in the near future. Several
key constraints on the development of the zones--conceptual, organizational,
' and physical--lead us to believe that the potential of industrial free zones
' will not begin to he realized for at least five to sevcn years and then only
.'if major steps are taken in planning, promotion and implementation. hf

' Earlier, we nentioned the need for nore conprehensive planning for
the developnent of’ the free zones. This includes a well thought-out i.
‘statement of" objectives. goala and targets and identification of industries
“and” regions in which developnents are sought. A truly significant free
zone program cannot begin to materialize until this initial step is taken

“In order to assure na:imun nct national benefit, the appropriatc

policy makers should also give careful thought to the entire incentive
program. A limitless tax holiday for any export industry is encessivc
considering the advantages Egypt offcrs to investors seeking abundant |
low-cost labor. Although we have not studied the Egyptian frce zone g
question to any great depth, it would appear that incentives should be
directly related to the extent to which an industry can contribute to B
the national objectives outlined for the free zoncs and that forenost :
among these should be foreign exchange earnings for Egypt (not juat the
free zone which may be considered as being "outside" Egypt), enploynent i
of unemployed Egyptians, technology transfers to Egypt, and othcr bcne-

fits to the economy outside thc zone. Marely attractinn»nanufactursrs,
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who will export more consumer goods to Egypt may, in fact, yield negative
returns when the economic costs the country incurs in supporting them
are taken into account.

The second area which needs to be strengthened before more rapid
development of the free zone can be expected is promotion. Once the
Authority has produced a clear statement of objectivea and identified
'target industries, a vigoroua promotional campaign must be undertaken
to "sell" the concept and to attract deairable inveatora. We saw little ‘
evidence of the kind of promotional material or atrategy needed to eneure
rapid development. The kinds of promotional programs Egypt's competitore
in free zones undertake include a variety of attractive and informative _
brochures, overseaa promotional officea, promotional presentations which :
can be made to large overseae audiencea of prospective investors; end -
high-level staff who can meet with proapective inveatora and. provide
them with the kinds of information they require for makingfinveatment
decisions. We find few of these elements of a promotion program in
Egypt at this time. )

Finally, according to a report of June, 1977, by the'éhannon'Free .
Airport Development Company, Ltd., which has undertaken an exteneive etudy
of Egypt's industrial free Zone, a major. constraint on the near-term devel-
opment of the free zones lies in the inadequacy of infraetructural facili-‘
ties within the zones. These inadequacies have been due. according to the ;
Shannon report, to inadequate funding but they claim that 1977 eav eome

progreas in financing of the free zonea. Neverthelea gfuntil the infra-<

fatructurefandﬂadvanceffactoryvbuildiagafarefcompletw .fno‘eignificant

developmentw.anﬁtake'place. ‘

129
‘Arthur DLittle Inc



o s

SECTOR STUDY SUMMARTES

Arthxr D Dtgle Inc



I.

I

III.

Iv,

v.

 APPENDIX A
' TABLE OF CONTENTS

TEXTILES

"'A. STRUCTURE OF SECTOR
'B. PERFORMANCE OF SECTOR

C." OUTLOOK FOR SECTOR

'FOOD PROCESSING INDUSTRY

. sTRuCTURS OF SECTOR
‘B;P;?ﬁﬁfORﬁANCE‘OF §ECT6R 

' 7c;'7bﬁithKfFoa;szcrdx» |
 METALLURGY INDUSTRY

A. STRUCTURE OF SECTOR
B. PERFORMANCE OF SECTOR.
C. OUTLOOK FOR SECTOR ,
ENGINEERING INDUSTRIES

A. STRUCTURE OF SECTOR
B. PERFORMANCE OF SECTOR
C. OUTLOOK FOR SECTOR
BUILDING MATERIALS

A. STRUCTURE OF SECTOR
B. PERFORMANCE OF SECTOR

- C. . OUTLOOK FOR SECTOR

- PULP AND PAPER INDUSTRY

~A. STRUCTURE OF SECTOR -

~ B. PERFORMANCE OF SECTOR -
' C.  OUTLOOK FOR SECTOR-

?lg e 7

- Arthur D Little Inc



Table

A-1

A-_Z:

vA,-_3‘

A4
A-5

A6
A-7"

A-8

~ APPENDIX A
LIST OF TABLES

PRODUCTION, EXPORTS, IMPORTS, AND
CONSUMPTION OF TEXTILES, 1974

'PRINCIPAL TEXTILE EXPORTS, 1975

EXPORTS OF COTTON TEXTILES, 1970—1974;~
PUBLIC COMPANIES: GROSS VALUE OF SALES

INVESMNT IN FOOD INDUSTRY UNDER
VARIOUS PLANS, 1960-1974

ACTUAL INVESTMENT BY PRODUCT AREA, 1960—1974"":
APPARENT CONSUMPTION, ENGINEERING INDUSTRIES:

IMPORTS, ENGINEERING INDUSTRY

CONSUMPTION, PRCDUCTION AND IHPORTS OF
PAPER AND BOARD: SELECTED YEARS

: 'Pa'g' e

Arthur DLitde Inc



ammona
SECTOR STUDY SUMMARIE81

ﬁiThe following reviews of six industrial sectors are drawn from exten-'
“sive secthalranalyses financed by the IBRD for the General Organization
:for Industrialization (GOFI) Each study includes a general overview of
‘the sector, a detailed analysis of the public companies included in it,l
recommendations, and prefeasibility studies for a: select number of high-
priority projects..r ;

The reviews are based directly on the studies and on papersvprepared
by a GOFI counterpart team which had also worked on the sectoral studies.i,
In a few cases, other sources vere utilized to fill serious gaps.;

Four of the studies--textiles;.metallurgy, engineering, and building.
materials--are comprehensive and cover the entire sector.} The final:tuo,“
are not. The food Processing study covers only a limited number of pro=-
duct areas; the rest of the information was acquired from the GOFI
counterparts. In the chemical gector study, only paper and pulp were
analyzed; information on other components is linited.

We express our great appreciation to Eng., Ibrahim M. Sharkas, Deputy
Chairman of GOFI, for having made the reports and his staff available to
us for this invaluable review. Major contributions in helping to compile
the material from which we prepared these brief - summaries were made by
the following GOFI staff: ‘

Eng. Nadya Abdel Azin . . . . . Pulp,
Eng Emam Abd Elmonem c v e Metall
Eng ir .j,~.,.;,4;‘ftnsincsfingfgygaﬁggg
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I." TEXTILES

" A.  STRUCTURE OF SECTOR
1. Public Sector Structure
The public sector accounts for abour 80% . f”'he produccive capeciry

of the industry. It is made up of 30 companies. 29 of which ere concerned -

~with rexrile manufacruring, and all of which ere larger :han any private

! g (1A% P
.. ":1\‘»‘)&-." - A " & * 1 —“}' \

'sec:or company. The public eecror produces 1002 of rhe corron yarn,. wool

il eld [N R

yarn and wool clorh ourput° 652 of corron clorh' 452 of knicring pro-

y

‘duccion' end 302 of msking-up‘production.

2. Private Sector Sr;ucrure‘”d “

| '> Because of rhe lerge number of smell privere workshops, i: is diffi-
kcul: :o measure :his sector wi:h any preclsion. The private sector in
textiles is limited to fabric manufacturing and garmenr-making, Since
rhe public secror conrrols yarn producrion comple:ely. rhe privere see:or
. musr depend on unreliable ellocarions which creates important. bocrlenecks
‘and depresses oucput severely.e L

3. hsréanizacions end InstiCutionsA‘

Unril 1975 rhe induerry was under a General Organize:ion of Spinning
and Weaving. Since 1976, rhe public secror compenies have been edminisrered
direcrly by rhe Hinisrry of Indusrry :hrough the Textile Secrerarier. In
i addirion, a High Council has been formed. wirh repreeenrarives from rhe

%inisrries of Indusrry. Economy, and Finence, as well as rhe public com=

peny cheirmen. The COuncil is responsible for general policy direction.;

1, ol i

fO:her insrirurions include rhe Texrile Chamber of rhe Federerion ofqm

44«»
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Egyptian Industries (an importeot;lobbying group), the Consolidation

Fund (an export promotion organization), and the Pan-Arab Textile Federa-

tion.

‘B’ PERFORMANCE OF SECTOR

The textile 1nduetry hee 1ong been one of the moet importent contri— '

performanee., In eddition to being the ‘

butors to Egyptian induetr" |
second most ﬂmportant in terna of output value (Just behind food) it is
by far the major induetrial exporter, eecounting for hBlOS 5 million out
of 8E207.1 million in totel exporte in 1976. The sector is eleo the mejor
- industrial employer, with 281 900 employees in the public eector elone
in 1976,
‘2. Production

The value of textile output in 1976 vas !8760 nillion, or 282 of
‘total industrial produetion. The privete eeetor eccounted for ebout 252.
Output growth has been steady, if not spectacular, with epproxinetely
8E550 million and 575,000 tons produced in 1973, versus BE760 million
and 650,000 tons in 1976 (includes textiles and fibere). |
3.  Consumptiom, Cagacitz, Produetion end Cegecitz Utilizetion

Textiles is one of the few induetriel sectors where both prouuction
and productive capacity exeeed domestic eoneunption. Thie is epperent
from the net exports (Tables Arl. APZ and Ar3)

Domeetie eonsunption of ell textile products ie now ebout 200 000
tone and total production ie more then 400 000 tone-—the ezceee being

exported. About one-fourth of the totel production. and one-helf of

- -Afﬂmrnuttlelm



TABLE A-1

PRODUCTION, EXPORTS, IMPORTS
AND CONSUMPTION OF TEXTILES, 1974

'”SQOO tons, unless otherwise noted)

 Cotton’ (1974-75)
Yarﬁ

” Fabric(Sq. weLEl
x million)

‘ Garﬁgn;s;.

Blankets (000
pieces)

. Sewing Threads
“eotten Toel
“sacks '

" Jute/Linen..

‘Source: Sector Study, Werner International.

Production

440,6 198.0
223.3 " 36.6

637.3 97.0

T E R N
2,203.0 - —

FENeN

1-‘5 . , -04

. 22,5..

+-30,0--

A3

Exports

1.9

L3
" 100

m' orts

Consumptio;
 284.0

188.0
550.3

: A
i o N Los e A
SERLERY alrend Efg‘{;;f.‘j* (5l
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}tco::o,f(1974-75)‘

iYarns "

‘;Fabric

,;Garments (vaan)

Garments
‘ (Rnitted)

Towela i

Othggjuadé-Up

&V LA
———

198 000
0,958

L%gijgagim;;

TABLE A-2

PRINCIPAL TEXTILE EXPORTS, 1975

Tons
Trade
agreement

rercent Total

32,503 2,917 76 62,138
3 ,562
1, 438*?ﬂ

9Li9.

32,5

1472 9.7 9,280

~}1,7&:«5;1;

Agreement
227,700

18,310
79,181
12,631

&E000
Trade

Percent
296,040 87.9
54,963 88.5
8,520  46.5
' | 98.9

12;261°  97.1

:‘,U,'}_A“ iy

2,549
2,575

89.6
77.5

‘25284
15996

TOTAL, - excluding -

cotton

7656

48,916 33,202 67,9

‘107;4§3'

PR o
3 "‘.“‘»'4'

,_as.zogn 83

TOTAL

246,000

203,000 a5 335,680

296,176  _ 88.1

Source:

Sector Study.
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TABLE A-3

EXPORTS OF COTTON TEXTILES 1970-1974
- (000 Tons) -

Year Cotton  Yarms Fabric Garmgnts'i'fv' Knitted  Other = Total
1970° 048 4l 20.9. .7 L2 0.7  369.7

, 1971 ‘ 298:1 “42.3 23.2° .7 14 0.9  364.6

1972 3027 467 19. o”'ff 10 14.3 . 383.1

'1973” 239.7 46,7 19.0° 10 12.3  318.4
4 S

1974d 166:8 35.7 13.3* 12 9.4 228.1

A Sduri;e: Secior Study.



domestic consumption is ration cloth which is sold at a highly=subsidized
price to the public. Consumption of textile fibers is 250,000 tons,
production 390,000 tons. | |

There is no information on how actual production compares to nominal
capacity, in part, because so much of the cloth and garments are manu- _
iqfactured in small workshops. Even though capacity utilization is thought
; :0 be fairly high, the IBRD sector analysis suggests that machine effi—
vciency could be 1mproved 15-50Z, and that labor productivity could be
kraisgd by 3252,

4. Iﬁﬁastmﬁn:

Public sector 1nwestmnnt 1n spinning and weaving was iz30 4 million
in 1973, !835 2 million in. 1974. !247 4 million in 1973, and iEBl 4 million
in 1976. Investment in 1977 appeara to hava been -at the 1976 pace. The
local/foreign shares of investment have consistently been divided abou:
equally. Private sector inwestmenc approvala by GOFI .rose fron iB3 0
million in 1971/72, to KES5.0 million in 1974, and to i!lz 0 million in
the first six months of 1975. (Actual investments are 1!@031{513 to
measure but are somewhat lower.) ~?h¢‘?9:qtn on cd%itqi nmplo&id is
about 8.5Z.

5. Trade Balance

As indicated earlier, the textile industry is the only ont with s
ponitiva trada balancc. According to officinl !igu:uo. 1npottl of tcx-
tile goods represent about 1,000 cous o! yarn, 35_n11110n'n-to:| of

~.

fabric, and one million garnlntl. rAdditional privtc‘f”bccor inportl
are vnlund ac nbout t28-9 uillion.‘ Inportl hnvu inctoascd lha:ply ovnr

:he last fnv years aa thn acringcnt ptotaccionisc policy has bccn ;

Arthur D Little Inc



liberalized somewhat. Importo'ofxraw materials have‘appeafed only in
the last years, reaching 4,200 tons in 1976. Equipment is thernosti
significant import category. The total cost of imports in foreign‘ex;
change is about ®E50 million.

Statistics on export performance vary greatly. Ministry of'Industryf
- figures show total textile exports of ®E105 million for l976 of which
: ,tEdO-million, or 40Z, 1s for herd‘curteney; ‘The’ Werner International
....Sector Scudy financed by IBRD shows 1975 exports cotaling BE336 million,
.3of which EEAO million, ot 122. is hard currency. The greatest difference ::‘
~@lies in ‘the: amonnt of exports through bilateral trade agteements or to -
COMECON.eountties, but" their-relative'signifioance 1is striking in both _
estimates. -The ‘sector study indicates that 246,000 tons of textile ffisera ~
and goods vere exported in 1975, of which only 43,000 :bn5?6q¥éfforiﬁard |
currency. - The ‘figures for 1974iwete’316;Ooo”and”ld7;000”Eono;”;espectively.
The. trend in exports has not been‘Very*good“in“teeenf"ﬁeefocEsﬁﬂoneefie '
consumption has'increasedfnore’thﬁidlj”then:bfodn35ionzi The onl§ioni§hc
-spot has been a-slow increase in’the percentage of’é:ﬁéé%h*%67cﬁﬁﬁéﬁéib1e
currency countries. |

By far, ‘the most important’export'is cotton fiber 61£ﬁ9g156§e%566,ooo
of the 246,000 tons in°1975. Yard'acééunts 67 32,000 tons of t:hete-
-mainder, although it is interesting that the per-kilo value of yarn is
considerably less than that for the highly-prized !gyptian 1ong-steple

.cotton; iGarments; fabrics,; ‘and other" nade-up gooda fill ouc ‘the’ cotal.‘

+ ‘The:: large percentage of ' exports through'biletetil and ber:eréngree-

1'nentsfindicates :the: weakness of textil‘,exp'_‘y f;Not only is the quelic*

but the priee io nof

to be"very* poorj

of nenugactnted_texgiles»judgedL
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}coﬁpecitive in_mosc hard cu:fency nations. Only the parallel exchange
- rcce’mckee them at all competitive. Imported equipment, the high cost
ig# expensive local cotton (although subsidized by the Gove:ument). and
labor redundancy and inefficiency that negate low wages have led to a
qﬁptice etructute which allows Egypt no competitive edge. Hence, the poor
..quali:y and high cost. have limited textile exports to COMECON countries.
.fige%cniykcxcepcioc’ie the long~staple fiber which demands a premium in
Jcherd~cutrency crade. However, the market is limited and any small trans-
N;fer of exporcs from nonconvettible to convertible currency.trade would ‘
¥1ead co e very ehcrp dtop in the price of the latter. : Ae a: rcsult. Egypt
;muec become conpecicive in mcnufeccured ‘textiles. by louering coece g
(largely chrough increased efficiency) and :xaising . quclity stcndcrde.
6 Emlomen
The textile sector 1is, che nejor -industrial . employer .with about:282, 00
workere in che Public sector elone in.1976, up. from 262,300 in.1973."
Extremely low labor ptoduccivicy is. choughc to be.the most eignificanc
problem affeccing che induetry. Ovetmanning, incdcquccc ctcining. poor
management, or lack of incentives and overa:l poor labor performance::
have mede labc; costs higher chcn.thoee~in»Burope,rdespite much lower
vages. It has been estimated. that labor productivity.could be:increased
252,
Z.~r Finnncial Performanceq
) Groee margins are. good except .where. che .Government reecricce eelee
pticing. ,.The total ccpitel cnployed in 1973 vas i!ll 8 nillion with a.
rctutn of 8 52. Sclce ulre 1212 4 nillion end ‘earnings as a percentcge
of eclea were 8 32. Finnncicl nancgemcnc vel gcne:clly inexpert. g

ws
|  Arthur D Litdle Inc



8. Strengths of Sector
e High quality raw materials.
'8” Long history as well as established industry.’
e Export incentives and other forms of Government support.
,o"Rapidly-growing domestic market. | |
9. Weaknesses of Sector . o o
As indicated above, the most importsnt problem is low lsbor pro-jd
ductivity resulting from the followingiswi
. Inadequate training at all levels, ‘
| o Overmanning,

e Poor management and absence of need to meet £inancis1 and

. Lack of incentives.

sk
,,,,,, el

In addition, machinehetficiency is low, desoite relativelv naw
machinery, because”of'x

‘o‘ Poor maintenance,

. Lack of spare parts (now being relieveo).

A

° Poor organization snd msnagement'
. ”Generally poor labor performance-particularlv lack of trained
- maintensnce personnel. and
o Lack of boiler capacity which creates bottlenecks in finishingf
plants.

Moreover, export performance is weak, despite lsrge volume,

Abecauae off'

_of:Noncompetitive pricing even’ ‘with:Government protectavs s

,vbﬂ?.ld.isso .

‘A=9
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° Inadcquncc quality;

® Price-elastic demand for high-qualicy fibcr° and

o Few exports and limited poccncial in ccnvcrciblc currency

countries.

Pinnlly, Govcrnmcnc policy contributes to problcns bccaucc.
‘e Controlled prize and racicncd ¢loth limic inccntivcc co

. ccnpanics,
;o Phycical quotac rcchcr than financial performance are

' stressed; and

e Employment goals harm international competitiveness.

C. OUTLOOK FOR SECTOR
1. General Dcvclog!gnt.Scrcccgz.’

The rcccunnndaciona nade in chc lcccor ccudy l:c bll.d on a gcnc:al
conclusion chac efficiency and qualicy are nov c:crcncly law cnd nucc bc
increased significantly. In order to be ccnpccicivc. 1ncrclcc cxpotcc
and reduce the high lcvcl of wnccc, chc £ollawing lccpc arc ccllcd for:
a rationalization of prcduccicn' an 1ncrclcc 1n unchinc ptodnccivity
through better nninccnancc, orsanizacion. and puxchaac of new aachincry,
an increase in labor produccivicy (poccntial inctlll. of 3252) vith
incentives and top-down craining progtanl. and an 1lprcvulnnc 1n raciancd
cloth to eliminate a 252 wnccc 1n Taw -.c.:iiz

‘Arthur DlLittlelnc



2. Projects

" The principal projects called for are a top-down training program
and major efforts to improve labor and machine productivity. Also.
o Renovation of a jute mill to reduce the foreign exchanue spent
| on jute bags; this project could be rapidly amortized°
e “Anew polyester/cotton spinning mill' and o
o Two new’ cotton weaving mills to utilize the ottput of the proposed
spinning mill and of other mills recently constructed.
3 Forecasted CapacitzI Production and Consumption
There are three sets of consumption projections. For the years
1975= l980 the World Bank forecasted consumption would rise by 26 52.
‘- Werner' International estimated 30 7%, and the Ministry of Planning. 56!.
For 1980-1985, projected increases were 30. 82 (werner International) and
26.5% (World Bank). All three used a base of 200 000 tons for 1975.
':Output"projections are as follows. both Werner and IBRD expect it
to be’ 250 /000 tons by l980 but Werner anticipates 350 000 tons by l985
and IBED, 300,000 tons. B

IH bR

The rapidly-growing consumption and output require an additional

LimT va’g':, ,,,~:; i i

146, 000 tons of fiber, almost all of which would be cotton. However, the
" ‘Government is not willing to convert that much more land to cotton pro-
duction. Hence, either cotton must be .mported or synthetic fibers

. *1
produced. A combination of the'two, with 3reater emphasis on the latter,

Arthur DLittleInc



‘4. Investment 5

"To fulfill the development program set forth by the IBRD sector
etudy, reech international standards, and meet expected eoneumption,
~alle for an ambitioue investment program. Investment (1n 1976 dollars)
would have to total $1,174 million by l985, of which about $500 million
would heve to be in place by 1982._ Thie sum would be for new equipment -
and facilitiee and doee not include the coet of the training progranm -
reelled for. Almoet ell the new projeete are in the eotton .industry
($850 million) end moat of the remainder in eymthetie fibere., Ahout
one-half of the inveetment would have to be in foreign eurrenciee."
Fin;lly, the burden to the Government represented by thie progrem ie
slightly leee than thet ineurred by continued eubeidiee, h43§?'1§529Ft'

: Coad
and feuer exporte.

"5.' Anticipated Trede Balenee

Importe of raw materiale are expected to inerease aomewhat if present
export levels are meinteined. Similarly, the devolopment program would
involve massive importe of equipment. However, these importe are leee
burdensome thnn the finel produet importe thet would be required if
present cepaeity were not expended. Although the p rogrem involvee a.
lerge foreign exchenge requirement, ic eleo ellowe the induetry to _remain
a net foreign exehange earner,

Fiber e:porte to herd eurreney eountriee ere e:peeted to renein
etable at 85 000 tone (poeeibly rising 52 by 1985)., Ihe COHECON end
Special Trade Agreement exports will drop from the 160, OOO-ton level of
1975 to 99, 000 in l980, and 46 000 in 1985. Bxportl o! ell other producte

are expeeted to remain’ relatively low., Overell, exporte to herd

Aw1l
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currency nations will rise from 107,000 tons in 1974 and 34,000 in 1975
to 103,000 in 1980 and 121,000 in 1985. .On the other hiand, COMECON
exports will fall from 203,000 tons in 1975 to ll6 000 in 1980 and 63 000
in 1985.‘ The net result will be a steady fall in exports from 316,000 in

1974 to 202 000 in 1980.

The export potential is not likel"

,"';’:.u Firi b we

m'ibe_any brighter. than this. i

. i
.\u oA

”Few potential new markets would purchase Egyptien textile with converti-
o oL e ki

ble currency. If high efficiency and productivity were achieved, and
result in higher quality end lower costs, some additional exports to

Europe. ansl Canada Pish.t , P.s pofs,ib}s.-.

(A-13 7
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II. FOOD PROCESSING INDUSTRY

A. “ STRUCTURE OF SECTOR

:1.' Composition

The food processing industry is made up of the ‘f‘oliow:l.ngi pi:odu&
~areas (listed in declining order df'gtbus Qalue of sales): tobacco and
"cig:rottel, sugar, oil and soap, beveragos, canned products. starch and
V“ycast, biscuit and confec:ionnry, dairy ptoduc:s. flavors, etc. The 1ndus-
try is made up of over 1,000 establiahman:a, although all but 21 of them
are small private concerns which togethar account for only 222 Ofléébl!
sales. The most important public companies produce sugar and -
sweeteners, o&ible oil and soap, cigarettes and tobacco, and tav@rQé@a?
2. Official Administration and Institutions o

Uatil the ead of 1975, a General Organization was charged with all
strategic planning for the key decisions by the food induttfy. Since
then, some of these functions have been taken over by a Supfeﬁd Council.

Di:ferent aspects of the food industry fall under various ministrids,
creating a serious lack of integration and coordination. The Ministry of
Agriculture is responsible for supplying agricultural raw materials to
the various companies, the Ministry of Industry supervises the processing
function, and the Ministry of Supply is in charge of pticing and marketing.
This complexity and lack of integracion has resulted in serious shortages

of raw materials and other bottlenecks.

Arthur D Little Inc.



B. PERFORMANCE OF SECTOR
1.  Output

Food processing industries repreaent almoat 30% of total industrial
output. The BE775 million in gross sales in 1976 is 502 above the 1969/70
level (see Table A-4). Sales increased.SZ a year between 1973 .and 1976.
Althoughvmuch of this increase is the result of higher prices, physical
output has also risen substantially. About 80% of the output value comes
from publicicompanies, and'thisiahare haa remained constantﬁover the last
: several peara.) The gross value*added as a percentage of total sales is
only. about 152. :
2. ConaumgtionI Production and Cagacitz

It ia -very difficult to eatimate demand £or' processed foods becauae
any demand .above domestic production levela can be suppressed by not pre-
' venting additional imports. In almost all areas, apparent consumption
is simply-domestic production. Imports are significant omly 1n‘eé15i§' :
oils and tobacco (and total &E200 million) while exporta"ara“inaigﬁifitant
(8E24 million). There is no way of knowing what the potential conaﬁﬂgtion
of food would be i1f demand were not Ysuppressed."

Capacity utilization in the food proceasing induatry averagea about

70%. However, this utilization rangea from a low of 20%° in dairy pro-
ducts (reaulting from plants located too far from aources of rav materials),

to 46% in oilseed crushing, to 802 in sugar refining. Shortagna of raw

materials are the major reason for the low utilization. Tha ahortagel.j

;?reaaons for the low utilization include lack of oquipnent, -poor mai 'T

Aﬁtenancu‘andzhow productivity.

JA&;;f
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TABLE A-4
PUBLIC COMPANIES: GROSS VALUE OF SALES
(RE Millions) '
1975
1973 Estimated

Sugar and Products 99.0 .93.6
0il and Soap :;:_70..0‘15 +- 8547
:rol?aq:;b and c:l.g'a_rg‘t‘:‘ggg;‘ 208.0 2_31.9<.~’:
Dairy Products s 781
Canned Products 12.1w . 1841z
Blacutt and Confectionery 95 12,9
,:Be\zgyages 26"6 32'2
FLsioes, ece. e
Debydrated Produits LS 36y
Starch, Glucose, Yeast 9.9+ <13.6
Total Public | 443.6.. 5013

~ Private Sector.ﬁ(gg;}g&;,g)m, ,120.0 152.0:5:

TOTAL INDUSTRY 563.6,: 653.6:i:

Sources: GOFI; Ministry of Industry.

“A%16:
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3. Investment
Tables A-5 and A-6 outline, respectively, the trend of allocated
and actual investment in the food processing industry. -

4. Imports and Exports

‘ Imports of raw materials totaled about EE58 million in 1974 (ex~
cluding oil products and tobacco). The most important were caustic soda,
tallow, and tin plate.z Imports of processed foods totaled -over, !EZlO B
million, but BE137 million were for edible oils and fats, and §E73 million

for tobacco and cigarettes.»_

Exports of food products have always been insignificant. preserved

foods, hnll ‘3 million in 1974; while sugar and confectionery products,
SE11 million, alcoholic beverages, BE4, 4 million, and oils, REl million.
One of the Government's principal goals is to achieve self-sufficiency

in processed foods and to eliminate{theﬁcurrent trade deficit through imr

port substitutionb(rather than" export promo io
5. Employment

In the public sector, the"foodﬁprocessing industries*imploy“about
80,000 workers, compared to 68, 700 in 1967. Labor productivity is
thought to be among the highest in the entire industrial sector, elthough
available measures are crude and vary greatly among'sources.“‘Output“”“
per worker is the highest in induatry by a considerable margin.y

The wage scale is somewhat low for industry. Unskilled workers
are paid about $240 a year, skilled workers earn an‘average~of'$60Q,”

supervisor;“§840, and managers §2f640.1

v
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TABLE A-5

INVESTMENT IN FOOD INDUSTRY UNDER VARIOUS PLANS, 1960-1974

‘Plan .

1960/61 to 1964/65 Plan
'1965/66 to 1969/70 Plan.

1970/71 Plan Year
v¢_1971/72 Plan Year
1973 Plan Year

. Source: ' GOPI Counterpait'

Prqdqg; Qfesﬂ
- Sugar
011 and Soap
Tobacco ‘and Cigarettes '
Dairy Products.. .
Canning

Confectiégéfixindfﬁiﬁéﬁiﬁs"

Bottlidg'dn& Bé@éfiga :
Flavors, ete, ...
Dehydratad Foods
Scarch,~61ucqge

Sale

‘5it°tAL§x

Source: GOFE Counterpart.

Allocated
Investment
) (OOO &E)

' 61 516
62,427

10,460
93,479, 4
9,778

%qam;”"

’ TABLE APG

uMillions 5E,

112.6
26,5
e
54854
5.6
3.0
12i9%

5 ¥ 5 z
. o' 9 i
Al

Executed

Investment
(000 &E)

35,412
65,446

l?iiiiéﬁ”?jﬁﬁﬁ
147649 %
f1?r§§9w=au

ACTUAL INVESTMENT BY PRODUCT ARBA 1960-1974HW

Percent
Executed

57.6
104.8

?f113 d%.
v f156 7
13305

A e e

Pcrccnt

60.7 B
4.3
6.3
350 &
3.0,
1. 6
A
Ao.a
0.5,
2 2
;lﬂg”

: ?3§?0i5
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6. Financial Performance

The estimated 1974 profit in the public companies was BE15. 4
million, which represents a 3% profit on gross sales and 5% of fixed
investment (estimated at hE300 million). If these figures includedltne.
various forms of Government subsidies, the public companies would show
significant losses. | o
7. Strengths of Secto ‘

v It is difficult to generalize sbout the strengths and wesknesaes in
the food processing industry because of the wide diversity of products.:
The following are some of the positive sttributes.

7oi'Large and captive merket, ’

) Strong Government supporthgndyprotection;i

e Good top management;:sndjj .

e Existing technology; )

8. Weaknésses;of Sector ;‘

] Dependence on raw msterials, often in short supply.

‘e Lack of integration of Govetnment administration._L?

) Fixed pricing system.

] Conflict between profit encouragement and low prices.

L) Lsck of adequate trsnsportation.

e Lack of quality stsndat'ds.‘__‘w

° Capitsl shortage, psrticulsrly working capital.

Arthur L Little Inc.



c.
1.

OUTLOOK FOR SECTOR_

Genernl Develognnnt itrate

The criteria used in the sector study for selecting high—prioriry

‘Projects were, in decreasing order of importance, as follows:

2.

Increase the supply of basic foods;
Increase direct value added;

Reduce food imports and keep import content mininal;

5”Increese exports;

QfEnhance»producrivi:y;”

Hinimize capital requirenente.

Begin reducing subsidy,;,

Increase indirect value added.

Increase employment of unskilled workers';
Inprove regional incone diatribu.;tion'}"E&J’Ki

Achieve a high rate of return on inveetnenri

h-Priorirv'Protec:s Recnmnended

Improve existing facilities.

Build wet milling facility for p:odﬁéiSE%fﬁii‘t-nga of
corn “syrups.

Build three edible oil pliﬁri“fér-ddiient“eEErnE§inn;ﬁ”
hydrogeneted oil and new: refinery capncity.

Covad L

Build two animnl feed plente for'law end high protein'“

pelletized concentrntee and by-product feedl. reepeetively..

Ah;  ui1d highly-autcneted yeast plant.

ArthurDLittleInc. -



3. Forecasted Cagacltx Production

As in the current situation, no projections of consumption are
available since demand is not seen as a constraint and it is apparently
, assumod that any increased production will be absorbed. The production

targets are as follows (in tons unless otherwise indicated).

* Product Target 1980
Sugar and Products o ,419 000
Edible 011° 616 600
“Saps’ 580 ooo
Tobacoo 2 200
i ¢j'1"’g§¥é"::‘é}s‘f‘"kiﬁiii’i%“ii‘é)’ﬁ' 42 500
Storch, Glucose, Yeast ) l35 460
Milk Products 60,000
Canned and Frozen Foods 95.335.'

4, Investment

- A total investment of kE337,020, 000 1is planned for the food pro-

cessing industry between 1976 and l980. (Tha new Plnn hao:updatedtthis
figure to 'BE250 million between 1977 and l982 ) It would be evenly

divided between local and foreign sources. The largeot ohare”about:‘*

&E207 million, would go toward new projecto, followed by !E70 nillion

for renewal and replacement, HE23° million to complete projects ‘and’ EBZO

nAs2L
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and cigarettes (BE31 million), starch and glucose (BEL6.S million),
'bevereges (BE28 million), and canned products (RE15 milliom).
5. Trade Balance
The emphasis in the food sector has been and will continue to be on
import substitution. It is‘eipected that 1f the proposed investment is
executed and production targets are met, the trade picture will remain
"mach as it is today. Importe will continue to be concentrated in edible
foile, although construction of new facilitiee will ahift some of the 1m-

‘\,..w 4

,ports from processed oils to aoybeane. Exporta will reuain 1nsigni£icant.

6 Emgloz!g d.

4\1 \‘

The propoeed inveetment is expected to ra4~- uublic sector employment'
to 128,448 by 1980 from the Ciirrent 805000, |

" Arthur D Little Inc.



III. METALLURGY INDUSTRY

A, " STRUCTURE OF SECTOR

;ﬂi; j(-"'(".!‘c':égos:lr.t::l.on of Sector -

_The metallurgical indusrry is divided into ferroua

sand- nonferrous

merals. One company--the Iron and Steel Co. (Hadiaolb)-accoun:s £or

;,‘

j~502 of’ ferrous metal production.r Six.orhor public oompanios arn now _;1
operating. Important nonferrous metals are aluminum. copper, brasa, o
lead. and zinc. Theae are procesaed by . rhree public companiea.. The
privare secror has no holdings in rhia aecror wirh rhe excoprion of

some very small foundriea.

B. Pmcmmucz'ur SECTOR -

1. " Prodiction” } bz Major Subsocror

R Thousand Tona
CAXET e ey R 58 f,f»'( L REmTILY 1977
1971 1972 1973 1974 1975 1976 ‘Ta gotz

Rolled Steel 405 496 493 483 553 577 744
Non-Flat = ~ 288> 311" 328 320 334" 338 455
Flat 118, 185 . 165... 123. .219: 242... 289

Liquid Aluminum - = T, == .. 3. 5. 8

. Finished S £ U I IR B R P A

” Produgt: o TbL 7.6 7.0 Buh. 9i2: eewtit ce

Copper 60 64 57 62 74, —.

Brdss © 7 2.7 2.8 2.6 2.3 2.3 2.5 2.9

Lead 1.0 L5 2.5 2592080 t3s g9

Zine 20 L& 18 L9 lebiiem e

A-23
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2., Consumption

Agnarcnt Consmtion by Major Subsectors

Salu from Local ‘ Apparent Self-

Imports Consumption Sufficiencz
(tons) (tons) . (percent)
,xm .and:Steal” . - '$70,000 495,000 1,065,000 55
s (1975) 's) LT . . A e ‘ .
- Rolle sml 493,800 474,700 968,500 . 51
ummxlsn) 15,7260 1,940" 1i""éé£ 90
Copper and | Wz et 13l 3
Alloys (1974) .. ?,.4-"-'-,7-',‘; lv%:, i :
Lead (1974) 3,990 ) z 733,‘_ 6 725 42
Zinc (1974) 1,732 1,083 z.sl_s 39

Apparant consumption of l:nl hu bun zroving mug. 7.42 s
year. Alm:l.nun demand has mcruud a: 52 s yur.mconpand :6 15: for
coppcr (alJ. avcugc grovwth ra:u !or 1966-1976).
3. Cagcitz Utilization o

Lavals ot capacity utilization aﬁr.;mrmly poor- throughout the
sector. In the iron and steel ngnnt ‘these nngc !rc- 172 for Hadisolb's
oxygen converters to 44% for hot roll.tng I.illl and 672 avcun for found-
ries.. The picture is ain.uar in nontcmu- metals, chn hvcl u under
302 for nlnolt all !unc:im Emnvcr. 1,: has been ilpminz alovly in

the last few years.

4., -Investmant

"3‘ ‘
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"million from January through Scprembor. l976. Thc toral 1971-1976 figure
© 1s'BE390 million.

5. Imports
- The principal imports of rav materials in l975 were: alumina. 105,000

tons; steel scrap, 42 000 rona° unwrought lead, 2 500 tons. The most
important finished product imporr in l976 was sreel (almost 500,000 tons,
of which 222 000 tona wore C R. bars) Ovcr half of the imporrs came from
'lrhe EEC, parricularly the United Kingdom and Iraly. Imported ateol has _‘
’:risen from being one—rhird of consumption in 1973 to almoar one-half in .
* 1976, | |
| Other imports. include 2,000 tons of aluminum, 38> wons ot copper

and alloys and 1,084 tons of zinc.

oA

i.““'ggporta

Sector exports have been very limired and havc gone mostly to. rhc

..... Y L.

Soviet Union. Most importanr is pig iron (71 000 rons) £ollowcd by

Fri-Tfta: % tcaly PIED o

C.R. sheets (36, 000), and aluminum (33 000) Only aluminum and some pig
iron have been exported to hard currency nations.

7.~ Emplo: at

The metallurgical induorrioa employ 52 140 peoplo, of which. 23 960
I R '3

are at Hadisolb. The averagc wﬁgo rangca berwoon iESOO and iEﬁOO. Thc

basic annual wage scalo is as follows.
Chairman tzl 99045 406
Managers l 200—1 800@
Supervisors '
Skillcq“?

Scmi-Skilled
Uaskilled

A=25.
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Between 50 and 702 are menagere, engineere and skilled workere'
:only 5-15% are to:ally unskilled. There is lirrle problem with emigra-

tion and turnover 1e only 1-52.

Labor productivity in steel is 16 tons per mnn-yeer. compared to

’.100-250 tons in Europe and 50-100 tons in other LhC's.

8; CoeteI Prices and Finances
o Coere ere well in excees of rhe eelling priee eer by rhe Governmenrprﬂ

even rhough rhe price is auppoeed to be coere plue a margin.? The reeult
a L

ie thar rhe eecror showed a loee of tEZl million efter rexee, ro which

Kl

HHadisolb conrributed !EZO million. Mber fixed prices are lower than

European export pricee.

I

e § ol

9. Srrengghe of Secror
Only two strengths can be identified: a large QﬁFkQF;ﬂFd‘Qkill‘d
labor.

10. WEakneaeee of Secror

{ .l

Wcakneeees can be eumnarired as follows:

In ereel-

° Inadequacy of rav materials, eepecielly a high eodiun

chloride conrenr end poor quelity conrrol of oree,

s

) Difficultiee rreneporring oree.‘end i

......

] Poor einrer and furnace practice,

In general-
o Inadequare mlintenence'
'@ Poor training and mansgemant; and”-
‘e Overall very low capactty utilizatitn,

L AmQB
BN i )
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“CV i;bUT'l.OOK FOR SECTOR
Zli“ﬁ‘GenerallDevelopmentustrategi .
' ' The sector study argues that further development 'of the metallurgioal
sector is justified by extensive opportunities for baokground and forward :
linkages and import ‘substitution; signifioant looal demand' the need for
independenoe from a fluotuating world market, and important savings of
”foreign exohange if the industry is Tun properly and at a high level of
3utilization.. These arguments ‘are reiterated for the steel industry .
although it is stressed that caparity should be for domestio needs only._rﬂ
A"70% utilization level is required for domestio produotion to make sense .
and all plants need to be brought up to it.
2. Projects -
The following projects were reoommended striotly where oonsumption
exoeeds capacity and where domestio produotion would be cheeper than
imports: |
e A major new integrated steel works to oost $1 billion for each
of two stages based on a projeoted deficit of liquid steel of
1.3 million tohis. '

e A move by Hadisolb towards specialization in fiéé’pigéﬁéis as
the new project comés on-stream, as 3211'as“é$§2énééaéi6§ on
improving utilization and solving current 5§8ﬁi§£§ﬁ5>ca§i£a1
costs are to be $200 million for' rolling faoilities, $3S million .

for a tinning facility, and $73 million for foundry developments.l

nlants “to cost szsn mi114an

vﬁ’g?f
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® Smelter expansion ($95 million) based on an expected capacity
deficit in eluminum by 1982, and its cessation as a net.foreign
exchange earaer by 1980 at a time of an expected world shortage.

® A nev copper rod casting plant.

The projects recommended would have capital costs of $2,693 nillidn...
3. Projected Cohsgggcion, Production and Capacity
| Consumption of 11qu1d steel—on the basis of .huqq:ica;”g:gndbf,‘f o
comparisons with other countries and corrslation with expccﬁed GDP?gféwth-
is projected to be 1.8 million tons by 1982 and 2,2 million .tons ‘by 1987.'

‘This represents a 10X growth per aannum, Liquidfptoclquking capacity is |
expected to be sufficient in 1980, but a deficit of 169.000 tons will
develop by 1982 and grow to 801,000 by 1985. Deficits of non-flat pro-
ducts, flat products, cold strip, and tinning plate will also develop.
This forescast assumes that cxilting‘taciligiol will continue to produce
&t current rates, which is unlikely. It also assumes at lcal; a 702
capacity utilization, which .s considerably above present lavels.

The market demand for nonferrous metals breaks du:n as follows:
aluiinum, 40,000 zons in 1982 and 52;060 in 198S; copper, 27,000 and
34,000 tons, respactively; and lead, 16,000 and 22,000 tons, New capa-
city is needed in lead, lead oxides, and zinc.

4 lavestient ‘ . o

Tﬁé to£11 cost of all suggested investnents in nntall is US$2,693
milliong of which $2 billion is for & nev integrated steel complex and
$250 ailiion would gu for modifications of existing facilities. This
compates to AE770 nillion provided in the Five-Year Plan,- 1978-‘1..98}.:]

Aang
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5. Employment
The manning requirement of the new integrated steel works would

be about 14,000 people.
‘6. Imports and Exports
It 1; assumed the deficits will have to be covatedvﬁi imﬁotts.
“'In"1982, these would amount to 311,000 tons of non-£lat matals, 80,000
“tons of flat products and‘SS“bdthdﬁé'dfttiﬂplaéé.
Export opportunities in steel are limiggd. No: only are costs
now too high, bu: ‘the Middle Eas: and North Africa regiona are expected

to be net ‘exporters by the 1980's. Only small coun:ries auch as Iraq,

‘ ‘Kuwait, Tunisia, and Yemen ‘will contiﬁﬁé”td”imﬁbtt'dteél{

-Arthur D Little Inc



IV. ENGINEERING INDUSTRIES °

| A- ASTRUCTURE OF SECTOR

ﬁnginaaring manufacturing industries caver five major product areas:
fabricated metal products, non-electrical machinery, eleccrical machinery
‘and appliances, :ranaport equipmant. and professional and scientific
'aquipmant. Matal fabrication. electrical and trwnsport equipment each
4accoun: for about 302 of the soccor 8 outpuc. machinery production for
jt?Z, and profeaaional/aciencific aquipnant for 12,

N - The engineoring aac:or a ahara of groal manufacCuring oucpuc is :

| abou: 82 (11: of value addad) Tha output of cnginaaring induacrial aa
a proporcion of to:al induacrial outpu: hua Temained conatanc for thn
past seven years, whereas it should ba incraaaing in an induatrializing
nation.

About 70% of the total sector output of KE287 million in 1975 was
produced by 29 public sector companies under the Ministries af Inddacry
and Industry Engineering Sector. About 12 military factories produce
about 72 of the civilian engineering output and are particularly important
in the small non-electrical machinery subsector. The private sector
accounts for approximately 142 of all engineering production, manufac-
tured by 229 private companies licensed by the Industrial Cantaai .
Authority, and 12,413 workshops. (Of the workshops, 202 h.'a‘inbf.’cm. .
BE5,000 capital and/or 25 or more employees.) The priva:a laccor ia

particularly important in tha fabricacion of metal producta (32!\01“

the valua of total ptoduccion) and non-electrical nachinnty (212). 35

YAe30' -
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Professional and scientific equipment (112), electticcl ﬁechinery (102),
- and transport equipment (5%) are less important. .
The balance of engineering products came from 15 public sector

- companies not affiliated to the Minictry of Industry.

Bs - PERFORMANCE OF SECTOR

#1.'¢ Qutput and Growth
The total value of engineering induetry output waa h2287 millicn

“4n¥ 1975.' This’ rep:eeents a 572 growth (1970-1975) 1n current pricee,
slighcly greacer chen the’ 3rowth of all manufaccuring oucput. The :
outpuc “4n terma ‘of weight 'vas 9.8 million tons in 1976, compcred to 11 6
million in 1975; 8.2°milidon in’ 1974, and 5.6 million in '1973.  The 1977
target is 13.2 million and the ectual January-Sepcembec'prochccion wae
9.8 million ‘tons.

“Public ‘sector’ companies ‘dccounted for’ !2180 ‘million of this in
1975, compared to BEI18 million” in 1973, Growth 10 real ce:ml wce
<6.5% '1n'1973; 1% in 1974, ‘and 31% 44 1975." ‘The private sector output
‘of BE23 million in 1975 Wds the result of 2 real 7% growth in 1973,

14% 1n 1974, and 37% in 1975.

The electrical machinery subsector showed the Beet growth perform-
“ance With'a“54% real Inciease’ in'tha vailue of production’ between 1972
~and?1975.” Transport” equipment “also shoved” impteseive 3rowth. 182 in -

real terms" between '1972°and" 1975. The other subeectorl, pcrticularly ‘

AR AR RN i

é%nonaeleccticel”mcchiﬁefy. showed poor reeulce 1n terms of output grewth. .

431
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2.  Consumption ,
Apparent consumption, figured as domestic production minus exports,

addedito imports, is summarized in Table A-7.
A number'of very important trends can be noted from the table:
® Demand is growing much more rapidly than production. implying
an incraaaing reliance on importa.» Hovever, since domestic
pricea are fixcd. and rise much more alovly than import pricea,

= thia figure ia somewhat distorted..

. Thia trend holda truc for all aubaectora including thoae that
Q“ Consumption of non-electrical machinery ia very important and
y,‘ the lack of domeatic ptoduction 18, atriking.

3. Cagacitz and Capacity Utiiization ;H,

- Exact figurea for total capacity and capacity utilization are
1acking. It is evident that there ia .some aurplua capacity 4in metal
.fabricationa and aignificant undetutilized .capacity in telaviaion pro=-
duction, while most electticai,manufactntera ‘?Q,P:Qd“Q1°8;tQ59993¢1=Y-
kOvetall, underutilized capacity is an important problem in most public
gector companies.

b Investment

| ;?he hiato:icai trend_haa bean»for.public engineefing:companiea'
to receive only sz of the inveatment capital allocated to induatry.
:Thia amount ia conaidered inadequate for the neceaaaty expansion of the.
;aector.ﬂ A total of &E32 million ‘has been inveatad between 1970/71-1975’a
*of vhich 5427 went for overall ranewala and raplacemanta, 152 to matal

~Am32 o
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TABLE A-7

- APPARENT CONSUMPTION, ENGINEERING INDUSTRIES

Value of
Consumption Growth Domestic Production
1975 1972-75 Percent of Consumption

zercent of Lonsumption
(6E MillTons) (@ T 1912 1975
' Metal Fabrications 77.9 86 . 96,2 80.0
e DUDLLNEA x S
Non-Electrical o o .
“*:Machinery. - 101.8" 168" 10.0 5.8

Electrical S A VR
Machinery 127.9 . 114

Tranépb:p» A i e s
“Equipment °’ "2081° s

Professional : L
Equipment _11.8 s ﬁ . 7.7, 3.4
TOTAL 527.5 136 63.6 401

Source: Engineering Sectqralmgtudy,;

RS IS S

A
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“.fabtication projects, none to non-electrical machinery, 142 to electri-
cai machinery, 14% to transport, and 22 to other. Centrally-planned
investment has been lower than the investment intentions of the indi-
vidual companies.

Private inveetment must be officially approved but is becoming
.increaeingly important. It tepreaented 692 of total project inveltnent
“in 1975 deapite the enall size of each investment (LESS, 000 avetage).
iThe foreign exchange component of inveatment in engineering ptojecta
‘has been 502 and is holding steady at that level.

5. Imports o

The value of total engineetins inporta rose from. IB93 nillion in
1970 to BE322 million in. 1975, which tepreaenta 27 22 of total induo-
-trial imports ia 1970 and 21.9% fa 1975. However, nuch 'o ‘ﬁ":h‘ increase

is tepteaented by prite inflation. Table A=8 outlinea the import situa=-
tion by subsector.
6. orts

The percentage of engineering output exported was only 2. 42 in

el TS »,\3

1975 compared to 1.9% 4a 1971,  ‘In'valus tesms this cranuisiis eo
BES.4 million and BE2.8 million, respectively. Matal fabrication
exports have risen steadily, reaching &El.3 million in 1975 or 242

of total engineering exports. No non-eiecttioal machinery has been
exported. Electrical machinery exports have declined olouly to
KE200,000 or 4%. The best expo:t-petfotmanEe 18 in transport equip- |
pent at iEB 3 million, or 60% of exporto. Profeooional and acientifio

;quii "'t repreaented 122 at !8650 000 in 1975. All exporto went to .

JoMECON andf,}Hiddle Eastern countries. -

A=34
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‘Metal Fabri-

_.cations

Non-Electric
" Machinery

" Electric
 Hachinery

. Transpore

Scientific
Equipment

?OTAL

JABLE A-8

IMPORTS, ENGINEERING INDUSTRY

uReiative
Importance (%)

Growth of

Imports (%)

Value of “Imports

1970 1975

4 5.4

42 :‘2‘9.'8.'1--'_'

LLp 1333654%

100.0  100,0 -

. 1970-1975

434
148
280

gy e
RACEREY (o

Az

"3#5?_,;

2470

Source: Engiféaring Sectéral Study.

A-35

BE Millions (1975)

16.9

95.9

140:3:
”;?éok

121.6
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7. Emglozgg

" Total employment figures are available only for engineering and
:mecallurgy combined. ‘These were 117 400 1n 1976 and 92,700 in 1973.
Public sector companies are responsible for about 702 of employment
i(compsred to an 822 share of oucpuc) However, produccion per employee
'is lower on che average in public companies (5E2,800 per employee in
1975 versus kE3, 700 in privace companies) " Labor performance is

choughc co be becrer 1n che privsce sector ‘because of less excess
C'labor, piecework incenrives.‘and closer supervision. Public companies
’are usuelly hampered by excess‘labor, lsck of financial incenrives,
poor urilization of cime. slow work cempo, end 1nedequsre effeccive-
ness'of’ work.
8. Hsjor Screngchs

Perhsps the srrongest factor fsvoring the enginsering secror is.
the significant opportunities for imporr subsrirucion 1n sll subsecrors\
with the possible exception of metal fsbrication. This appraisel is
based on the fairly low domesric componenr of sppsrenc consumpcion for
engineering products.

The private sector should be considered an area of strength. Many
companies have shown remarkable 1ngenuicy in designing and building
their own equipment to overcome the exchsnge restrietions and linita-
tions on equipment imports which rhsy have fsced. Fhrrhormoro. labor
produetivicy here is quite high. A

LA
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'§{R7'ﬁAjor Weaknesses and Problems

These can be summarized as follows:

e A shortage of besic management skills and a shortage of trained
o personnel at the supervisor level;

ithPoor labor performance (not so acute in the private sector);

o' Lack of -any real marketing function' _ ]
;giﬁrechnology gap, when compared to Europe. which hae led toa

3 ,.difficulty in exporting (all the other problena also contri-: -

‘bute to the lack of exports and uncompetitivenese). ;f

VI
[ ¥

5;L058 delays in obtaining euppliee, which force companies to
ﬁ}maintain exceseively high inventories.

e Difficulties in executing new projects ae a reeult of a lack :

SRS VIRIRREY A

of foreign exchange, conetruction materials, and conatruction

4,‘—‘_|v ey

workers;
® Absence of feeder iﬁauAEQZQA;"“
.“”EZiAQE?1nf£§§£331§;¥p;?ZexEQEESAsas.
o Underutilization of capaciry in some areaa.,and -
Dre Ve wglaiidn mALOHE

o Low priority of private sector for inveatment approval and

foreign currency licenees.

C. OUTLOOK FOR SECTOR

1. &égctorjﬂereiopnent Strategz and Prioritie

The strategy prepared for the engineering sector io ‘based . on the.

following factore.

o Inporte currently account for 52% of tha market for- engineering

producte"if

a=37"
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e Engineering products are ctucial in the industrializaticn
process; | o
e Consumption is cxpccted- to grow by 9.52 'a year;
;' iocnl producers can expect increasing pressure from inports:'
® Planners hope for an increase in exports from BES.5 niiiicn -
" in 1974 to BEL4.0 million 1a 1980; |
. .Hany factorics suffcr from inefficiency, underutilization

. and low 1abor productivity.

"l\ A :/T'-‘ '

 de . Projects

: Thc abovc factors wcrc uscd as thc bacis tor idcntifyins a list
of 30 possiblc projccts which vcrc thcn rcduccd to 11 by cpplying thc}
following criteria:

; thntribution to inport subctitution,

° ﬂzxport potcnticl. o ﬂ

e Expansion of ptoduct tangc, and

e Correction of inbalanccs nnd inptovcncnts in opcrctioncl
cfficiency.

Feasibility studica arc luggcctcd £ot°

o Ptivatc scctot production of ncchincty and spcrc parts,

e New facilities for the wcnufccturc o£ rcilvny cocchca and
tramcars;

® The iatroduction of a nev model to increase the domestic,
content o£ cars.

:;‘Thc nctionalization of television ncnutacturcrl,VI

» ‘The manufacture of wedium and large diclcl angines;

~‘ Arthur D Little Inc



“

e The manufacture of handling equipment;

o The manufacture of a new range of machine tools,.“

“3 The expansion of the production of trucks and buees,

‘Q fne enlatgement of the product range of Nasr Boiler Co.;
; ‘The manufacture of electric motors and generators; and .
lo"The expansion of wet and dry battery facilities.v

7 3; Projected Investment

The histotic central planning allocation of sz of the induettial
investment cepital for the engineeting sector ie to. continue in the
next five-year plen. This is not nearly enough for the import sub-

i

h stitntion.»nationelization. end eectot expension plans.v Furthernore,l
50% of the required investment will be in foteign exchange.; To. meet

the investment and foreign exchenge deficits, the Governmeat is turning
to foreign joint ventures end the private sector in gemeral. It is
expected that the private sector will be supplying over 70% of the
project investment ee it responds to gaps created by the lack of nublic
investment in the sector. Three Jjoint ventures are already in the
planning stages (steel valves, razor blades, and trailers) and are
expected to bring in %E48.0 million. Government investment is allocated
in the following fashion: 212% for replacement projects; 55%. for current
projects; and 242 for new projects. By‘eubeector, nechinery7getex :

nothing, metal fabrication 25%, electrical machinery 262, trenepottif

29%, and renewals and replacement 20Z.

Arthur L Little Inc



4. Export Potential

Egyptian engineering products are not competitive. The major
reason for -he high costs 1is the very high materiala costs. The wage
rate should be an advantage, but overmanning and low productivity often
cause Egyptian labor coats to be higher than European coata. Increasing -
labor productivity could make the sector more competitive. Potential

markets are Iraq, Syria, Sudan, Tunisia. and Libya.

el Lt

YS Anticigated Balance of Trade in Sector

i Given the rapidly-widening gap between conaumption and production,
‘the” relatively low inveatment allocation, and the limitad export poten--
tial it ia unlikely that the large deficit in the aector will be

‘reversed ‘in the foreaeeablé"futuref

Ao
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V. BUILDING MATERIALS

A" STRUCTURE OF SECTOR

1o © Make-Up of Sector

‘The building materials induatry (BMI) ie made up of the following

,-.-.

»'ptbduete. cement and eement-baeed produete; glase,_ eramies, refraetoriee.

/

brieka, quarry produete, and synthetie floor eoveringe. However, thie

'eummary focuses on eement and brieks s*nee they are by far the moet s

‘*important eomponente.:.fi

2. Public Ve.'Private‘Roles'

ﬁ?gdeet ﬁine- Seetor end Pereent Number . of Coggeniee
e - so RE R mpamaam
Cément Publie. 1002 Four - eompeniee aad
: s common. sales office’
Cement-Based Public: 70% . Publdic~~3eigwart Co.,
- Products. L and 4G contractors;
- ) ‘ Priva:e-688 makere
of tiles .
Bricks Private: Almost 400.private; One small
100z publie, "
Flat Glass Public: 100% El Nasr Glass Co.
Ceramics 50-502 . . Four. pub;ie' Many private
Refractories Public: 100% Two companies
Sand Lime Bricks Public; . 100%.. One .company,
Quarry Produete LI0=50% L
(Gypsi and. . T L .
__ Plaster) Public:  100% One .company,,

el
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3. Public Sector Structure :

A1l public building matariale companies are supervised by the
Ministry of Housing and Kacon:%iuction excapt for those who manufactura
glass, ceramics, and rafractories, which fall under the Miaistry of
Industry. Eight companies are involved in the former and four in the

litter.

B.  PERFORMANCE OF SECTOR

1; Cement

______Thousand Tons
1971 , 1972 1973 197é‘ 1978 1976

Domestic Sales 3,834 3,923 3,552 3,23 3,616 3,373

Bxports 901 - 971 523 192 97 29
Domestic Pro= N o
diietdon 4,735 4,894 4,075 3,458 3,713 3,402

Inpotts “aaa aak e —— 193 791

Appatat Gon= — et
sudptien 2,933 2,952 3,029 3,071 3,717 4,135

Sotirda: Sactor Study.

A fumbar of disturbiag treads ean be scin'ih-cﬁi‘éaﬁri“ﬂbqu.‘
1a the fifst place, cement production has declined by an average 2.5% B
& yeiT oveF the past five yedrs, This decline has been attributed to
aging of equipmant, poot maintenance, severe deterioration of kilns
bécdise of misuse, lack of spare parts, and operational problems.

- Ukdlization of capaeity fall balow 75% in 1976 and is expectad to

A=4%
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- deteriorate further. Second,'ﬁhile'ourpur hasvdecreeeed, consumption
has grown steadily. In 1975, for the first time, cement had to be
imported. The approximately one million tons of cement imported in

-1977:will cost an average of RE34 a ton and will be sold internally
for !El3, resulting in a cost of BE21 per ton for the Government.
,iThird, exporra have declined dramatically in one of the areas in which

r:Egypr is in a posicion 'to - export; ’

'2 Bricks'ed 4

Brick production in Egypr is almost complerely in privare hands.;;
About 400 brickyards produce ‘an’ everage of five million each, wirh the
'-largest producing 10-15 million. Awerage employmenr is 50 with a 7
roral-employmenr-of 20,000. Red bricks, by far rhe mosr importanr rype,
were previously made from“silr ‘from the Nile. Now thar the:Aewnn Dam
has cut this source of raw miéérlals;fb%iéi&&f&s‘iEi”ﬁiinEfaggigg;cura1
topsoil; The ca%éiaﬁéne*ié'§é§§5a3§i3§§“ea“§éé nrodacersﬁto,swicch
to desert clay.

Brick prodnction in 1976 was“an estimated’l.2-1.5 miilion. Pro-
duction appears to satisfy demand and there are no imports or exporrs.
3. Flat Glass

Flat glass is the only gliﬁsiconsideréd'to“bE‘auconﬁfrucrion‘
material. It is produced by’6nly”one“companyQQEl“NeorzGli@s‘Co. e

' Production of sheet ‘glass hha?EEAéﬁ~ffaﬁ”1§;é£é~%$54;iaf;gfg;gq';

15,906=1n 1976, * However; prodiction reached 16,735 tons- 1n'1973 and-
‘then plunged:to 10,081 11" 1975’ bafore’ recovering.
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; Theoretical capacity 1s 22,400 tons, but actual productive capa-
ciry is only 18,0C0 toms. Capacity-utilization has fluctuated wildly
from 74% 1n 1970 to 932 1in 1973 to 56% in 1975 and 882 in 1976.

) There were no imports until 1975, and these reached 14,000 tons
in 1976. No exports have been made.

‘4i‘— Strengths of Sector
| e Abundant sources of raw materizls.

"_ ¢ Strong and growing demand for products.:b

ﬁé‘uu Weaknesses and Problems o “
‘&Je‘lineufficient funde,veepegieiiy@gereikegegeheege:a

@ Shortage of skilled labor.. | | |
16 Lack of incenrives, which cauees low lebor productivity. |
j-o‘ Difficulties in transportation..ﬂ
. ﬁgenerglwiqeﬁficiency of BMI.

] Leck of compreheneive long-range etrategy and policies.

oﬂ Low level of technology.

¢ Poor state of equipment.

C. OUTLOOK FOR SECTOR

1. General Strategy and Projecre

The sector study calls for the . following stepa‘

o Set Jp a major program :o improve efficiency and_ucilizacion.

Cement projecre elreedy‘proposed willusetiefy demendﬁd

1980'3. Uhril then, however,sehortfelle can be'mecgonly‘

_ uthrough euch e major program.;

v', Arthur DLittle Inc



o Develop new capacity for asbestos pipes, asbestos sheets,

vfauc concrete pipes and poles.

® Proceed immediately with major conversion projects to produce

'”bricko from desert clay rather than from topsoil.

New capacity

;is needed in non-clay bricks and somewhat less in ciay bricks.

[ Expand existing clay pipe and floor tile manufacture.

: ; Construct a major new flat glass plant and one for glass wool

111 and fiber glass.

;Consgggtion Forecast: Major Subsectors”

L e M -Tﬁbus‘aﬂd"TOﬁB v ‘

19777 11980 1982 . 1986

Cement 5312 7,012, 064 »<_ 11 176

‘(Ccmcnt'Products ’ ‘5567: 4“7544;¢:ﬁ“;8;;h 1 143
Bricks (@illion 2,602 3,465 3,952 . 5,

units) R

Ceramics: R L 16:0' I 17.1

Flat Glass 43,00 57,0 v66i0° - -9ii2

-.Qutput Projections:

“Major’Subsectors”

Thousand Tons

1977
,mCement{; 134230%
Bricks :(million" ~: 1,689 -
units)
' ff!ﬁ\.f.: LLomna oo

;Qgthers:not‘cvailablcwﬂ

s

; ' G /'1‘ Fu:
1Cement projection assumss existin

1980
:{‘3.3855h5

1982 ERELS
3; 3so~:f '3 360;

1086

2,292 ?f~'2.79ar Mz jado

' _nﬂ:w v -curvx -&f{) )
g8 capacity continues to

produce at present rate which is very unlikcly.

ArthurD Lmlé Inc



4. Difference Between Production and Consumption, Bricks and Cement

Thousand Tons

1977 . 1980 1082 1986
Cement’. ... (2,082). ~ (3,687) . (4,704)  (7,816)
(deficit) S R
tBricksllw o T L1 1,157 2,675

(deficit)
Hillion,r Un,i“

1If all projects being proposed or studied are adopted. the =
cement deficit will be 2,082,000, 1, 578,000 and 254,000 toms,
‘respectively. It should be noted that projections are. based

“on high-cavacity utilization.-

Deficits are also expected for cement-based products, ceramics

"(clay pipes and floor tiles), snd flat glass, although the exect magni-
tude is not known
It is~assumed that: the shortfalls will be covered by imports»

unless projects are implemented rapidly.

5. Export Potential

Exports are out of the question dn sll of the*product ‘areas except
for cement because of their weight/value snd because most countries
endeavor to be self-sufficient in building materials. The exception
.18 cement since many: Middle Eastern countries are net importers. However.
;because of Egypt's current deficit in cement, it is not in a position to

‘'supply these markets. Long-term opportunities are limited beceuse almost

_all the countries in. the region have major cement expension.progrsms and

;the region is expected to produce a net surplus by 1985.

A546
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VI. PULP AND PAPER INDUSTRY:

4;‘ srnucrunr OF SECTOR

ij? Introduction h

o The pulp and paper industry is considered a part of the "chemical"
sector which is very loosely defined and includes rubber, pharmaceuti- |
cals, fertilizers, leather, wood products, basic chemicals, and plastics
nas well as pulp and paper. Since the other sector reviews are based on
major studies financed by an IBRD loan and papers prepared by a GOFI

counterpart team, these sources are used here to ensure consistency,

LIRS

BUREYE

'even though they arellimited to.pulp and paper. Pulp and paper. repre~
sent about 26% of the aales malue of the chemical sector-
rf. Cogposition

"he pulp and paper industry is made up of four public companies
and nine smell private mills. The public mills produce about 132 000
tons of paper and 45 000 tons of bagasse and rice straw pulp 2 year,
The private mills are limited to 16 000 tons of cheap wrapping paper.
Hence. most of the following discussion focuses on - the public .companies.
3. Ministerial Affiliation »

In 1976 the industry was transferred from the Ministry of Indus-

try to the Ministry of Culture for political reasons.‘ Unfortunately,

1 N B EDTRY Yy

this has led to serious problems since many of the raw material1and

'converting functions are still under the Ministry of Industry because the
Hinistry Of Culture does not have the technical know-how to supervise in-f‘
% fi L A8E oy

dustrial enterprises.
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B. PERFORMANCE OF SECTOR
1. Output and Growth

Total domestic production of paper ‘ana board increaaed from 143,000

tons in 1973 to 158,000 tons in 1976.~ Tbe moet important components of

tbie production are wrapping materialer(73 500 tone in 1976). printing
nd’ writing (40 lOO tone). ando oard (44 500 tone) Total production
of pulp wae 2 724 tona in 1976. of which 1 790 was rice etraw and most
‘of the balance wae bagaeee.‘

:i Conegggtion and Production
S Apparent domeetic coneumption hae eignificantly exceeded produc-
tion. In 1973. total coneumption was about 200 000 tone and thie grew
to 300, 000 in l976. Tbe moet important componente were wrapping paper
(100,000 tons), printing and wrapping (88 000 tone). and board (55 000
tons). The production deficite were made up through importe.l After
1965, the production deficit began to’ decline until 1970 but hae been
growing rapidly since then. It ehould b;>noted thet true market demand
ghich includes suppressed demand) ie about 150 000 tona greater ‘than
apparent consumption (see Table Ar9) Nominal capacity in private
firms is about 21,000 tons and production ia about 16 000 tons.

3. Emgloxmen .
About 6,000 employees work in the paper and pulp inrluetry._~ The

-“\w

' wage ratee range from KEQ. 066 to BEO l65 per hour for unekilled workers
" and &EO.082 to EO. 165 per bour for eemi-skillod workere and hEO.lll
" “to’ BEO. 656 per hour for ekilled workere.; Managers aarn hEl 200 to

BEl, 800 a year and clerke earn hEld4 to !3360 “ )ujro

'_A‘rthur DLittle Inc



TABLE A-9

' CONSUMPTION, PRODUCTION AND IMPORTS
- OF PAPER AND BOARD: SELECTED YEARS

(Thousand Tons)

_Yia_g ‘ :Consumption Production ,Igg‘ orts
1965 1206 105 100 “
1967 197 109 88
1970 207 136 12
1'972 236 1{.”9??; ¢ 81
1974 227 132 %
1975 275 150 12 5.

1976 -3067 167 147

Source: Chemical Sector scuay.
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4, Imports and Exports

Becanse of a lack of domestic capacity for pulpmaking, as well as
limited raw materials, 25,950 tons of pulp were imported in 1973 and
{54 200 in 1976.‘ This compares with 46,280 and 41,000 tonms, respectively,
;produced domestically., No information is available on imported equipment.
. of the approximately 150,000 tons of imported producta in 1976, the
;moat important were newsprint (49,000 tons), printing and writing ’
K47 600). and wrapping (27,500).

¢ No paper or board has been exported in recent yeara.}

3. Strengtha of Sector

Inexpensive fibroue raw materials; bagaaee and rice straw’ '
are available and only require facilities to’ convert them;
into pulp.

& Wage rates are comparatively low.

® There is a large captive market, |

6. Weaknesses of Sector o

¢ Jurisdiction of Ministry of Culture.

o Lack of maintenance and old age of some equipment.

® Lack of quality control.

® Absence of incentivea and competition.

e Shortage of. middle- and high-level techniciana and -
trademen; emigration is a problem.L

® Unstable supplies of raw materials.

_® Ovefstaffing. -

Arthur D LittleInc.*



C. OUTLOOK FOR SECTOR

‘1. Piojects

The wajor criteria for selecting projecte are: aveilabiiity of

raw materials: production deficits; possible economies of scale; and
-geographic considerations (access to raw materials and tranaport)

- Because new plants take four to five years to come on-stream,
ihighest priority in the eector study is given to upgarding existing
tcapacity.v New projects recommended are:

_ o A one machine bagasse newsprint faciiity attached to a -

”‘psugar mill°'

oﬁQThree small wood-free printing and wiicing piancs, also

fattached to-sugar mills; s

e A wood content printing and writing facility, a

o A market pulp mill'

° Aiwriting'aud printing'phper?faciiity:

¢ & 'corrugating mediun and linerboard plant;

* A duplex and multiple boards plant;

» A tissue mill;

» A small cigarette paper producer, aod

) -A wastepaper mill: """

Most of‘these projects 'would have a‘eapééi;§‘sf’i66 Eézéiﬁuioigaa day.
ﬁThexe%ereée’coet“of‘thefproject; ié*#?oﬁi&ﬁaéiiiiﬁﬁf
2. -‘Cofisumption and Production”

‘Consumption of paper and board is projected by the sector etudy

vat 408 000 tons in 1980 and 569 000 in 1985. On the other hand,

v A=SL
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Production 1s expected to be only 184,000 tons in 1980 and 200,000 in
1985, creating a growing deficit which must be filled by imports.

”3, Investment

’i‘ The projeets, which had been Prepared and approved vhile the
industry was administered by the Ministry of Industry, must now. be ﬂl
:reprocessed by the Ministry of Culture 8o there is no way, of estimating
’future investment. However, the sector study has proposed the projects

listed‘sbove.b The total investment required by these would be about -
$500 million. Since these new projects would take. four to five years
go eome on-stream. expansion and refurbishing of .existing .plants is’
given‘highest priority and this would cost an additional several
million dollars. °
4, ggport Potential

As mentioned, imports ara expected .to rise rapidly, As domestic
Production increases, ineressed;pulp”impgrtgkwillﬁhexreguired unless
capacity is expanded. .IQP°P§§,9f'P§EQF«PF°dQ9t§uP?$1‘ri‘“*t° 225,000
tons in 1980 and 369,000 tons in 1985 before slowly declining as new
projects come on-stresm and domestie‘eonsumgtion begins to, level off.

Exports are unlikely in the foreseeablerfuture,.partly because of
the domestic defieit, but .also beeause there are. few -potential.markets.

Some export possibilities exist for newsprinr, coetgdmpgpers,ﬁsnd

folding-box board if capacity eanwbejexpsndedﬁinktheseusreﬁs.

AnhurD Little Inc
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RELATIONSHIPS OF COMPANIES TO GOVERNMENT ORGANIZATIONS

Cabinet

The
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| ”lilni:st
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 Finance , .

# Central '
,Accohqi:ing

Drgguluuon
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Industry - COF1 iron and Steel - - S
: Complex _Assemblies . _for Sector

- Depts.

‘Source: A Strategy Study of the Egyptian Metallurgical Industry. Phase I Report, 1977, Atkins Planning, Ltd.
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FIGURE B-2

RELATIONSHIP OF INDIVIDUALS

The
Prime s
Minister

Minister of |
lndusl_.fy -

1 i
Chairman ! Under Secretary for -
Deputy ) for Iron and | .. Public :Sec;or Companies :
Chatrman : - Steel .., Undex Secretary’ for
GoFL " Complex ' ‘ Finance -
R
. Secretary for Sector -
L TOETIATY, TN Bedter.
" Sector
Secretariat
Jv Ot - Cen B :'a,::.;;u::.—.« -‘.a.»':. ~,-;‘J P — -— - !
Bea 6( Head of ead of llc.ul of Hea ;1[

Legal Department 'I’echnlu:l Department

Planuing

Finaonce

A Strategy Study of the Egyptian Metallurgical Industry, Phase I Report,

Overscas
Couperat fon

1977, Atkins Planning, Led.



v

MPOSITION OF GENY

Minister of Industry | -

General Assembly

Voting Members

Non-Voting Members

Chairman: Minister of Industry or

His Representative

| Five Company Chairmen from High
Council for Sector

Representative of Minister of Finance

Representative of Minister of
Planning

Two Representatives of Labour Union

Two Workers' Representatives, ,
Appointed by Minister of Industry

Up to Three Experts Chosen by Prime ?n

Minister

Chairman and Board of Ditectoré

Delegate of General Accounting Office

FIGURE B~4

CUMPOSITION"OF”HIGH‘COUNCILS FOR fHE SECTOR
- " 9n R

High Councils for the Sector

" Chairman - Minister of Industry

Deputy Chairman - Secretary of the Sector

Chairman. of Companies in the Sector

Representative of Ministry of Finance

Representative of Ministry of Planning

Representative of Ministry of Economics - e .
at Least Three Experts in the Sector Activity or Economic,

Administrative or Legal Fields

Technical Secretariat
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PROCEDURE_FOR ANNUAL ‘CAPTTAL BUDGET ALLOCATION

4. and 5. Submission of Aggregate
‘ Capital Budgets

Ministry of
Planning

Ministry of
‘-Finance

\ N 7. Authorized T IP
\ / Capital I
\ / budget
Allocation |
N\ e l
) { |
Selection\
/ of Projectd ~—  — T U —
i for Inclu- ‘\ e
‘ sion in ' High Council 3. and 8. Inform Sector
\  Annual /" for the Secto:)_"_
' * Budget
\\\_// 2. Submission to GOFI

{ General Assembly )
i 1. Preparation of
- Capital Buc.gets

Company \
o )

Source: A Strategy Stidy of the Egyptian Matallurgical Industry,’

Phase 1 Report, 1977, Atkins Planning, Ltd.
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FIGURE B-8
'PROCEDURE FOR REVIEW OF COMPANY RESULTS

(:: Parliament j:)

f High Council,forji)\;flntormagibﬁ? Informatioz//(ffftral Accountin;‘\\
. the Sector - e T Organization

rd

7~

N/ ’ o Nl
A General Assembly ’
Company Board of

Directors

Source: A'Strategy Study of thes Egyptian Metallurgical Industry, Phase I Report, 1977,
Atkins Planning, Ltd. '
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APPENDIX C

LABOR LAWS

I. LABOR LAWS--LAW 91 OF 1959

This law, regulates employment matters in the private and public.
‘ ggq;o:g.l Its principal provisions include the following: »
| o Employment of uneuployed workers:
e¢ Administrative mechanisms are established for processing
o registration and placement of workers seeking employment;
oo Employers are obligated to notify the Employment Office of
‘all jobs which become vacant or are creatgd;
io'gmployers are obligated to file semi-annual statements with
»3’th9’employment office of the Ministry of Manpower and
Training showing:
fewtygﬁgumher of employees and workers according to job
. classificatian, age and nationality;
- for .the preceding reporting period, jobs which became
%ﬂwggsgpt or were created, those which were filled and,
‘reasons for not filling the rest;
‘U'-E;fgi&:hg,fpllév;ng'reporting period the‘éibeétéd-incfease'

..0X decrease in.the number of jobs.

1 ‘At the time of the promulgation of this law, Government and public
- 'sector employees covered under Law 279 of 1946 were exempted from
“Law 91. The Law required the gradual application of :its provisions
to public sector under progressive presidential decrees (Article
4 of the Law and Article 5 of the Presidential Promulgation). It
is assumed that such presidential decrees have been issued over time
and that the Law is now applicable to both the private and public

sectors.
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v~ swpiuyers may be compollod by tha Ministry of Mhnpavlr and
Trniaing to enploy workers according to the chronologicll
order of their registration vith Employment Offices,

Vocational Rehabilitatian and Employmcnt of Disabled Persons:

~ @8 Administrative mechanismg are established for Creating

facilities and procedures for the vocational rehabilitation

of disabled persons; '

. o0 Employers with 50 or more workers are obligated to have

. 2% of their workers be disabled persons who have been

~ rehabilitated. Disabled veterans have priority of

appointment,
® Employment and Business Activities of Foreigners:
®¢ Administration mechanisms are established for issuing

work permits for foreigners to engage in any kind of work.

‘_Q‘Apprenticeship, Vocational Training and Labor Contracts:

(1) Administrative mechanisms are established which provide
3uidelines for apprenticeship and vocational training and
identifying the Professions, training | programs, eéxaminations,

‘.i cnd certification involved. |

oo;;npioycts and apprentices are expﬂcted to sign a labor
contract which can be terminated on three days’ notice by
‘either party.

‘/”'Individual ‘Labor Contract'

7ﬁh:oo chulations pertaining to individual contracts ara.
‘ established°

, B2



co Enployorl and workere are expected to aign lahor contracts
specifying the terms of’ employment.g
oolabprobation period of more than three months may not be fixed;
oo A fine exceading the equivalent of five days for any single
| offense may not be imposed on a worker;
e¢ A worker accused of a crime or misdemeanor at the place of
work or of inciting to strike.may be suspended until a .
competent authority rules on the matter;
» oo_Contracts not renewed upon expiration but abided to by both
| parties are considered renewed for an indefinite period, but
may‘be terminated by either party giving a notice of
| termination (30 days for monthly paid workers and 15 days
_for other workers);
ee Workers are entitled to indemnity payments for contracts

terminated by the employer (for a definite period at

expiration of contract, for indefinite period at

terminatior
'*oerarly retirement age is set at sixty, and employers have the

-Vfggright to terminate contracts of employers reaching this age.

Fringe Benefits.

o0 After one year of service, an employee is entitled to 14
days vacation leave; after 10 years of service the vacation
rieesvto 2; daye: An employee may not be hired for another
joo‘while on vacation;

.; An employee is entitled‘tozlo holidays with pay per year.

Work during such holidays is to be performed at double pay;

‘Arthur D Little Inc .



‘ee An employee ic entitled to 702 Silzriufbtﬁthc firat 90 days |
of sick leave, and 60X of pay for the next 90 days during
any one year. A worker suffering from tubcfcdiouis, leprosy,
mental disease or any chronic discase is cnﬁiticd to
indefinite sick leave with pay;

- 9o The employer is required to provide maéﬁa‘of transportation
for workers employed in places whgre adequate eans of
transport do not exist; v

ee In places far from inhabited localitiéi, the empldyer is
- required to provide subsidized housiug'and wesls.
~Reasons for Termination of Contract by Employer (10 speeific
caseé only):
ee Misrepresentation of identity, false certificatos or _
"fféécﬁméhdaﬁidns;
;ﬁd;Pfobhtion;-
iéd C¢m@icting an act causing heavy material damage;
oo Failuie to observe written safety instructions;

‘ee Persistent absenteeism;

;$;5EQIIQEE‘co carry out essential duties coversd by contract;

:;o bivulging comhércial or industrial secrets;

5;?bdnv1¢tion for a crime or ulsdemeanor involving dishonor,

‘¢ dishonesty, immorality; |

';QJBeing under the influence of aicohol or drugs during working

hours; | |

‘00 Assault on supervisors;

C=4
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‘o Thrﬁinatiou*ot:COhttact‘by Worker (five sp;éifié cases):
[ Hisleading‘rdpreséntdtioh‘bf work conditions by employer;
- o Failure by employer to‘fulfill bbligation§ under Law 9l;
ee Immoral act committed by employef 6ﬁ wéfﬁef or his family;
#0 Assault on worker;
“ee® Safety or health hazard.
‘e ‘Procedure for Terminating a Contract in Case of Death of Worker
;iére'Descfibed.
o"ésllectiym Labor Contract:
ee Collective contracts between syndicates and employers
- egtablish wage rates, wdrking hours, léaves, training,
- arbitration procedures, and administrative mechanisms.
0 ;Organization of Work:
e General provisions are specified;
.‘Tﬁé"Employér is obligated to take precautions ‘to protect '
fé‘%’v)zofkér's health; T :
fffﬁ’ést;biiéhments employing SO‘workers:;£ more a joint
“Consultative Comnittee consisting of six members (three
2fepresenting the employer, three representing the worker) .
'ﬁhét‘be’formed, its princiQal concern being the improvement
‘of ‘working conditions and increasing productivity;
The establishment of joint Consultative Bqards'for each
industry, consisting of employers and repr;sentitives
“frém the Ministries of Manpower, Industry, and Economy,
is required with the purpose of determining wage policy,

tcaining, and productivity standards;

.:.C=5
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oo_ﬂbrking hours (six days, seven hours per day), rast intervnis. |
snd overtime conditions are specified; |
o0 Employmcnt of juveniles below age 12 is illegal, and certain
limitstions exist on the employment of these. below 15 or
17 years of ago;
’ ®é Employment of women-guidelines, rules for non-
discriminatory employment, maternity leaves are described;
o® Mines and quarries-safety standards and working conditioms
are specifiaed;
;oe wsges--joint and interministeri:l committees (consisting
B of representatives of the Manpower, Economy and Industry ‘
Ministries, employers and labor) must be set up to considerv,
ninimm wages.
‘Travde 'Unions T
'oo Trade unions”arelmeittjtc. increase worker productive
r”-a)pscit;y:‘ensbAle‘worls:era to contribute to industrial (
development' defend their interests- protect their rightse
;nd‘nork for the improvement of their material and social
»circumstances-
;; ine Law describes the procedures for establishing trade
"LQians, delineating their legal authority, finances and
orgsnizntions.
ewﬁtabor Disputes.
; ~®e Provisions for conciliation and arbitration are described.
. Awbrk Inavcrtion atd Judicial Police:

' Labor Inspe-tcis gvr called for and their powers are outlined

by the Law.
AnthurDLileine



o 'Penalties:
oo The penalties for infringement of any of the provisions of 

the labor law are listed.

II. 'PﬁBLIC SECTOR EMPLOYEE PERFORMANCE-—-LAW 61 OF 1971
- This law regulates Government and public sector employment.
Provisions relative to employee performance are indicated below.
e Article 16

All employees are to be rated periodically. Any employee
graded "avérage" or lower, should be notified in writing.
‘Sggh an employee has the right to appeal--in writing—within
rwo weeks from the date of notification, The appeal should be
‘senr to the Chairman of. the Board of Directors. A decision
shauld be raken wirhin ‘a month from the date in which the

"z ’waa:submitted.g ‘This.decision is final.

ﬂW%rh a de“i'ion from rhe Chairman of the Board, an employee
_‘\ PYE L

‘whose grades ware below .average. in two consecutive reporting

hperiods. could be transferred to another job that suits his

,.JIfV however, such an employee is sent two consecutive

rqpqrrr_gith a "poor" grade, he could be downgraded and his
salary lowered (the wage cut in this case should not exceed
~one-fourth of his salary). The Board of Directors could

\rgr?;égte4rhe services of an employee upon receiving a third

poor grade.

7 C=7
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7e Article:és

It is prohibited for employees to:

ee reveal classified information about or from~hie Job;

o keep for himself any original document pertaining to his
eork or to remove such documents from files;

‘e have another job if it will adversely affect his main duties;

"e® perform any tasks for others with or without pay, even after
working hours, unless he is anthorizeé to do so by the
Chairman of the Board of Directors, and within the contexte'
of the Law; -

@8 undertake any businesa’or commercial accivitiea, especially

< those: related to*his job°"

;”fborrow)or lend from any agency that does bueineaa withfthe
1unit employing him or any one connected to it

iee accept any rewarda, commissiona, or gifte or‘ :kindﬁthati

EE 'are connected with “Job~ performance‘
oe collect monies for any person or’ agency, or dietribute
i flyers or. solicit aignatures for illegel purpoaea'

eo participate dn organizing ‘any meetings ‘inside work premises
ab-without~management consent;
eelprovidefafetatement"about7the'job”tolnewepapers'or any

i Publishing firm, unless authorized to do so by the

-7
el

mana?ement.
. R
745
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- @ Article 46 .

Any amployee that violates the rulol'df'thh'gy;tiu or his job‘s
~duties 1g liable to disciplinary action established by the
management. Penalties are specified in Article 48.

o Article 47
No penalty should be imposed without a written invasEigktion

. and hearing.

o Article 48
Penalties are (in increasing severity):
ee reprimand;
e® wage cut fo:'a pe¥iod not in excess of two months;
o¢ suspension from work with one-half wage for a maximum period

‘ofsix months,

é@lexcluaion from wage 1ncreases or postponement for a maximum

uperiod,of chree months-
e eduction'(in excess of two months);

, _downgr ing employee s posicion,

'§37downgrading the position and wage raduccion,

é;'termination of sarvic(

'III. - CORPORATE LAW: = EGYPTIAN EMPLOYEE REQUIREMENTS--LAW 26 OF 1954

ifhis:Law regulates the operation of joint stock companiés.
Pfd?iéio#s felated to employees are as follows:
i“.Cbmpgnieé are obligated to retain Egyptians in 90% or more of
'the'positions, or pay 80% of the payroll to Egyptians--except

when exempted by the Minister of Finance, Economy and Trade.

~..C=9
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APPENDIX D
EDUCATIONAL PROGRAMS
The educational and vocational ‘training system in Egypt iﬁ

presented in Figure 1 and sumnarized briefly below.

I. FORMAL EDUCATION
Enrollment in the primary education is about four million pupilé and

represents about 75% of the age group (it also includes some 19% of
the students outside the 6-11 age group). |
| Enrollment in the preparatory level has grown from about 925,000
in 1972 to 1.4 million in 1976, an annual increase of roughly 10%.
The enrollment ratio is sbout 50% of the age group as well as 262
‘of the students outside the 12-14 age group.

| Enrollment in secondary general education has 3fown from about
VsddAthousand in 1971 to 360 thousand in 1976, an annual increase of
abou: 3.5%. Enrollment in secondary technical education has grown by
:he same order of magnitude.
E Higher education consists of three levels: technician training .
institu:es (16,000 enrollment in 1972, 31,000 in 1976) higher technical
'ingtitutes (42,000 enrollment in 1972, 50,000 in 1976); and universities
(220,000 enrollnent in 1973, 300,000 in 1976).

‘ iz. VOCATIONAL TRAINING

Enrollment in the Ministry of Industry formal training and

apprenticeship program is about §,000. The Ministry operates some 30

-1
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FIGURE D-1

CATIONAL AND VOCATIONAL TRAINING SYSTEMS IN EGYPT
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centers. The fhrac—ycar program, which competes with the Ministry of
" Rducation secondary tléhnicai'lduéatiéﬁ'piéﬁftﬁ;(cén;iit; 3§ ons
year of instruction in a training center and two yentiyof'l.coéﬁérltivl
. 'work-study program with a public sector company. fﬁ"ﬁiﬁiitfy'df Industry's
‘Productivity and Training Centers also operate shoft’ﬁefm ﬁpgrlding
‘programs for those already in the labor force. The Ministry of Industry's
vocational training ptogram‘dates to 1954 and has ILO support; Between
1954 and 1960 soma $50 million was expended on industrial training
programs. The facilities, equipment and instructional materigl for
this program are outdated and need upgrading and modernization.
The Ministries orf Agriculture and Housing also offer vocatiqnal
training programs. |
The World Bank cufrently is supporting a $54 million project to
increase the magnitude and qualiéy of vocational training. Much of the
effort will go to create new building trades vocational training centers
énd supply equipment and technical assistance for teacher and technician

training institutes.

IIT. = MANAGEMENT TRAINING

Management training takes place at the university level
-(particularly in the facilities of comm?rce and engineering and in
é%gcial work-study programs abroad). The American University of Cairo
(AUC) and the Naticnal Institute for Management Development (both non-

- public institutions) offer various short and long-term "upgrading"
programs. The Ministry of Industry's Productivity and Training Ceaters
offer short term industrial engineering and management seminars and are

interested in offering consulting services to public sector companies.

D-3 ' N
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'APPENDIX E

MAJOR FOREIGN LOANS TO THE INDUSTRIAL SECTOR

FASTERN BLOC COUNTRIES

1964 USSR o
1972 East Gérmany
1976 Rumania

D.A.C. COUNTRIES

1977

1975 USA
1975 USA
1976 USA
1976  USA
1976 USA
1977, UsA
1977, Usa
1978  USA
i197ék, agqé
1978 UsA
1978 UsA

1973 to:

197743 ®
1974 co‘;nfragggg
11976 0 T
§6601c0 . Denmarkk .
1969:to - . Denmark’

BRI SCS i';’;.c ﬂ"'-‘;v-.,..
West'’Garmany ~ -

Iron and Steel
Various

Study Chemizal and
Pet:uchemical
Industry Projects

Industrial Production
Needs

GOFI Various

Suez Cement Plant (grant)
Mahalla Textile Rehab
Bank of Alexandria

Synthetic Material Pro-
duction

Synthetic Fiber

Development Industrial
Bank

‘Maadi Cement Plant

Flat Glass Plant
Railway Rolling Steel

Fertilizer Plant and
Spiral Welded Pipes

Continuous Casting
Polyester Fiber

Beet Sugar Project
(under study)

Fruit Co. Equipment

Fruit Canning, Beer
Pasteurizing and Other
Equipment for Food
Industry

Shipyard Equipment

Millions
$1,300.0
BE42.7

$ 20.0
$ 5.0
$§ 90,0
$ 96.0
$ 32,0
$  40.0
$ 15.0
$ 12.5
$ 95.0
$ 15.0
$ 40.0
DMS546

FF 40

TF 42
£F120
$17.7
$  15.0
$ 25.0

lFighteen-year loan without intereat-—aeven-year grace period.
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APPENDIX E
-"(Continued)

MAJOR FOREIGN LOANS TO THE INDUSTRIAL SECTOR

'c; OPEC COUNTRIES

19746 to  Arab Fund Talks Fertilizer Plant®
1976 - BT

1977 Arab Fund Rafra el Dhwar Textile:

1974 to Kuwait Fun.. .  Talka Fertilizer Plant
1976 _

1974 to Abu Dhabi Fund Talka Fertilizer Plant
1976 '

D. WORLD BANK GROUP

1972 to Bank Group Cotton Ginning
1973

1973 Bank Group Development Industrial

Bank

1973 to  Bank Group: Talka Fertilizer Plant?
“1974 i

1974 Bank Group - = Agricultural/Industrial

o Fh e o , Imports

1975 Bank Group "~ =  Tourah Cement

f1975‘- ':Biﬁk“croup " Development Industrial

Sl . BamkIr

?1976“?Lﬁ¢73;nk_G:oup . Arab Ceramic Co.

1976  Bank Growp . Textile Rehab®

"1977 . . Bank Group Industrial Imports II

1977 Bank Group ~  Iron Ore Study '

‘;ﬁith World Bank Group.
‘%ith Ruwait, Abu Dhabi and Arab Funds.
Nith Arab Fund.. RN

E-2

Millions

$22.87

$34.5
$24.46

$14.2

$18.7
$15.0
$20.4
$70.0

$40.0
$25.0

$ 5.0
§52.0
$70.0
$ 2.5
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