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I. SUMMARY AND CONCLUSIONS
 

A. STUDY OBJECTIVES 

The principal objective of this study was to formulate and recommend
 

a program for supporting the development of small scale industrial
 

enterprises (SSEs) in Egypt. 
I 

This first report describes Egyptian SSEs
 

and the economic and institutional environment in which they operate
 

and identifies the principal constraints and opportunities which must
 

be taken into consideration in the development of an SSE support program.
 

Starting from these constraints and opportunities a second (Phase II)
 

report will develop an SSE support strategy and identify specific pro

jects for implementing this strategy.
 

The purpose of an SSE support strategy is to strengthen existing
 

enterprises and to encourage new investment. However, the fundamental
 

objective to be applied to the structuring of any assistance program
 

for SSEs should be th, "ncement of Egyptian economic development
 

strategy. Hence, a qm must strengthen these small enter

prises (or encouraf 	 -t the overall effect will be to:
 

* Provide mo
 

" Improve I /
 

* 	 Increas, - 7
 

Increa
 

* 	 Incr( /es; 

* 	Enh ,hments;
 

" 	Er 

" 	 Incre,
 

" 	Help fulfil. ,aObjectives.
 

SSEs are broadly defined to include only manufacturing firms with be

tween 10 and 200 employees and less than LE 300,000 in fixed assets,
 

excluding land and buildings. Although the range of firms qualifying
 

for specific support programs may be more narrowly defined, a broad
 

definition is used at the outset to insure that all firms sharing the
 

characteristics and problems of smaller establishments are included.
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In order that an SSE support strategy can have this effect it is
 

necessary fo- the designers to identify:
 

" The role that the SSE sector plays in the Egyptian
 

economy;
 

" 	The characteristics of SSEs in terms of the major
 

operational factors of management practices, produc

tion technology, raw materials procurement, employ

ment practices, marketing, and finance and credit ;
 

* 	The legal, regulatory, financial, and other institu

tional environment in which SSE's must operate;
 

" 	The internal and external constraints which currently
 

are inhibiting SSEt from fulfilling their national
 

economic potential; and
 

" 	*The opportunities which could be exploited to enhance
 

the economic contribution of the SSE sector.
 

In the following sections of this Summary we present the understand

ing we have gained of these aspects of the SSE problem. This under

standing was gained through interviews with 250 small and medium sized
 

manufacturing enterprises, discussions with knowledgeable individuals
 

working in many aspects of the Egyptian economy, and extensive document

ary search and study.
 

B. FINDINGS
 

1. SSEs in the Egyptian Economy
 

Private industrial companies, and particularly small scale manufac

turing enterprises, play a significant role in Egypt's economy along with
 

Government owned or public sector industry. The extent of the private
 

sector and SSE role can be seen from a number of different measures.
 

The importance of both the private sector and SSE is particularly
 

striking in terms of number of establishments. We estimate that current

ly there are about 7800 industrial establishments with over 10 employees,
 

of which only 265 (3%) are owned by the public sector. I Of the estimated
 

iThe Federation of Egyptian Industries estimates a total of only 4900 in
dustrial establishments. However, we have adjusted this figure to incor
porate an estimate of the number of firms which are not officially regis.
 
tered.
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7530 private sector firms, approximately 92%, or 6,900, employ between
 

10-50 people, 7%, or 510, have between 51-200 workers, and only about
 

1%, or 120, have over 200 employees.
 

The relative share of value of output is another indicator of the
 

significant role played by private sector and small scale establishments.
 

Of the estimated LE 6.1 billion in industrial output tn 1980, all pri

vate sector establishments accounted for about 29%. The ouput of SSEs
 

with between 10-50 employees is estimated at about LE 1.2 billion, or
 

about 66% of private sector output and 19% of total industrial output.
 

However, since many SSEs are unregistered or under-report their output,
 

it is likely that their relative contribution to the value of gross
 

industrial output is actually greater.
 

Private sector and small scale establishments are also important
 

contributors to several of the principal national economic objectives
 

noted above, including:
 

" 	Employment, particularly of less skilled workers. It is estimated

that the private'sector, excluding artisans, employs at least
 

25% of all workers in industry.
 

" 	Capital formation , as indicated by the 905 private projects
 

approved in 1980-81 by the General Organization for Industrialization
 

(GOFI) amounting to LE 260 million, and the average of LE 360
 

million in projects approved each year by the Investment Authority
 

since 1977. The importance of private sector investment can be
 

seen in the 23.5% annual average growth in the gross value of
 

private sector industrial output between 1976-1980, compared to 18.9%
 

growth in the public sector (in current prices).
 

* 	Increased exports which amounted to LE 72 million in 1980 compared
 

to LE 16.1 million in 1970, or a 16.1% annual growth. Much of
 

the growth has been in non-traditional exports such as cosmetics
 

and 	other chemical products and aluminum products.
 

* 	Increased supply of basic goods, such as foodstuffs, apparel
 

and some fundamental building materials. The private sector,
 

and SSE s in particular play a major role in all three of
 

these industrial. subsectors.
 

e 	Complementarity with large enterprises, particularly in the tex

tile, metals and engineering, and foodstuffs subsectors.
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2. Characteristics of SSEs
 

We were greatly impressed by most of the small-scale manufacturing
 

enterprises we visited. The managers of these companies could be char

to their enterprises;
acterized as: extremely hard working and dedicated 


energetically striving to manage in an environment characterized by
 

severe institutional and operational frustrations which would probably
 

be considered intolerable by a developed country entrepreneur; creative
 

and ingenious in making the most of available resources; and actively
 

interested in discovering how their operation could benefit from developed
 

We also found that fewer than 10% of the small
country experience. 


businessmen interviewed felt that they had significant problems with
 

labor relations, implying a productive potential in private sector
 

manufacturing in sharp contrast with the labor motivation problems broadly
 

reported for the.public industrial sector. However, SSEs are affected
 

by significant problems which constrain their growth. Among these we
 

would cite the following:
 

* 	SSEs are particularly constrained by the lack of medium term
 

working capital which is essential for purchasing materials
 

and spare parts, as well as for generally enhancing capacity
 

utilization.
 

e Many SSEs , particularly smaller and more traditional establish

ments, are often averse to borrowing for either working capital
 

or fixed asset requirements. This finding appears to be due to
 

high interest rates combined with a fear of large fixed payments
 

in an uncertain future; a preference for obtaining capital from
 

relatives; cultural and religious beliefs prohibiting interest
 

to 	risk by many small entrepayments; and a general aversion 


preneurs. This attitudinal constraint suggests that specific
 

funding channels, such as the Islamic banking concept of partner

ship risk participation, may be important. However, it should be
 

emphasized that a significant number of SSEs , particularly the
 

more dynamic and entrepreneurial firms, do not share this aversion
 

to risk and borrowing.
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e 	Shortages of skilled labor, largely because of the attractive

ness of offshore employment and other opportunities besides SSEs
 

also affect efficient capacity utilization. Many SSEs also
 

complain of a lack of unskilled labor.
 

* 	Capacity utilization by SSEs is greatly affected by the lack of
 

adequate or suitable factory space. The shortage of available
 

sites and the high cost of land contribute to crowded work sta

tions, multi-floor factories, hazardous working conditions, poor
 

work flows, inadequate materials handling, and the lack of
 

adequate shipping and receiving areas.
 

* 	Inadequate inventories of materials and spare parts contribute
 

to a relatively high level of machine down time. Not only are
 

spare parts for old and obsolete equipment not available, but
 

replacement parts must often be imported, a process which is
 

lengthened by slow customs'clearance.
 

9 	Deficient management skills and capability, particularly in the
 

financial and marketing areas, hinder the operation of SSEs
 

Similarly, owner attitudes against delegating responsibility
 

and authority limit the company's level of activity to the
 

owner's span of control.
 

* 	Exessive regulatory requirements force managers to make major
 

time commitments to handling red tape which adversely affects
 

operations.
 

* 	Inadequate infrastructure, particularly electricity, telephone,
 

and industrial land with services, tends to be a problem for both
 

new and expanding SSEs , as it also is for large manufacturing
 

companies. The lack of telephones requires major time commitments
 

by managers for all external communications, while electricity
 

interruptions force many firms to invest in standby generators.
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3. The Institutional Environment
 

The institutional framework which Egypt has developed to carry out
 

and complicated task of managing its mixed economy includes a wide range
 

of government entities and a complex legal and regulatory system. Many
 

parts of this apparatus work in ways comparable to thosc. found in other
 

However, it is only very recently that the potential imporcountries. 


tance of the small scale manufacturing sector is starting to be recog

nized, and there are important aspects of the institutional environment
 

which have not yet been modified to effectively support the growth of
 

this strata of smaller industrial enterprises. Following are what we
 

consider the most serious of these institutional constraints.
 

a There is no high level agency, or individual, with a broad
 

mandate to effectively promote the expansion and strength-


The Small Scale Industries Department in
ening of SSEs . 

GOFI is not properly positioned to adequately perform the 

necessary promotional, advocacy and coordination functions. 

limited.Furthermore, its SSE support functions are 


The legal and regulatory climate is burdensome to SSEs
e 


(in time and effort) of
particularly in terms of the costs 


complying with the wide range of approval and operational
 

This business climate discourages expansion
regulations. 

esby existing companies and encourages a large number of 


tablishments to remain outside the legal framework (or under

small industrial
ground). We estimate that the actual number of 


establishments is about two-thirds greater than is indicated
 

by the number of officially registered firms.
 

The influence of the Government on the business climate for
 

SSE s is primarily regulatory rather than promotional. This
 

bias is clearly reflected in the lack of an explicit govern

ment policy framework for the development of SSEs
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" 	Financial institutions tend not to lend to SSEs . This
 

reality is the result of several factors including: more
 

attractive and profitable lending opportunities for banks,
 

particularly in Law 43 projects; a general lack of integrity
 

in SSE financial statements and records which causes banks to
 

either place a heavy emphasis on security protection or to
 

engage in a costly reconstruction of statements; the preference
 

by banks for lending to large, well capitalized establishments
 

which have the capability to furnish the necessary collateral
 

values; and, the lack of adequate incentives for banks to lend
 

to SSEs .
 

" 	Institutional channels for SSE financing are highly inadequate. 

Since commercial banks do not lend much to SSEs , only the Dev

elopment Industrial Bank (DIB) represents a funding source 

for S-.' . Although the DIB has responded well to the 

challenge and has developed impressive funding sources, both 

the amount of available funding and bank's capability to 

respond to and administer all loans requests is quite limited 

in comparison to the size of the potential market. Further

more, the DIB is affected by service constraints such as 

overly conservative credit extension policies (including 

minimal extension of needed medium term working capital loans) 

a slow response time due to the lack of trained and experienced
 

manpower and a small branch network.
 

" 	Information and performance statistics on SSEs are almost
 

entirely lacking because the Government does not differentiate
 

among different sized firms. The formulation of specific and
 

effective SSE policies is unlikely in the absence of basic
 

information about the sector.
 

* 	Information for assisting SSEs is very limited. Market
 

information (domestic and export) is lacking, as well as in

formation on available technology and equipment . Also,
 

the information available is not disseminated to SSEss.
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o 	Support institutions for providing technical assistance to
 

SSEs are almost non-existent. The Engineering and Industrial
 

Design Development Center (EIDDC) has begun to provide tech

nical assistance (with World Bank financing) but the extent
 

of this is yet too limited to have a significant impact on
 

SSEs.
 

C. 	IMPLICATIONS FOR AN SSE SUPPORT STRATEGY
 

A major conclusion of the first phase of our study is that SSEs
 

already play a major role in the national economy. Not only do SSEs
 

represent most of the industrial establishments and a significant share
 

of the value of industrial output, but they also make major contributions
 

to 	key national objectives such as creation of employment, distribution
 

of income, production of basic goods, diversification of exports and
 

increased capita formation.
 

Although important, SSEs have not reached their full potential in
 

terms of their contribution to national objectives due to the constraints
 

indicated above. Our conclusion from the description and evaluation
 

phase of the study, however, is that an SSE support program could sig

nificantly strengthen these establishments and consequently enhance the
 

SSE contribution to national objectives. This conclusion is based on
 

the premise that it is possible to develop an SSE support program which
 

will help overcome key constraints, particularly;
 

" The absence of a clear Government commitment to support 

development of the SSE sector and of an organizational 

mechanism for delivering that support; 

" The burdensome regulatory business climate; 

" The lack of SSE financing (both in Lerms of volume and 

distribution channels), especially for working capital 

needs; 

" Inadequate incentives for banks to lend to SSEs; 

* Inadequate management capabilities;
 

" The shortage of labor, both skilled and unskilled;
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" Insufficient technical assistance for SSEs; and
 

" The lack of adequate market and technical information
 

for SSEs.
 

In the second phase of our study, we develop a strategy for such
 

an SSE support program. Our approach will be to look for existing or
 

potential forces for change in the Egyptian environment and develop
 

the various elements of an SSE strategy out of these opportunities.
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II. INTRODUCTION
 

A. STUDY BACKGROUND AND OBJECTIVES
 

The Open Door Policy, introduced by the Government of Egypt in the
 

early 1970's, represented a change in direction for the country's develop

ment strategy. The previous emphasis on Government control of most
 

industrial, commercial, transport and financial enterprises was modified
 

in favor of a more market-oriented economy with greater decentralization
 

of the public sector and a larger role for the private sector.
 

The implementation of this new policy has involved encouraging foreign
 

and domestic investment in areas which had previously been restricted to
 

Government owned enterprises. Law 43 of 1974 as amended by Law 32 of 1977
 

was enacted to encourage this private investment. However, in practice,
 

much of the emphasis has been focused on larger scale and sophisticated
 

private sector ventures, often in coordination with public sector companies.'
 

Throughout the nationalization period of the 1960's, and continuing
 

to the present, a larger number of small scale industrial establishments
 

(SSEs ) have continued to operate regardless of Government policy orien

tation. Although the existence of these establishments is recognized,
 

there is little understanding of how many of these firms exist, what role
 

they play in the economy, what constraints affect them, and what their
 

potential contribution to national development objectives could be if
 

the constraints are overcome. Furthermore, there is little understanding
 

of what programs would effectively support small scale manufacturing
 

enterprises and alleviate the problems they face.
 

In response to this situation, and in recognition of the need for an
 

effective support strategy for small scale establishments, the U.S.
 

Agency for International Development (USAID) contracted Arthur D.
 

Little International, Inc. (ADLI) to first review and evaluate SSEs
 

and their role in the economy, and then to develop a long-term plan for
 

addressing the needs of SSEa. The review and evaluation phase of the
 

study, the results of which are presented in this report, include:
 

The description and assessment of the number and distribution
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of SSE s,as well as their role and relative importance in the con

text of the national economy;
 

o 	The description and evaluation of SSE operations, including
 

production, marketing, technical, employment, financing, managerial,
 

and attitudinal characteristics with particular attention to con

straining factors;
 

o 	The description and evaluation of the Government policy and regu

latory environment in which SSEs operate;
 

The description and evaluation of existing SSE support institutions;
o 


o 	The description and evaluation of the funding available to SSE s,
 

as well as an assessment of the financial institutions involved;
 

and,
 

@ 	The description and evaluation of available information sources
 

which either provide data regarding SSEs or support these establish

ments with marketing, technical and other information.
 

A second phase will involve the formulation of a comprehensive
 

strategy for support SSEs with the objective of both strengthening
 

existing firms and encouraging the creation of new ones. The support stra

tegy would be based on the understanding of SSE s developed in Phase I,
 

and would include those program initiatives with maximum impact on the con

straints identified in the review and evaluation. Specific recommendations
 

and projects for implementing the support strategy will be described, including
 

projects suitable for donor intervention.
 

B. STUDY APPROACH
 

In order to reach an understanding of SSE s in Egypt, the primary
 

task in this review and evaluation phase of the study has been to develop,
1
 

collect and analyze the necessary 
data regarding SSE s.
 

1This work program has been carried out by a core team made up of
 

S. Theodore Guild, Dr. Norman C. Dahl, Carlos J. Torres, and Eduardo
 

Tugendhat from Arthur D. Little International, Inc., and Dr.Samir
 

Taher, Adel Aweiss and Dr. Ali Helmy from Arab International Consultants
 

(ARICON). The core team was supported by Dr. William Krebs, Dr. John H.
 

Reedy, Dr. William Reinfeld, George B. Rockwell, Lydia E. Tamlers, Edward J.
 

Wygard and Dr. El Tatawi.
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This work has involved the following interwoven elements:
 

* 	Formulation of a working definition of SSEs (Chapter II);
 

* 	Collection, analysis and organization of available data on the
 

number, distribution, and economic role of SSEs (Chapter III);
 

e 	An extensive interview program of 200 establishments to provide
 

a broad understanding of SSE characteristics (Chapter IV);
 

* 	A more intensive interview program of 50 SSEs to develop
 

deteiled information on their marketing, production, employment,
 

financing and sociological characteristics (Chapter IV);
 

e 	Assessment of the institutional environment in which SSEs oper

ate, including both the policy/regulatory framework and SSE
 

support institutions; (Chapter V);
 

a 	Evaluation of the banking industry and available channels for
 

providing SSE credit (Chapter VI); and
 

* 	Analysis of the findings from the elements above to identify
 

key constraints .and opportunities (Chapter VII).
 

C. DEFINITION OF SMALL SCALE INDUSTRIAL ENTERPRISES (SSEs)
 

1. Introduction
 

Industrial enterprises are usually categorized according to both
 

their size and level of sophistication. Consequently, terms such as
 

artisans, small scale, medium-sized, large, modern, traditional, sophis

ticated, etc., are commonly used to characterize enterprises. As is
 

implied by these terms, companies have different attributes in terms of
 

their number of employees, value of fixed assets, type of technology
 

and management characteristics.
 

Furthermore, most countries identify small-scale enterprises (SSE s)
 

as being a distinct category of firms which should be supported and en

couraged to expand, modernize and generally contribute further to the
 

economic development of the country.
 

The purpose of this section is to develop a conceptual framework
 

for characterizing SSEs and to establish a working definition which
 

would be appropriate as the basis for designing and developing a sup

port program for SSEs in Egypt. The underlying parameters we
 

have established for this definition are that it should:
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9 Distinguish a category of industrial establishments which need 

outside support in order to expand and modernize; 

e Include firms whose expansion and modernization would contribute 

to Egypt's economic development; 

9 Be flexible enough to insure that companies worthy of support 

are not excluded by overly rigid criteria; 

e Be as simple as possible in order to facilitate to implementa

tion of support programs. 

2. Framework for Defining SSEs
 

We have developed a conceptual frame work for defining SSEs based
 

on a manufacturing industry spectrum for developing countries which is
 

organized into four basic categories of establishments: artisan, small,
 

medium and large-scale enterprises. The criteria used for defining the
 

position of an establishment on this spectrum include quantitative
 

measures such ar number of employees, wages per employee, value of fixed
 

assets, and productivity per worker (measured in terms of value added
 

per worker), and qualitative characteristics such as type and organiza

tion of the work-place, and organization and style of management.
 

It should be emphasized, however, that there is no precise and
 

quantifiable dividing line between these different categories. The
 

transition from one stage to another is market by a series of mostly
 

qualitative characteristics. We believe that the key attributes asso

ciated with each of the four stages along the spectrum may be described
 

as 	follows:
 

* 	Artisan Enterprises are generally involved in handicraft
 

activities and are primarily characterized as "cottage indus

tries." This means that the work takes place at the owners'
 

homes and that the artisan and/or his family are directly in

volved in production activities. Artisans have few or no employ

ees, and rarely have over 10 workers. Wages (when paid) are
 

very low, usually below minimum wage, while productivity in
 

terms of value added per worker is also low. Fixed assets are
 

minimum, since the artisan tends to have the tools needed for
 

his/her craft rather than machines. The number of artisan enter

prises in a developing country is usually very large.
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" 	Small-scale enterprises, by contrast, are organized industrial
 

establishments where owner-entrepreneurs operate a factory with
 

at'least 10 full-time workers. These factories are character

ized by some work specialization, and the owner himself tends
 

to focus on management rather than production. There is some
 

mechanization, but the level of fixed assets still tends to be
 

low, particularly in terms of fixed capital per worker. Produc

tivity per worker is still relatively low, although most employ

ees are now earning close to minimum wage. Management is char

acterized by strong and direct control by the owner-entrepreneur.
 

Financial accounts, to the extent that they are maintained, are
 

mostly handled by the owner although some small-scale enterprises
 

may have a part-time accountant. A common problem faced by small

scale enterprises is that they experience difficulty in gaining
 

access to credit, and to a lesser extent to technology. Most
 

industrial establishments in a developing country are imall

scale enterprises.
 

* 	Medium-scale enterprises differ from small-scale enterprises in
 

their size and sophistication. Of particular importance is a
 

greater sophistication in the level of technology and a higher
 

capital/labor ratio. Employees, who on average may not earn
 

higher than minimum wages, have specialized work functions. Pro

ductivity in medium-scale enterprises as measured by value added
 

per worker, tends to show a significant imporvement over small

scale enterprise levels. Greater sophistication is also evident
 

in management where some specialization occurs and a permanent
 

accountant is hired to maintain financial records. However, the
 

owner-entrepreneur is still very important. Medium-scale enter

prises have somewhat easier access to financing than small-scale
 

enterprises while their access to technology and national markets
 

is considerably greater.
 

" 	Large-scale enterprises - usually small in number in developing
 

countries, have both a large work force and a high level of capi

tal investment. Large-scale enterprises tend to be capital
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intensive, very sophisticated in terms of technology, and highly
 

specialized in terms of distribution of work. Productivity per
 

worker tends to be several times greater than it is in medium

scale enterprises. However, the key characteristic of large

scale enterprises is the transformation of the management struc-


Lure. Not only does the company adopt some form of corporate
 

organization, but it also exhibits a high level of management
 

specialization. Professional managers and a Board of Directors
 

tend to replace the owner-entrepreneurs.
 

The following factors highlight the difference between categories:
 

e 	The entrepreneurial transition distinguishes a small-scale ent

erprise from an artisan enterprise. Here the critical factor is
 

that an individual has chosen to risk his own capital in the
 

establishment of a factory with fixed assets and a full-time
 

work force.
 

e 	The mechanization transition differentiates medium-scale enter

prises. The first major breakthrough made by companies in their
 

evolution is usually technological. In other words, the owner

entrepreneur recognizes the need for improved technology and
 

equipment as the basis for further growth and sophistication.
 

At this stage, there is much less recognition of the need for
 

significant improvements in management skills.
 

e 	The management transition marks the emergence of a large scale
 

enterprise. As medium-scale enterprises continue to grow, they
 

realize that management and organizational factors represent the
 

principal constraint to further expansion and sophistication.
 

3. Definition of SSEs in the Egyptian Context
 

For the purposes of this study, SSEs will be defined to include
 

establishments which fall under the small and medium-scale stages des

cribed in the industry spectrum presented above. In other words, we will
 

include those companies which have made the entrepreneurial transition,
 

and which are close to the mechanization transition. However, we will
 

exclude those firms which have made the management transition.
 

More specific criteria for identifying the establishments which
 

would be categorized as SSE s have been developed on the basis of both
 

11-6
 

Arthur D i ttle Inrrnatr l,Inc 



We suggest
available literature and data developed in our field surveys. 


that SSE s in Egypt, as defined by the conceptual framework presented
 

above, would include establishments with between 10-200 employees and
 

less than LE 300,000 in fixed assets (excluding land and buildings),
 

as well as the following qualitative characteristics:
 

* Work done in a factory by full-time employees;
 

* Average wages close to minimum wage;
 

* Some work specialization;
 

* At least some mechanization, with fairly sophisticated machinery
 

possible; and
 

0 Management largely handled by the owner.
 

Some explanatory notes are required regarding the two quantitative
 

criteria indicated above. It should be emphasized that the 10-200
 

employee range and the LE 300,000 fixed asset limit are intended to
 

provide a broad and flexible definition for the review and evaluation
 

of SSEs and for -he elaboration of a support strategy.
 

This does noc preclude the possibility that the working detinitlon
 

of an SSE developed here may be further refined together with the elabora

tion of specific SSE policies and support programs. Additional or more
 

limited criteria for establishments qualifying for specific programs can
 

be developed to meet the particular attributes and characteristics of the
 

and the elaboration of
 program in question. For the profiling of SSEs 


an overall support strategy, however, it is preferable to use a simple
 

definition based on quantitative criteria.
 

Furthermore, the employment range and fixed asset limit are intended
 

to provide a working definition rather than an absolute dividing line
 

between SSEs and larger scale firms. For example, some firms with
 

less than 200 workers or LE 300,000 in fixed assets could exhibit
 

the managerial, structural and operational characteristics of a large
 

scale establishment. Some smaller companies organized under Law 43
 

would be in this situation. Hence, the implementation of specific
 

programs may well require that the basic SSE definition based on quantitative
 

criteria be supplemented by more explicit criteria and guidelines for
 

screening beneficiaries.
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The employment range defined above excludes firms with less than
 

10 employees since these are generally considered to be artisan
 

firms under existing Egyptian definitions. An upper limit of 200
 

employees is high in contrast to many other definitions of SSE s.
 

However, this broad range is needed to incorporate all establishments
 

which exhibit the qualitative characteristics of SSE s. For example,
 

a labor intensive apparel factory may have between 100 and 200 employees,
 

but its management style and other characteristics could resemble a
 

smaller and more traditional firm.
 

The limit of LE 300,000 in fixed assets is the same as the Lefini

tion used by the Development Industrial Bank. Nct only is it useful
 

to be consistent with other definitions being utilized, but the
 

results of our interview programs suggest that this is a reasonable
 

upper limit for SSE s.
 

Two important categories of establishments are excluded from our
 

definition of SSE s in Egypt: Law 43 companies and artisans. Law 4

companies are joint stock companies which tend to be highly sophsiti

cated in terms of management and technology. Furthermore, these firms
 

generally have full access to credit. Artisans, or cottage industries,
 

also have significantly different characteristics from SSE s.
 

4. Comparison with Current Definitions in Egypt
 

For the most part, small-scale enterprises in Egypt are not defined
 

as being a distinct category of firms. The Ministry of Industry, for
 

example, classifies all firms with over LE 8000 in capital as industrial
 

establishments, while all those with less than this level of capital
 

are considered to be artisans. There is no separate definition of
 

SSE's.
 

The Federation of Industries uses LE 5,000 in fixed capital investment,
 

or 25 employees, to define the minimum size of industrial establishments
 

required by law to be members of the Federation. Again, there is no
 

special definition of SSE s.
 

The Development Industrial Bank is the only institution in Egypt
 

which has a working definition of SSE s. It distinguishes between very
 

small scale enterprises, and small scale enterprises. The former are
 

defined as establishments with less than LE 150,000 in fixed assets,
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(excluding land and buildings), while firms with between LE 150,000 to
 

300,000 are defined as SSE s.
 

In our view, a definition using only fixed assets is too arbitrary and
 

inflexible, and does not take into consideration the important qualitative
 

We believe that the definition
characteristics of SSE s described above. 


developed above for this study is more appropriate in that it is more
 

flexible, better focused on establishments in need of outside support,
 

and yet still simple enough to be readily administered within the context
 

of a support program.
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III. THE ROLE OF SSEs IN THE EGYPTIAN ECONOMY
 

A. 	INTRODUCTION AND BACKGROUND
 

1. Purpose and Approach
 

The purpose of this chapter is to develop an understanding of the
 

role played by small scale enterprises (SSEs) in the Egyptian economy,
 

and particularly in the industrial sector. The emphasis here is macro

economic in that aggregate data is reviewed to assess the relative
 

importance of SSEs in terms of their contribution to industrial sector
 

and subsector performance. This understanding of the SSE role is neces

sary to provide both the background and orientation for the formulation
 

of an SSE development strategy.
 

Since primary data on SSEs in Egypt is limited, it has been neces

sary to develop a profile of their role in the economy from available
 

information on the overall economy and specific industrial subsectors.
 

Our approach has involved the following steps:
 

1. 	A review of the principal phases of industrialization in Egypt
 

and their implications for SSEs:
 

2. 	An assessment of the role of industry in terms of its share of
 

total economic output, employment, investment and exports;
 

3. 	A profile of the private sector contribution to industrial
 

output, employment, investment and exports;
 

4. 	A review of each industrial subsector, with an estimation of the
 

number of SSE s and their share of private sector output.
 

The information for carrying out the first three steps is derived
 

from available sources such as the Ministry of Industry and Mineral
 

Wealth (and its affiliates), the Ministry of Planning, the Federation
 

of Egyptian Industries, and other published reports. Although these
 

same sources are used in the subsector profiles and the estimates of SSE
 

participation, it has also been necessary to draw upon: interviews with
 

officials associated with specific subsectors; a wide range of more
 

specialized reports (such as feasibility studies and the IBRD sector
 

studies), and our own estimates.
1
 

1See Appendix D for a review of sources.
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It is important to emphasize that not only is data on SSEs limited
 

and often unreliable, but that most economic data in Egypt must be treated
 

with caution. Different sources of similar types of information are often
 

inconsistent either because of poor data collection and analysis, or
 

different grouping and classifications of information. The poor quality
 

of available information has made it necessary to carefully sift through
 

the sources and select the most reasonable and consistent data. Where
 

gaps exist, estimates by the consultant have been necessary. Specific
 

data limitations are cited where appropriate.
 

Despite the data limitations, we believe that the material contoined
 

in this chapter provides an important first step in understanding the
 

role of SSEs in Egypt. While the profile presented here undoubtedly
 

could be improved as better data become available, we believe it provides
 

valid-picture and the necessary background for the preparation of an
 

SSE development strategy.
 

2. Background
 

Before proceeding to a review of the Egyptian economy and the current
 

SSE role, it would be useful to first review the historical background
 

underlying the present status of SSE s in Egypt. The emphasis of the
 

brief historical material presented here reflects this report's focus
 

on SSE's in the industrial sector.
 

The development of industrialization in Egypt during the twentieth
 

century may be described in terms of three principal phases. The first
 

phase can be said to have started in the 1920's when the country began to
 

pursue a more vigorous import substitution policy to offset declining
 

exports and to protect emerging national enterprises. Egyptian capital
 

and entrepencurs, embodied in the Bank Misr, were crucial in financing
 

and promoting industrial development as well as in securing favorable pro

tectionist legislation.
 

This phase was significant not only for the rapid growth of indus

trial output and productivity (particularly between 1938 and 1948), but
 

also for the dominant role of the private sector. The Government's role
 

during this time was limited to infrastructural development, mainly in
 

agricultural irrigation systems and social services. Investment decisions
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were left to private industry which included both large and small enter

prises.
 

The second phase of industrial development began following the 
revo

lution of 1952, although it did not take definite shape until the 
early
 

During its early years, the revolutionary government encouraged
1960's. 


both private Egyptian and foreign interests to play a more dynamic role
 

in investment and industrial expansion.
 

This situation began to change following the Suez War of 1956 when
 

British and krench interests were nationalized. At about the same time,
 

a Ministry of Industry was established to take a more active role in the
 

planning and management of the industrial sector. Spurred by a desire to
 

speed up industrialization, a Permanent Council for the Development of
 

study and implement development
National Production was established to 


programs. Its efforts gave the Government a stake in a number of impor

the First Industrial Plan (1957) and
tant industrial projects and led to 


the First Five-Year Industrial Plan (1960/61 to 1964/65). These steps
 

reflect the establishment of industrialization as the primary national
 

goal, and the Government's belief that the public sector must play the
 

leading role in capital formation and industrial development.
 

In 1960 and 1961, sweeping nationalization:, took place which resulted
 

in state control of most large private sector firms engaged in manufac

turing as well as foreign trade, banking and insurance. The state also took
 

over much of the wholesale and retail activity, particularly of basic
 

Only small scale enterprises, most employing fewer than
commodities. 


It has been estimated that there
50 workers, remained in private hands. 


were 4,047 manufacturing and mining establishments in 1961 and that the
 

than 500
public sector accounted for about 95% of the firms with more 


workers, 65-70% of those with 100-500 workers, 50% of those with 50-100
 

workers, but only 7% of establishments 
with fewer than 50 employees.I
 

The nationalizations and government policy in the early 1960s dis

couraged any growth in the number of private sector establishments,
 

While the number of all manufacturing
particularly larger enterprises. 


to 5259 in
establishments increased substantially from 4047 in 1961 

1Robert Mabro and Samir Radwan, The Industrialization of Egypt, 1939

1973, Oxford, 1976.
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1966/67, almost 1000 of these new firms had fewer than 50 employees.
 

The number of public enterprises with over 500 workers also expanded
 

substantially, while the 40-100 and 100-500 worker categories showed
 

little expansion. This pattern indicates that opportunities for the
 

private sector were limited to relatively small scale industries such as
 

leather, furniture, wood, apparel and printing. Most of these are
 

craft specializations and are closely tied to the artisanal sector.
 

The third, and current phase of industrial development strategy made
 

its 	appearance in 1973 with the so-called October Paper outlining the
 

new "open-door" policy. This new strategy calls for a greater role for
 

the 	private sector, encouragement of foreign investment, and greater
 

efficiency for the public sector, in order to stimulate growth in the
 

Egyptian economy. While development of the industrial sector continues
 

to be one of the ,)rincipal economic objectives, and although the public
 

sector continues to play a key role in industry, the new policy direction
 

calls for revitalization of private activity to complement the public
 

sector.
 

In the current phase, government policy calls for the private sector, both
 

domestic and foreign, to contribute investment capital, technology,
 

entrepeneurial and management capability, and greater efficiency to the
 

industrial sector, The Government continues to provide a central
 

planning role, as well as investment capital and direct management in
 

industries deemed to be of critical importance to the state. However,
 

joint ventures between public enterprises and foreign investors are also
 

being promoted. The actual results of this new industrial development
 

strategy, in terms of overall industrial performance and the relative roles
 

of private and small scale enterprises, can be seen from the next two
 

sections of this chapter.
 

B. 	SSE s IN THE CONTEXT OF THE EGYPTIAN ECONOMY
 

The purpose of this section is to place SSE s in perspective in
 

terms of their role within Egypt's industrial sector and the overall economy.
 

The first task is to briefly review the industrial sector's position
 

within the economy. As will be seen, industry accounts for significant
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shares of gross domestic product, employment, and investment. Further

more, along with petroleum, industry is targeted as the key productive
 

sector in the Government's development program.
 

The second task in reaching an understanding of the SSE role is
 

to differentiate between public and private activity within industry.
 

This section will show that the private sector accounts for all but
 

a small number of manufacturing enterprises. Furthermore, private sector
 

and the private
contribution to total industrial output is at least 30% 


sector's share of investment and exports is increasing rapidly.
 

Finally, in order to provide an overview of the SSE role in industry,
 

it is necessary to identify how much of private sector activity originates
 

in SSE's. Since industrial data in Egypt are not organized by size of
 

firm, this overview has been developed from industrial subsector profiles,
 

presented in Appendix A. Estimates of the SSE share of industrial
 

establishments and output were developed from interviews, primarily with
 

the Federation of Egyptian Industries. These show that SSE s as defined
 

in Chapter II represent about 96% of private sector industrial establish

ments and 78% of the value of private output.
 

1. The Industrial Sector in the Egyptian Economy
 

The industrial sector in Egypt includes not only manufacturing but
 

mining (except for oil and gas) as well, and encompasses both public and
 

private sector companies. Its role in the economy can best be measured
 

in terms of its contribution to GDP, employment and gross fixed invest

ment (GFI). It is also important to contrast the performance of the
 

sector with its relative role in stated Government economic policy.
 

In terms of its relative contribution to GDP, Table 1 shows that
 

industry ranked third among productive sectors, behind agriculture (23%)
 

and petroleum (16%), with 12% of GDP in 1979. Even though industry's
 

contribution to GDP dropped from 18% in 1974 to 12% in 1979, the sector
 

experienced a 14% average growth rate in this period. Other productive
 

sectors, however, particularly petroleum and construction, experienced
 

72.8% and 38.2% average annual growth rates during this five year period.
 

Agriculture, at 15.9% per year, and electricity and utilities at 15.6%
 

per year, also slightly outperformed industry, although their relative
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Table 1
 

Distribution by Sector to Gross Domestic Product
 
(LE million at current prices and percent)
 

1980-82
 

1974-79 Annual
 
1974 1977 1979 Annual .980-81 1981-82 Growth
 

LE(Mn) % LE(Mn) % LE(Mn) % Growth LE(Mn) % LE(Mn) % Rate
 

PRODUCTIVE SECTORS 2331 55 4090 55 6859 57 24.1 9011 57 9959 56 10.5
 

- Agriculture 1286 30 2038 28 2688 23 15.9 3262 21 3390 19 3.9
 

- Industry & Mining 746 18 1120 15 1478 12 14.7 1955 12 2232 13 14.

- Petroleum 111 3 468 6 1708 16 72.8 2922 19 3343 19 14.4
 

2 1 1 132 144 9.5
- Elect. & Util. 65 106 134 15.6 1 1 

740 5 850 5 14.5
- Construction 129 3 358 5 651 5 38.2 


DISTRIBUTIVE SECTORS 809 19 1672 23 2839 24 28.5 4109 26 4608 26 12.1
 
- Transport & Comm. 180 4 322 4 482 4 21.8 571 4 636 4 11.3
 

- Suez Canal (1) - 169 3 423 4 -- 513 4 773 4 30.3
 
- Trade 513 12 929 13 1428 12 22.7 945 19 3199 18 8.6
 

- Finance & Insurance 117 3 252 3 516 4 34.6 "
 

SERVICE SECTORS 1057 25 1641 22 2240 19 16.2 2688 18 3377 19 25.6 
190 2 21.4 

-72
- Tourism 2 134 2 


- Housing 203 5 244 3 287 3 7.2 298 2 339 2 13.8
 

- Services 235 6 350 5 480 4 15.4 23902 16 30382 17
 
547 913 1282 18.6
- Government Serv. 13 12 10 


GDP at Factor Cost 4197 100 7403 100 11938 100 23.3 15808 100 17943 100 13.5
 

1Projections prepared by the Planning and Budget Committee of the National Assembly
 

in June 1981 and included in the Industrial Plan 1980-81 - 1984-85.
 

21ncludes government services and tourism.
 

Source: Ministry of Planning
 



I
 

contribution to GDP also declined.
 

The .urrent Five Year Plan projects a growing role for industry in
 

1980-81 and 1981-82. With industrial growth expected to be 14.2%
 

annually, compared to 13.5% for GDP as a whole, industry would account
 

for 13% of GDP by 1981-82. The only productive sectors expected to
 

expand more rapidly than industry are construction (14.5% per year)
 

and petroleum (14.4% per year).
 

Because of the Government's historic emphasis on job creation as
 

a principal objective, employment is another criteria for indicating
 

industry's relative importance. Table 2 shows that industry is expected
 

to account for 12% of total employment in 1980-81 compared to 37% for
 

agriculture and 27% for services. The continued importance of agricul

ture as the primary source of employment, combined with the relatively
 

low levels of industrial and service employment, indicate that Egypt is
 

still primarily in agricultural country. However, the relative contri

bution of agriculture to total employment declined to 37% in 1980-81
 

from 47% in 1974. The service and trade sectors have shown the most
 

rapid growth (6.7% and 5.0% per year respectively between 1974 and
 

1979) while employment growth in industry has been an average 3.3% per
 

year.
 

According to the 1980/81 - 1984/85 Development Plan, industrial
 

employment is expected to increase at a 4.4% annual rate between 1980-82
 

compared to 4.1% for total employment. Although several sectors are
 

expected to show more rapid employment growth, particularly services,
 

commerce and finance, petroleum, and electricity, the growth in the
 

latter sectors must at least in part be attributed to industrial expan

sion. Among the productive sectors, industrial employment is expected to
 

increase by nearly 100 thousand while agriculture and construction each
 

will add about 75 thousand jobs, and petroleum and electricity employment
 

will increase by only a few thousand in each sector.
 

iThese growth rates reflect current prices. Comparable data in constant
 
prices is not available. Furthermore, Government price controls and
 
subsidies distort the relative performance of different sectors.
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TABLE 2
 

Employment by Sector 
1980-82
 
(thousands)
 

1979 

No. No. 

Annual Avg. Increase 

_ 1980-81PRODUCTIVE SECTORS 5715.4 7 1974-79 (%) 1981-82
63 6206.3 59 1._7 No. Annual Avg. Increase

6352.356 No. _-Agriculture 6478.1 55 1980-82 (%)2.0
4212.4 47 4165.0 39 
 -2.4 
-Industry & Mining 

4206.2 37 4240.8 
 36
1149.5 13 0.8
1351.0 
 13
-Construction
-Electricity 3.3
38.3 1386.5
315.2 60.2 12
3 1 1448.5
629.2 
 6 21.1
14.8 .2 23.0 .2 4.4
680.0 
 6 704.3 
 6
9.53 .2 3.6
9.0
 

DISTRIBUTIVE SECTORS 
 1288.2 14 1580.0 15 
 4.2 1790.2 16 73 
 6 .6
 

-Transport & Comm. 
 405.0 
 --4 452.2 4 
 2.2
__-
4480.2 443 4 .
448.2 
 456.6 16
0. -4 .71.7"
-Commerce & Finance 883 .2 0 1128 .7 11 
 5 .0 
 1 8 .5 .29 " 2 .7
 07


1322.8 
12 1397.5
SERVICE SECTOR 12 5.6
2035.2 
 23 1-7-73.1 
 26

-Housing 6.4 319. 28139.1 28.
-Services 2 155.0 534 

6.421896.1 126.021 2618.1 22166.0 2 725 
 6.7 
 3030.0 
 271 3281.6
171.8 28 
 8.3
9038.8 13.
100 
 10560.3 
100 
 3.2 
 11338.5 100 
 11804.6 
100 
 4.1
 

SOURCE: Ministry of Planning
 



Gross fixed investment in the period 1974-1979 is shown in Table 3.
 

This shows that gross investment increased from LE 645 million in 1974
 

Also, it shows that among all economic secto LE 3.4 billion in 1979. 


tors in 1979, industry withLE 817million,or24% of totalGFI.benefited the
 

most from the distribution of investment. Only transportation and communication,
 

with 19%, came close to investment in industry. The predominance of industry as
 

the primary sector for investment has consistently been the case since 1974.
 

In summary, these tables point out that agriculture is still the
 

primary source of employment in Egypt. However, industry has been the
 

recipient of the largest share of investment capital since 1974 which has
 

resulted in higher than average growth rates in The value of industrial
 

product and average employment growth. Investment and growth in industry
 

are also at least partially responsible for the rapid expansion of the
 

service, trade, and infrastructure sectors.
 

The high level of investment in industry reflects a Government
 

perception that this sector should play a critical r6le in spearheading
 

the development of the economy. Industrial development has been the
 

principal component of the Government's economic strategy for at least
 

the past two decades (see Section A above). The current Five Year Development
 

Plan, which states that "The two major productive sectors to lead the
 

development of the economy are the petroleum sector and the industrial
 

sector...," 1 suggests that this will continue to be the case, although
 

with the added support of petroleum.
 

2. Industrial Sub-Sectors
 

The way in which industry is broken down into subsectors in Egypt
 

varies significantly among different agencies and organizations.
 

F-: example, the Central Agency for Mobilization and Statistics (CAPMAS)
 

cognizes 20 industrial subsectors compared to 8 by the Federation
 

of Egyptian Industries and 7 by the Ministry of Industry and Mineral
 

Wealth (Ministry of Industry). In contrast, the International Standard
 

1Ministry of Planning, "Role of Egyptian Manufacturing Sector in the
 
Five Year Economic and Social Development Plan 1980/81 - 1984/85.
 

111-9
 

Arthur D Little intermtiornal, Inc 



Table 3
 

Contribution by Sector to Gross Fixed Investment
 
(LE million and percent)
 

1974 1977 1978 1979
 

LE(Mn) % LE(Mn) % LE(Mn) % LE(Mn) %
 

357 55 1136 61 	 1588 60 2000 59
PRODUCTIVE SECTORS 

268 8
- Agriculture 54 8 146 8 	 191 7 

561 30 765 29 817 24
Industry 159 25 

74 11 206 11 201 8 450 13
 - Petroleum 

299 389 11- Elect. & Util. 59 9 175 9 11 
48 3 132 5 76 2 - Construction 	 11 2 

25 729 27 952 28
DISTRIBUTIVE SECTO 	 192 30 473 
187 29 341 18 387 15 634 19- Transport & Coi 

305 11 248 7- Suez Canal -- -- 102 5 
30 2 37 1 70 2- Trade & Financ 	 5 1 


264 14 348 13 449 13
SERVICE SECTORS 	 96 15 

4- Housing 52 8 12-6 -7 	 136 -5 142 

212 307 9- Other 	 44 7 138 7 8 


100 100 100 3401 100
TOTAL 	 645 1873 2665 


SOURCE: Central Agency for 	Public Mobilization and Statistics
 



Industrial Classification (ISIC) developed by the United Nations esta

blishes 9 principal subsectors which are further broken down into
 

specific industrial groups.
 

The breakdown selected for use in this study is primarily that of
 

the Ministry of Industry, since most of the available industrial data
 

has been prepared by this agency on the basis of its own definition. Th(
 

textiles, foodstuffs,
seven subsectors, as defined by the Ministry, are: 


chemicals, basic metals, engineering, building materials, and mining.
 

Two principal changes have been made for this report:
 

" 	Basic metals and engineering have been combined because the
 

lack of a clear definition of the composition of each makes
 

a distinction very difficult;
 

* 	Leather products including footwear, which is usually combined
 

with tanneries by the Ministry, is isolated here as a separate
 

subsector because of the large role played by SSE s.
 

Although the Ministry's subsectoral breakdown isutilized, it is
 

often necessary to refer to other sources of information which use
 

different subsectoral classifications or to make finer distinctions
 

among industries. Table 4 relates the Ministry of Industry sub-sectoral
 

definition to the CAPMAS and ISIC classification schemes. The ISIC
 

classification system cannot be used here since the necessary break

down of data is not available. In addition to these sub-sectoral
 

classifications, the Federation of Egyptian Industries is divided into
 

twelve chambers such that data from this source has had to be modified
 

to comply with the Ministry of Industry breakdown used here.
 

Table 5 shows that among the industrial subsectors, foodstuffs,
 

textiles and metals and engineering have been the most important in
 

terms of value of output. The importance of foodstuffs reflects both
 

the dominant position still held by agriculture in Egypt, as well as
 

the continuous effort to feed the country's large and rapidly growing
 

population. Textiles in Egypt are largely based on the extensive pro

duction of high quality cotton combined with a policy of import substi

tution. Finally, the growing importance of metals and engineering can
 

primarily be traced back to the emphasis given to heavy industry during
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1 

Table
 

Ministrv of Industry ind Corresponding CAPHAS ano ISIC Industrial Classification Svstems 

Ministrv of Industr- S.stem CAPMAS ISIC Divisior and Crzuo Federation of
 
Eg%pcian Industries


ioodstuffs 
 (31) 	Manufacture of Fcod,
 

beverages and Tolacco Food
 
" Sugar and confectionarv * Food Industry 0311)Focd M:anufac:uring
 
" Tobacco and cigarettes a Beverages Industry (3i3)Beverages Industry Cer.:al
 
" Food preservation and pro- * Tobacco Industry 3iA)Tobaccc M'anufacturers
 

cessing
 
" Edible oil
 
" Fermentation and beverages
 
" Hil.' and dairy products
 

Text iles
 

" Spinning 	 * Spinning and Weaving indus- (32) Testile, weaving anpa- Spinning and
 
* Weavine 	 tries 
 rel and learner indus- Weaving
 
* Apoarel e footwear, garments and tries
 
6 Dyeing and printing articles made of textiles (32I)Manufacture of textiles
 

(322)M1anufacture of -extiles
 
except apparel
 

Chemicals
 

" 	Organic and inorganic cnemi- * Chemicals, chemical products 35) Manufacture of chemicals Chemical
 
cals industry and chemical petroleum,
 

* Plasti: & rubber products * Rubber products industry coal, rubber and plastic
 
" Chemical fertilizers 
 * Petroleum and coal by-pro- products Woodworking

" Pharaceuticals duc-s (35I)Msnufacture of industrial
 
" Cosmetics o F,:rni:ure and Fittings indus- chemicals
 
" Other cnemicals try (352)Mfg. of other chemicals
 
" Pulp and paper a Woodworking and cork industry (353)Petroleum refineries Printing, Binding

" Wood and wood produc-ts • Leather and fur products (354)Misc. petroleum & coal pro. 
 and Paoer Prod.
 
* Glass 	 s Footwear and garments indus- (35;)Mfg. of rubber products

" (Sometimes footwear & lea- try (356)Mfg. of plasti.c products
 

tner, 
 (33) 	Mfg. of wood and wood
 

products
 
(331Aood & wood cork products
 
(332)Mfg. of furniture & Fix.
 
(34) 	Mfg. of paper & paper
 

products. orinting and
 
publisning
 

(341)Mfg. of paper & paper prod.
 
(362)Mfg. of glass & glass prod.
 
(324)Mfg. of footwear
 

Metals and Engineering (37) Basic metal industries
 

o Basic metals a Basic metals industry (371)Iron and steel industries Engineering
 
* Basic metal forms 9 Metallurgical industries (3'2)Non-ferrous metals
 
* Pipe, castings, foundries, * Machinery (except elec.) (38) Mfg. of fabricated metal Metallurgical
 

etc. # Elec. machinery; instrum. products

" Valves, fittings, etc. and equipment (38B)Fabricated metal products
 
* Elec. & non-elec. macninery e Transportation equip. except machinery
" Transportation equipment o Printing & publications (382)racninery except electrical 
" Printing & graphics 	 (383)Elec. machinery
 

(384)Transport equipment
 
(385)Professional, 	scientific,
 

measuring and controlling
 
equin.., A 

optical goods
 
(342)Printing, publishing and
 

allied industries
 
Building Materials * Non-metallic (except (36) Mfg. of non-metallic building ana
 

* Cement & cement products petroleum) and coal mineral produ:ts Constri:ction
 
* bricks 	 (361)Mfg. of pottery, cnina t
o Quarri ng 	 earthenware
 
* Refractories 
 (363)Mfg. of other non-metallic
Tiles 


mineral products
 

Leather I Leather Products * Footwear, garments and (323)Mfg. of leather and prod. Leather
 
" Tanneries 	 articles made of textiles of leather
 
" Footwear 	 o Leather and fur products (324)Mfg. of footwear
 
" Other leather nroducts industry
 

ininz 

" Metallic Minerais e Non-metallic minerals (Mining is separate section) Petroleum
 
" Non-metallic (except * Qtner minerals not in industry ard Mininx 

petroleum) 
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Table 5
 

Industrial Production 1976-80
 
(Gross Value of Output, Current Prices, LE Million)
 

1976-80 

1976 1977 1978 1979 1980 Annual Increase % 

Textiles 755.8 836.5 1097.5 1163.3 1382.8 16.3 

Foodstuffs 774.8 845.9 958.1 1190.4 1459.7 17.2
 

Chemicals 292.7 354.2 413.4 521.3 671.6 23.1
 

Metals & Engineering 446.2 541.4 653.t 836.5 1129.7 26.1
 

1
 
Mining & Refractory 27.9 35.2 60.3 83.6 100.9 37.9
 

Leather Products 162.2 i" 5 248.9 362.5 413.7 26.4
 

TOTAL 	 2459.6 2783.7 3432.2 4157.6 5158.4 20.3
 

1Excludes most building materials including bricks, cement, and cement products.
 
The Federation of Egyptian Industries reports that total output in this
 
subsector was LE 143.8 million in 1975, 189.5 million in 1976, and 246.1
 
million in 1977. The Ministry of Planning indicates that in 1980, output
 
in building materials and mining combined was 244.3 million.
 

Source: 	Ministry of Industry. Figures only cover industries under the Ministry's
 
supervision. Hence, some joint ventures, building materials and private
 
sector companies are not included.
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the late 1960s and early 1970s. The six principal industrial subsectors
 

are described in greater detail in Appendix A.
 

Although industry's relative importance in the overall economy has
 

not changed significantly over the years, Table 5 also shows that indus

trial output increpsed at a striking 20.3% annual rate between 1976 and
 

1980. However, this reflects current prices, and since inflation
 

averaged between 15 and 35% in these years, real growth has been less
 

significant. 1 The most rapid growth was experienced in mining, leather,
 

and metals and engineering subsectors. The most slowly growing subsector
 

were foodstuffs and textiles which are the highest priority areas in the
 

current Five Year Plan. However, it should be noted that these two in

dustries are heavily subsidized by the Government, and the real gross
 

value of output would be much higher if these subsidies were reflected.
 

3. The Private Sector Role in Industry
 

The importance of public sector enterprises in Egypt's industrial
 

sector is well known. Not only were many private establishments
 

nationalized during the 1960's, but Government owned enterprises were
 

built up rapidly during this period. While the role of the public
 

sector is relatively well understood, information regarding the private
 

sector is relatively limited. In this section, aggregate data on the
 

private sector role in industry, drawn from official sources is presented
 

The next section provides a more detailed assessment of both the private
 

sector and the relative importance of SSE s.
 

Although the precise number of industrial establishments is not known,
 

the Federation of Egyptian Industries estimates that there are about 4900
 

firms with a minimum of 10 employees. Only 265 of these are public
 

sector enterprises affiliated with the Ministry of Industry, the
 

Ministry of Housing, or other Ministries, but these account for about
 

70% of the gross value of industrial output.
 

iEstimates of inflation vary widely by source. However, inflation
 
of at least 15% per year is likely.
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The role of the private sector is shown in Tables 6 and 7. Although
 

both tables show a similar private sector contribution to the gross
 

value of industrial output, the distribution of the private sector role
 

by industrial subsector differs. Table 6 is based on information from
 

the Ministry of Industry, while Table 7 is taken from the Five Year Plan
 

and is based on Ministry of Planning data. The principal differences
 

between the two tables include the following:
 

e Table 7 includes output from firms with less than 10 employees, 

estimated at 15% of total output; 

e Leather industries are included under Chemicals in Table 7; 

e Total industrial output is somewhat higher in the Ministry 

of Planning data because of the inclusion of artisans, coopera

tives, and public enterprises not affiliated to the Ministry of 

Industry (representing 29% of total output in Table 7); 

0 Ministry of Planning data reflect projections for 1980 and not 

actual performance; 

* Table 6 excludes most of the building materials subsector.
 

Table 6 indicates that overall, the private sector has slowly increased
 

its share of industrial output to an estimated 33.1% in 1980 from 29.9%
 

in 1976. This table shows that the private sector is particularly
 

important in leather products (excluding tanneries), mining and
 

refractory (48.8% private although much of building materials is
 

excluded), and chemicals (38.3% private). The private sector's role
 

is least significant in the metal and engineering subsector which is
 

dominated by large public enterprises involved in basic metals, machinery
 

and transportation; however, the private sector contribution to the
 

value of output has increased to 16.7% in 1980 from 14.6% in 1976.
 

In textiles, the private sector share is shown to be 26.5% in 1980,
 

and 25.5% in 1976, compared to 29.6% and 23.6%, respectively, for
 

foodstuffs.
 

According to the Ministry of Industry data presented in Table 6,
 

foodstuffs account for about 25% of the value of private sector
 

ouptut. Leather products is the second most important source of private
 

sector output with 24% of the total while textiles follows with about 22%.
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Table 6
 

Private and Public Sector Contribution to Industrial Production
 
(Percentage of Value of Output)
 

Relative
 
1976 1977 1978 1979 19803 Distribution 1980 

(Est.) 
Textiles 
- Public 74.5 76.6 72.7 72.1 73.5 29.4 

- Private 25.5 23.4 27.3 27.9 26.5 21.5 

Foodstuffs
 
- Public 76.4 78.9 78.9 75.2 70.4 29.8
 

29.6 25.3
- Private 23.6 21.1 21.1 24.8 


Chemicals 
- Public 61.6 57.1 56.8 6.6 61.7 12A0 

15.1
Private 38.4 42.9 43.2 33.4 38.3 


Metals & Engineering
 
85.4 87.0 87.0 86.4 83.3 27.3
- Public 


13.0 13.0 13.6 16.7 11.0
- Private 14.6 


Mining & Refactory'
 

- Public 27.6 - 55.8 50.7 51.2 1.5
 
48.8 2.9
- Private 72.4 100.0 44.2 49.3 


Leather Products
 
- Public ......
 

100.0 100.0 100.0 100.0 100.0 24.2
- Private" 


TOTAL
 
70.1 71.5 69.7 67.3 66.9 100.0
- Public 

29.9 28.5 30.3 32.7 33.1 100.0
- Private 


IExcludes most building materials including cement, bricks and cement products.
 

Although cement production is exclusively public sector, brick production
 

in the private sector is very important.
 
2This refers to leather products only and excludes tanneries including some
 

public sector companies. Furthermore, these public tanneries are involved
 

in some production of leather products.
 
3An estimation was required due to a change in the fiscal year.
 

Source: Ministry of Industry. Value shown in Table 5.
 



Table 7
 

Distribution of Expected Industrial Production
 

in 1979-1980
 
(Million LE)
 

Private Sector Relative Distribution %
Industrial Activities Industrial Production Public Sector 

rublic Private
 

Value % Valu % Value % Total Sector Sector
 

48.5 34.5 27.3 47.7
Foodstuff 2013.7 100 1037.7 51.5 976.0 


Spinning & Weaving 1556.5 100 921.9 56.2 634.6 40.8 26.6 24.3 31.0
 

Chemicals 666.5 100 519.3 77.9 147.2 22.1 11.4 13.6 7.2
 

Basic Metallurgical 432.9 100 408.5 94.4 24.4 5.6 7.4 10.8 1.2
 

Engineering & Electronic 930.2 100 716.2 76.9 214.1 23.1 15.9 18.9 10.5
 

Construction Materials
 
& Refractories 202.5 100 162.1 80.0 40.4 20.0 3.5 4.3 1.9
 

Mining 41.8 100 31.8 76.1 10.0 23.6 0.7 0.8 0.5
 

TOTAL (at current Market 5844.2 100 3797.5 64.9 2046.7 35.1 100.0 100.0 100.0
 

Price)
 

Source: Ministry of Planning
 



The picture presented by Table 7 is somewhat different, largely
 

because of its broader coverage. It shows that the private sector
 

contribution to industrial output is about 35.1% of the total.
 

Interestingly, textiles and foodstuffs are shown to be the subsectors
 

where private establishments play the most important roles with 40.8%
 

and 48.5% of output, respectively. It also distinguishes between basic
 

metals and engineering, indicating that the private role is very small
 

in the former (5.6% of output) and somewhat higher in the latter (23.1%)
 

The private contribution to chemicals is considerably lower than was
 

the case in Table 6, despite the inclusion of leather products. The
 

Ministry of Planning data also present a fuller picture of building
 

materials, indicating that the private sector accounts for only 20%
 

of output.
 

Because of the assumption that textiles and foodstuffs, the two
 

largest industrial subsectors, also have the highest private sector
 

participation, the Ministry of Planning data implies that 47.7% of the
 

private sector output is in foodstuffs followed by 31% in textiles.
 

The private sector's relative performance in the area of industrial
 

exports is less favorable than is the case for the other measures
 

described above. Table 8a ohows that in 1980, the private sector
 

accounted for 17% of both convertible currency and bilateral account
 

exports. This is largely explained by the dominance of the public
 

enterprises in textile exports. While textiles accounted for 48% of
 

Egypt's industrial exports in terms of value in 1980, public enter

prises were responsible for 96% of this level of exports.
 

However, Table 8b shows that private sector exports, albeit small
 

in comparison to total exports, have increased significantly in the
 
1
 

past decade. The average annual growth in the value of private sector
 

exports (in current prices) between 1970 and 1980 was about 16.1%.
 

The rapid expansion of exports following the 1973-1974 Open Door Policy
 

ITables 8a and 8b are derived from the same source and appear to be
 
roughly comparable. Although there are some significant differences
 
in private sector totals in some years, the data is indicative
 
of trends.
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Table 8a
 

Industrial Exports: Public Sector and Private Sector, 1976-80
 
(LE million1 )
 

1977-80
 

Annual
 

1976 1977 1978 1979 1980 1980 Increase
 
(Est.) % % 

Exports 207.1 360.2 477.3 458.5 619.8 100 

103.4 249.0 370.5 337.3 459.9 74
Convertible currency 

Public Sector 90.5 218.9 338.3 298.5 382.3 62 20.4
 

Textiles (34.9) (63.2) (134.6) (110.1) (157.3)
 

Other (55.6) (155.7) (203.7) (188.4) (225.0)
 
18.0 38.8 77.6 13 37.1
Private Sector 12.9 30.1 


Textiles (4.7) (3.8) (4.1) (7.0) (14.0)
 
Other (8.2) (26.3) (13.9) (31.8) (63.6)
 

26
Bilateral Accounts 103.7 111.2 106.8 121.2 159.9 

72.3 85.1 80.6 98.2 133.2 21 16.1
Public Sector 


Textiles (62.0) (79.4) (75.0) (91.9) 126.9
 

Other 	 (10.3) (5.7) (5.6) (6.3) 6.3
 
31.4 26.1 26.2 23.0 26.7 4 0.8
Private Sector 


Textiles (3.9) (5.5) (3.9) (1.8) 0.5
 

Other (27.5) (20.6) (22.3) (21.2) 26.2
 

Total Exports 207.1 360.2 477.3 458.5 619.8 100
 

Public Sector 162.8 304.0 418.9 396.7 515.5 83 19.2
 
17 22.9
Private Sector 44.3 56.2 58.4 61.8 104.3 


1The 1976 data are at the official exchange rate of LE 1 = USS 2.5556. Beginning 

are at the
in 1977 convertible currency exports and parallel market imports 


parallel exchange rate of LE 1 -US$ 1.4286; bilateral accounts exports and
 

imports are at the rate of LE 1 - US$ 2.5556. 

Source: 	 Ministry of Industry, as reported by the IMF. The figures cover only
 

industry under the Ministry's supervision. Ministry officials indicate
 

that coverage of Law 43 companies is incomplete, and that private
 
= rva ~n r nrnhahlv understated.
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Table 8b
 

Actual Exports by the Private Sector by Industrial Sector, 1970-1980
 

(Value in Current 1000s LE)
 

Annual Avg.
 
Industries 1970 1971 1972 1973 1974 1975 1976 
 1977 1978 1979 1980 Increase
 

1970-80 (%) 
Leather Products 5,867 6,043 8,515 11,023 21,661 17,263 11,007 7,690 7,213 13,945 8,478 3.7
 

Khan El Khalily Prod. 1,047 1,733 2,436 2,436 2,797 3,272 3,115 1,568 2,695 2,468 2,614 9.6
 

Woodworking Products 3,527 2,641 3,391 3,812 5,449 5,683 4,947 2,642 2,184 2,199 2,268 -4.3
 

Chemical Industries 1,915 1,763 2,018 5,650 10,909 19,888 13,937 22,156 20,909 26,215 28,193 30.9
 

Spinning & Weaving Ind. 2,972 4,650 4,425 6,608 12,577 12,254 8,598 6,529 8,006 8,815 12,037 15.0
 

Metallurgical Industries 121 194 121 140 467 381 1,240 1,372 1,887 6,312 17,020 64.0
 

Foodstuffs industries 691 588 535 442 119 30 1,306 647 972 1,545 1,084 4.6
 

Building Materials 55 44 44 91 332 177 144 352 269 351 319 19.2
 

Total 16,195 17,656 21,485 30,202 54,311 58,947 44,294 42,956 44,135 61,850 72,013 16.1
 

SOURCE: Ministry of Industry and Mineral Wealth
 



is particularly striking. In terms of value, the most important private
 

sector exports are in the chemical (cosmetics), metallurgical (aluminum
 

products) and textile subsectors. Growth has been most rapid in these
 

same areas. It is interesting to note that the best performers have
 

not been handicrafts (leather, Khan el Khalily, and woodworking), usually
 

associated with Egyptian private sector exports.
 

Another interesting indicator of the private sector role in indus

try is provided by the number of new projects and the value of investment.
 

All non-Law 43 industrial projects must be licensed by GOFI and although
 

it is possible that some projects are not implemented, or that other
 

projects are not properly licensed, this source does provide an idea of
 

the growth of private sector investment. In 1970, for example, 314
 

private sector projects were approved valued at only LE 5 million. By
 

1981, the number of approved private sector projects is expected to
 

reach 905, with an associated investment of LE 260 million. Private
 

sector investment under Law 43 has been even more significant. In the
 

four years until the end of 1977, the Investment Authority approved
 

projects with a total investment of LE 1.1 billion. In the following
 

three years (until the end of 1980) an additional LE 1.4 billion in
 

projects was approved.
 

According to its 1980/81 - 1984/85 Plan, the Government expects
 

total investment of LE 6.6 billion in industry, of which 12%, or LE
 

800 million, would be generated by the private sector. However the Plan
 

does not include any mention of policies or incentives to ensure this
 

level of private sector investment.
 

In summary, the private industrial sector in Egypt is of great sig

nificance, particularly in terms of the number of establishments and
 

employment. Although most of these private enterprises are small, the
 

overall importance of the private sector appears to be increasing; private
 

sector ourput *in current prices) is estimated to have increased by 23.5%
 

annually between 1976-1980, compared to 18.9% a year by the public sector.
 

The growth of private sector investment suggests that this trend should
 

continue.
 

Finally, a comment is required regarding the private sector data.
 

Most of the information described above is based on data collected
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by Government regulatory agencies such as the Ministry of Industry,
 

and its affiliates (General Organization for Industrialization-

GOFI--and the Industrial Control Department) or the Ministry of
 

Planning. Private companies are required to provide these agencies
 

with data in order to receive the required permits and approvals.
 

However, it is generally believed that private companies understate
 

their employment, investment and production cost because of fear of
 

possible unfavorable Government response. Other small firms evade
 

these regulating procedures altogether. This particularly applies to
 

companies with about 10-25 employees who may officially claim to have
 

fewer than 10 employees and consequently not be subject to these
 

regulations. Thus, it is probable that the private sector role in
 

industry is understated.
 

4. The Role-,f Small Scale Enterprises
 

Estimates of the SSE role in industry have been derived from subsector
 

profiles presented in Appendix A, and summarized below. In the absence
 

of aggregate data, it has been necessary to develop an understanding of
 

private sector and SSE activity from a more detailed assessment of the
 

structure and composition of each industrial subsector. An industry by
 

industry review, primarily based on information provided by the Federation
 

of Egyptian Industries, has enabled us to develop estimates of the number
 

of private and small scale establishments, as well as their relative
 

contribution to the gross value of industrial output. The principal
 

characteristics of each subsector are briefly summarized below.
 

a Textiles and apparel is made up of five inter-related industry
 

groups: spinning,weaving, knitting, dyeing and finishing, and apparel.
 

There are a total of 42 public sector establishments which account for
 

75% of the value of subsector output. In contrast, there are an estimated
 

1600 private establishments (in addition to thousands of artisans) which
 

account for only 25% of the value of output. The public sector monopolizes
 

spinning and plays a major role in weaving, dyeing and knitting (60-70%
 

of output). The private sector accounts for about 70% of apparel produc

tion, but in terms of number of establishments it is also important
 

in weaving and knitting. Of the 1600 private establishments, approximately
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1350 (84%) have between 10 and 50 employees while only 35 have over
 

200 workers. There are presently 24 Law 43 companies in operation
 

with an average of 110 employees each. 	 We estimate that all but about
 
SSEs. 1
 can be categorized as 


50 establishments 


sugar
* Food Processing includes seven different industry groups: 


and confectionary products, tobacco products, edible oil and related
 

products, beverages, dairy products, cereal products, and food preserva

tives. There are 50 public sector firms accounting for about 75% of the
 

value of output and about 2000 private establishments producing the rest
 

The private sector is particularly important in dairy products (45 firms
 

and 80% of output), cereal products (200 firms and 37% of output),
 

of total sugar and confecand confectionary products (320 firms and 24% 


tionary output). About 650, or 81% of the private firms are believed
 

to employ between 10-50 people while 125 have between 50-200 employees
 

and 25 firms have over 200 workers. Of the private firms, 20 were
 

Only
established under Law 43 and these average 130 employees each. 


about 40 establishments would be considered large scale and outside
 

of our broader definition of SSEs.
 

e Metals and Engineering is divided into primary metals (ferrous
 

and nonferrous) and engineering industries. The latter includes metal
 

fabrication, non-electrical machinery, transportation equipment, elec

trical machinery, and professional and scientific equipment. About 10
 

public enterprises heavily dominate the 	primary metals area (94% of
 

the value of output) while an additional 56 Government owned companies
 

account for 77% of the value of engineering products. Metal fabrication
 

is the only area where the private sector is important. About 1800
 

private firms (excluding about 10,000 workshops with fewer than 10
 

Overall
employees) produce an estimated 45% of the output in this area. 


1900 out of a total of 1940 private firms are very small with between
 

1Throughout this chapter we distinguish 	between firms with 10-50 employei
 

and the broader definition of SSEs developed in Chapter II, which defini
 

SSEs as firms having 10-200 employees and not organized under Law 43.
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10 and 50 workers. Only 3 private companies have over 200 workers
 

while the 38 Law 43 companies have an average of 120 workers each.
 

We estimate that 98% (all but about 40 firms) are SSE s.
 

@ Chemicals is a complex subsector which includes forestry pro

ducts (pulp and paper, and woodworking) in addition to the industries
 

usually associated with chemicals (inorganic and organic chemicals,
 

fertilizers, paints and varnishes, rubber and rubber products, plastics,
 

pharmaceuticals, cosmetics, etc.) Out of a total of 624 establishments,
 

64 are owned by the Government and 560 are private. However, the former
 

account for 65% of the value of output compared to 35% for private
 

firms. Perfumes and cosmetics (70 firms and 80% of output) and plastics
 

(170 firms and 40% of output) are the areas where the private sector
 

is most important in the chemicals area. However, there are also about
 

250 private firms in woodworking producing about 98% of total.output.
 

Approximately 430 (or 77%) of the private establishments have between
 

10 and 50 employees, while 95 have between 50 and 200 workers, and
 

35 firms employ over 200 people. About 52 of the private firms in
 

operation were organized under Law 43 and these average only 85
 

employees each. However, all of these are considered to be sophisticated
 

large scale enterprises. We estimate that about 75 private establishments
 

should not be categorized as SSE s.
 

o Leather and leather products is defined to include tanneries, foot

wear and other leather products. It is in this subsector that private
 

establishments are most dominant. There are only three public sector companies
 

compared to about 780 private firms with over 10 employees. Private
 

firms produce 94% of the value of subsectoral output, including all
 

leather products and 95% of footwear. Furthermore, almost all of these
 

private companies are very small. An estimated 99% (770) of the firms
 

employ between 10 and 50 workers. Only two firms have over 200 workers
 

and there are only about three Law 43 firms.
 

@ Building materials include cement, gypsum and plaster, cement and
 

asbestos products, bricks, quarrying, refractories, porcelain and china

ware, and glass. About 40 public sector companies produce an estimated
 

80% of the value of building materials. We estimate that there are at
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least 1850 private establishments, but about 1000 of these are involved
 

in illegal production of red clay bricks. Since this production is not
 

included in the value of output, it is likely that the private sector
 

accounts for more than just 20% of production. In addition to brick
 

making, private sector firms are important in cement products (700
 

establishments), refractories and glass. Of the 1850 private firms,
 

an estimated 1800 have between 10 and 50 workers including virtually
 

all of the brick and cement tile producers. About 30 firms have 50 to
 

200 workers. There are only 11 companies organized under Law 43 each
 

averaging only about 80 workers. Approximately 30 companies are cate

gorized as large scale and would be excluded from our definition of
 

SSEs.
 

The principal findings from the subsector profiles are summarized
 

in Tables 9 and 10. Table 9 shows that out of a total of about 7800
 

industrial establishments with over 10 employees, only 265 (3%) are
 

public sector enterprises. We estimate that there are approximately
 

7530 private firms, of which 92% have between 10-50 employees, and 7% have
 

between 50 and 200 workers while only 1% employs over 200 people. These
 

tables clearly establish the importance of smaller establishments in the
 

private sector.
 

It should be noted that the Federation of Egyptian Industries,
 

drawing upon data on its own membership as well as GOFI statistics,
 

estimates that there are only about 4700 private industrial establish
1
 

ments in the subsectors as defined above. Hence, our estimate of the
 

number ot establishments is about 60% higher. The difference is largely
 

explained by the fact that many firms are not registered with the Federation
 

or do not have the industrial license required by the Ministry of Industry.
 

(See Cnanter V on tne regulatory environment). This is particularly Lrue
 

of several types of firms: (1) smaller establishments with fewer than
 

25 employees who may choose not to register with the Federation; (2) estab

lishments which do not depend on the public sector or on imports for materials
 

and equipment, and thus find it possible to avoid registration require

ments; and (3) establishments involved in illegal activites such as
 

the estimated 1000 brick manufacturers. Although there is a large
 

The figure of 4700 has been obtainea vy reducing the 4900 figure on page
 
1-2 by 200 to get an estimate of private sector firms only.
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TABLE 9
 

Number of Public, Private and Small-Scale Industrial Enterprises, 1980-81
 

--------------	 PRIVATE SECTOR------------- % OF PRIVATE 

PUBLX 10-50 50-200 200+ 3 10-50 


SSEs
TOTAL1 SECTOR TOTAL 	 EMPL. EMPL. EMPL LAW 43 SSEs EMPL 


1,350 215 35 24 1,550 84% 97%
Textiles 1,642 42 1,600 


Food Pro
650 125 25 20 760 81% 95%
cessing 850 50 800 


Metals and
 

Engineering 2,006 66 1,940 1,900 37 3 38 1,900 98% 98%
 

430 95 35 52 485 77% 87%
Chemicals 624 64 560 


2 3 775 99% 99%
Leather 783 3 780 770 8 


Building
 
1,800 30 20 11 i,820 97% 98%
Materials 1,890 40 1,850 


120 148 7,290 92% 96%
TOTAL 7,795 265 7,530 6,900 510 


1 Establishments with over 10 employees
 

2SSEs as defined in Chapter II: establishments with 10-200 employees and not organized under Law 43.
 

3 1n operation as of 31/12/1980. Law 43 companies are generally in the 50-200+ employee categories
 

Sources: Arthur D. Little estimate based on data from Federation of Egyptian Industries and Ministry
 

of Industry, and estimates of non-registered establishments.
 



TABLE 10
 

Small Scale Enterprise Share of Manufacturing Output, 1980-81
 

1
GROSS VALUE OF PRIVATE SEC- 10-50 EMPL. ESTABL. SSE
 

OUTPUT 1980 TOR SHARE % OF % OF % OF % OF
 

(LE MILLION) M PRIVATE TOTAL PRIVATE TOTAL
 

Textiles 1,4002 25% 49% 12% 80% 20%
 

Food Processing 2,0003 25% 60% 15% 70% 18%
 

Metals and Engin- 3
 
eering 1,400 18% 84% 15% 85% 15%
 

Chemicals 6702 35% 35% 12% 50% 18%
 

Leather 4504 94% 95% 89% 95% 90%
 

Building 	Materials 2003 20% 45% 9% 65% 13%
 

TOTAL 	 6,120 29% 66% 19% 78% 23%
 

1 Based on definition of SSEs in footnote 2 in Table 9. These percentages are ADL estimates.
 

2 Ministry of Industry
 

Ministry 	of Planning
 

Ministry 	of Industry plus estimate of tanned leather output.
 

Source: 	 Arthur D. Little estimates based on Ministry of Industry, Ministry of Planning and Federa
tion of Egyptian Industries data. Private sector and SSE shares are derived from subsector
 

profiles in Appendix A.
 



difference between our estimates and official estimates, we believe that
 

our figures are conservative and that the extent of underestimation could
 

be considerably greater.
 

Table 9 shows that 7290 establishments or 96% of private firms are
 

categorized as SSEs under a broader definition which includes firms with
 

under 10-200 employees but excludes all Law 43 companies. In other
 

words, these are the firms that have made the entrepeneurial transforma

tion, and possibly the technological transition, but have not yet made
 

the management transition that distinguishes a sophisticated large scale
 

enterprise.
 

The share of the gross value of manufacturing output accounted for
 

by private sector and smaller scale establishments is shown in Table 10.
 

This indicates that the private sector as a whole accounts for only 29%
 

of the LE 6.1 billion in industrial output. Small enterprises with
 

10-50 employees are estimated to account for about 66% of private sec

tor output, but only 19% of total output. SSEs; as defined above,
 

account for a higher 78% of the gross -:alue of private industrial out

put and 23% of the sector's total production.
 

This measure of the relative importance of smaller scale enterprises,
 

however, is less reliable than the number of establishments. The gross
 

value of output is based on official statistics which are believed to
 

significantly understate private sector performance. While public enter

prises have no reason not to report the full extent of their output,
 

private sector performance is understated because firms may either be
 

unregistered ("underground") or under-reporting in order to avoid taxes
 

or other controls. However, we have no basis for ef 'mating the extent
 

to which private sector output is understated.
 

As is the case for all industrial establishments, SSEs are dis

proportionately concentrated in the Cairo and Alexandria metropolitan
 

areas. Although recent data is not available, we estimate between 50-55%
 

of all SSEs are located in the Greater Cairo area while an additional
 

15-20% are located in Alexandria.
 

The most recent CAPMAS data, for 1973, shows that about 41% of all
 

private firms are located in Cairo Governorate alone while several other
 

Governorates could be considered part of Greater Cairo. About 14% of
 

all firms located in Alexandria ;overnorate. Of establishments with 10-50
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are 	located in Cairo and Alexandria Governorates,
employees, 51% and 16% 


respectively. This estimate is also consistent with the 1970/71 data
 

from the World Bank's 1977 Survey of Small Scale Industry. This report
 

indicates that about 51% and 15% of all private establishments were
 

located in Greater Cairo and Alexandria, respectively. Interestingly,
 

smaller firms were somewhat less concentrated in the two urban areas.
 

About 40% of the establishments with 10-100 employees were located in
 

Cairo while 14% were located in Alexandria. In contrast, 52% and 11% of
 

the private firms with over 100 employees were located in Cairo and
 

Alexandria respectively.
 

The regional distribution of new industrial projects suggests that
 

the level of concentration has remained roughly the same during the
 

1970s. About 45% of the projects approved by GOFI during this period
 

were planned for Alexandria.
were to be located in Cairo, while about 20% 


C. 	THE OUTLOOK FOR SSEs
 

The previous section indicates that SSEs, and particularly firms
 

with 10-50 employees, are an important factor in Egypt's industrial
 

sector. Although the relative contribution of SSEs has been increasing
 

in recent years, we believe that the expansion of existing firms and the
 

establishment of new companies has not been nearly as significant as
 

are
it could be. The constraints restricting the performance of SSEs 


explored in subsequent chapters. Here we review briefly the limited
 

available data indicative of recent growth trends and develop a baseline
 

projection of SSE growth, assuming no action is taken to alleviate the
 

constraints affecting these establishments.
 

1. Historical Trends
 

Growth in the number of small scale industrial establishments can
 

only be roughly approximated on the basis of data for officially regis

tered private sector firms. For 1973, CAPMAS reports about 4300
 

private industrial establishments in operation while by 1980, FEI and
I
 
This
GOFI statistics indicate a total of 4700 private firms. 


IThese figures have been slightly adjusted to insure coverage of
 

the same industrial categories.
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increase of only 400 establishments represents a slow 1.3% annual
 

growth in the number of firms. Furthermore, about 150 of the new private
 

industrial firms have been established under Law 43 and cannot really
 

be considered small scale.
 

Investment in private sector expansion projects, as well as in new
 

establishments, has increased significantly. Private sector projects
 

approved by GOFI 1 (excluding Law 43 projects) numbered only 314 in
 

1970 and 332 in 1973 with an associated capital investment of LE 12.5
 

million and LE 16.7 million respectively. After the announcement of
 

the Open Door Policy, the number of approved projects jumped to 740
 

in 1975 (with a capital investment of LE 67.1 million), 813 in 1979
 

(capital of LE 166.6 million) and 907 in 1980 (capital of LE 259.9
 

million). This represents significant annual growth rates for the 1970

1980 period of 11% for the number of projects and 36% for the associated
 
2
 

capital investment. Total approvals between 1975 and 1980 amounted
 

to 4330 projects and LE 828 million, or about LE 190,000 per project.
 

Although the growth in investment projects is impressive and
 

indicates the significant impact of the Open Door Policy, some addi

tional considerations must be noted. First, the level of private
 

investment between 1970 and 1973 was so low that any subsequent improve

ment would look good. Second, the projects only indicate GOFI approval
 

and have not necessarily been implemented. Third, the much more rapid
 

growth in the level of capital investment than in the number of priJects
 

su-gests a significant number of large scale projects. Fourth, the total
 

level of non Law 43 private investment is still relatively low. In
 

contrast to Law 43 approvals which amounted to LE 2.4 billion between
 

197501980, the investment associated with approved non Law 43 projects
 

was LE 828 million during this period.
 

1Any capital investment project costing LE 8000 or more requires GOFI
 
approval.
 

2Capital investment is estimated in current prices and 
thus includes
 

inflation.
 

111-30
 

Artlur D Litte Internatiml, Inc. 



A final measure of the growth of the private sector, and implicitly
 

of SSEs, is the rate of increase in the gross value of private s'2ctor
 

output. Ministry of Industry statistics show an annual growth -:ate of
 

16.3% for the 1970-1980 period and 20.6% for the 1973-1980 period.
 

Although significant, once inflation is taken into consideration this
 

rate of increase is much less impressive.
 

It should be emphasized that these trends only reflect the activity
 

of those industrial establishments which are officially registered and
 

are submitting the required reports and information to the appropriate
 

authorities. The "underground" economy, of both unregistered firms and
 

establishments which are under-reporting their growth and productions,
 

is not taken into consideration in the available statistics. We believe
 

that these "underground" establishments are likely to have grown more
 

rapidly than the official firms. This is due to a number of factors
 

including the rapid growth in market opportunities in the past 5-7 years,
 

the liberalization of certain price and raw material controls associated
 

with the Open Door Policy, and the heavy regulation of private sector
 

enterprises (which will be further discussed in a later chapter). To
 

the extent that small firms can obtain raw materials and equipment from
 

domestic channels outside of the public sector, it is likely that these
 

firms would find it advantageous to stay as far outside the "official"
 

economy as possible.
 

2. Baseline Projection of SSE Growth
 

We believe that SSEs are unlikely to expand or increase in numbers
 

at more than a slow to moderate rate in the next five years without a
 

major effort to alleviate the constraints which have been limiting
 

growth of these establishments in recent years. The outlook for SSEs
 

is likely to be characterized by the following principal trends over
 

the 	next five years:
 

* 	 Growth of 2% per year in the total number of SSEs which
 

would increase to about 8050 in 1985-86 from the current
 

level of 7290.
 

* 	 An annual rate of increase of 1.5% in the number of SSEs
 

which are officially registered such that these would total
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about 5280 in 1985-86 compared to the 4900 in 1980-81.
 

* 	 A higher growth rate of about 3% per year in the number
 

of "underground" SSEs, resulting in an estimated 2770
 

establishments by 1985-86.1
 

0 	 Employment of between 15,000 and 19,000 workers in new
 

establishments assuming an average labor force of 20-25
 

people per firm.
 

* 	 Real growth in gross value of output produced by SSEs
 

of about 15% per year, reflecting both expansions
 

and new establishments (compared to 10-12% annual growth
 

for industry as a whole).
 

* 	 A small increase in relative SSE contribution to the gross
 

value of total industrial output from 23% currently to 26%
 

by 1985-86.
 

0 Continued growth of "underground" SSEs.
 

Although the projections suggest a relatively positive outlook, we
 

believe that the potential for SSE growth is much more substantial.
 

How to achieve this potential is the question which will be addressed
 

in Phase II of this study.
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IV. CHARACTERISTICS OF SSEs IN EGYPT
 

A. 	INTRODUCTION
 

In the following sections we offer a description of the character

istics of SSEs in Egypt which was developed through interviews with 250
 

small and medium sized manufacturing enterprises, supplemented by dis

cussions with Government officials and other Egyptians knowledgeable
 

about 	SSEs. These firms were selected such that the sample of 250 was
 

a whole with respect to the relarepresentative of the SSE sector as 


tive economic importance of each industrial subsector, the subsector's
 

distribution of firms by number of employees, and its geographical dis

an industrial subsector
tribution. The relative economic importance of 


was taken to be its percentage contribution to the gross value of private
 

sector output.
 

Two hundr *. of these firms were interviewed by experienced Egyptian
 

interviewers who worked from a questionnaire and were briefed as to the
 

particular information sought from each question. The English version
 

of the Arabic questionnaire used in this extensive interview program is
 

shown in Appendix B. The remaining 50 firms were interviewed in an un

structured discussion format, in most instances by a two-person team
 

consisting of one ADL team member and one team member from our Egyptian
 

subcontractor, ARICON. The aim in this intensive interview program was
 

to cover the same range of issues as in the extensive program but to do
 

so in a more informal manner which would enhance the possibility of
 

deeper or more candid discussion. To the extent possible, an effort was
 

made to combine experience in finance with experience in engineering
 

on each two person field team.
 

The following sections summarize the results of the different inter

view programs into a characterization of SSEs in the context of major
 

operational factors: management practices, production technology, raw
 

material procurement, employment practices, marketing, and credit and
 

finance.
 

It is not easy to establish broad common denominators in a multi

industry study in which there are a variety of different manufacturing
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activities within each industry and where the number of firms inter
viewed in a given industry is necessarily limited). Even within a singl
 
manufacturing activity there will be, for example, a spectrum of atti
tudes towards growth, ranging from the future-oriented firm looking for
 
products which have growth potential to the firm which is content 
to
 
remain where it is, both in products and in volume. As a consequence,
 
in identifying common denominators, judgmental analysis must be combined
 
with quantitative analysis, and the combination runs the risk of giving
 
a few general characteristics disproportionate attention.
 

It should also be noted that 
our interview period followed immed
iately after the death of President Sadat. 
 This event, terminating a
 
relatively long period of stability, unquestionably shocked the country,
 
and most probably brought some 
bias to our findings. We believe that
 
in this period of reappraisal businessmen were more conservative about
 
their future p.' spects than would previously have been the case. Cer
tainly the very high cancellation rate for tourist group reservations
 
significantly impicted sales in the Khan-el-Khalily and other Cairo tour
 
shops during the peak November-December sales period, and caused worker
 
lay-offs in this supply network.
 

Despite these hazards it is our judgment that the following descrip
tion of SSE characteristics if fair and accurate as of this time. How
ever, SEEs show much dynamism and priority findings at this time may not
 
necessarily retain their validity into the future. 
Moreover, these
 
findings are initial ones 
in an area not previously examined in depth
 
and should be regarded as subject to re-examination and refinement over
 

time.
 

B. 	MANAGEMENT PRACTICES
 

Very few small scale enterprises, 6.5% of the firms sampled in the
 
extensive interview program, are joint stock companies. Most are family
 
operations or partnerships and the dominant management practice is that
 
of absolute personal supervision by the owner(s). For example, one
 
company we visited does not operate a third shift because the owner
 
must sleep. Another exporting company is limited by the ability of the
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owner, his wife, and son to personally inspect each finished piece.
 

Even in a more sophisticated small factory, the owner's brothers super

vise the production floor via a video camera in their adjacent office.
 

Other manifestations of this personal management style include:
 

A dislike of multiple plants, or distribution centers, or
 e 


off premises sub-assembly operations.
 

the owner's home and his business.
e Close proximity of 


Because of several factors, including limited delegation of respon

sibility and authority, virtually no control exercised through a manage

ment information or a production/financial reporting system, an unreliable
 

telephone system and traffic congestion inhibiting travel, the typical
 

(brothers,
management arrangement appears to be a two man family team 


This system allows for a continuing presence at
father/son-in-laws). 

Among
the plant, as well as attention to necessary off premises tasks. 


larger companies it is common to have an administrative/financial office
 

located in Centrai Cairo with production operations at a plant within
 

driving range under the supervision of a plant manager. Again, close
 

administrative control is exercised by frequent visits to the plant.
 

The relative
Management by objective is an almost unknown concept. 


historic importance of trading rather than manufacturing in the economy
 

Therefore,
means that opportunistic, short-term horizons predominate. 


strategic planning, management by objective,
the managerial skills of 


actual with forecast, patience, and reinvestment for long
comparison of 


term gain have not been significantly developed.
 

It is, for example, the normal expectation among bankers that a pre

feasibility study will turn out to be inadequate in any professional
 

sense. Investment project studies most typically are prepared to achieve
 

the specific objective of GOFI approval. Because the GOFI review Is
 

basically a technical analysis, the report will be strongest in that
 

area. Feasibility studies are not prepared with the view that they will
 

become a critical management document for the sponsor - a strategic plan
 

with a detailed implementation schedule and a risk/reward analysis for
 

Board decision. Instead, they are prepared for an external audience,
 

and designed to pass the narrow focus of a bureaucratic eye.
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Also missing is the developed country practice of significant "up

front" investment of funds at the pre-feasibility stage. The tendency
 

is to get GOFI approval "on the cheap" and thus be assured of a potential
 

opportunity to recoup study costs from an actual project.
 

It is interesting that the responses to our extensive survey indicate
 

that SSEs overwhelmingly (approximately 95%) believe their administrative
 

skills and style are more than adequate to meet their financial, account

ing, production, and marketing needs. Furthermore, they do not believe
 

that assistance in improving these skills is needed. We intend the above
 

comments to be descriptive of conditions we have observed and not to be
 

interpreted as critical of Egyptian entrepreneurs. On the contrary, we
 

were tremendously impressed with the managers we met, and would charac

terize the group as:
 

* 	extremely hard-working, and dedicated to the enterprises in
 

which they are investing their lives;
 

* 	energetically striving to "get ahead" in the face of insti

tutional and operational frustrations which would have com

pletely sapped the zest of a developed country entrepreneur.
 

* 	creative and ingenious in making the most of available re

sources.
 

e 	actively interested in discovering how their operation could
 

benefit from developed country expertise.
 

At the same time, there is great need to broaden the perspectives
 

of many SSE managers in regard to what might be accomplished with alter

native managerial practices.
 

C. PRODUCTION TECHNOLOGY
 

Present day use of the word "technology" implies not only the phy

sical equipment employed in a process but also the human organization
 

and information systems required to make economic and social use of the
 

equipment. Put another way, technology is perceived to consist of both
 

hardware and software.
 

Egyptian private sector industrial production consists of four tiers.
 

At the top are a few generally larger companies - almost exclusively
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newly chartered under Law 43 - which enjoy the benefits of all new
 

plant and modern machinery. In the past two to three years some tradi

tional partnership firms, most noticably in shoe manufacture, have
 

entered this tier with new plants organized for high production with
 

modern machinery. Below this tier is a group of companies, usually
 

partnerships, which have introduced one or more pieces of new equip

ment 
into their existing plant, but have generally retained their
 

historic production culture and facilities. Next are those companies
 

which have not modernized -- and hold together ancient pieces of pro

duction equipment with marvelous ingenuity and operate with a very high
 

labor element.
 

The fourth tier, at the bottom, is a large group of "unofficial" or
 

unregistered companies, whose number of employees and invested capital
 

is on the border line of the GOFI registration requirements. Their
 

production e',, ipment usually is more antiquated and in poorer conditioft
 

than that of companic,; in the third tier, one reason being that these
 

companies are outside the system which might assist them in procuring
 

better equipment.
 

1. Hardware Tecnnologj
 

Of the 200 firms in the extensive survey, 30% mentioned problems in
 

obtaining information on new technologies. The level of sophistication
 

of the hardware technology used does not vary systematically by subsectc
 

but rather by the size of the SSE. At one end of the scale we saw small
 

SSEs using old, but proven technology combined with a great deal of
 

creativity and ingenuity to achieve the desired production process.
 

Many of these firms would like to acquire more sophisticated technologie
 

if they knew how to get it at what they consider a reasonable cost
 

(which is not always a realistic cost). At the other end of the scale
 

we saw large firms using sophisticated equipment, most of which is
 

imported from Europe, in what might be described as "reasonable" semi

automatic production methods. By "reasonable" we mean technology which
 

labor to load and unload the product at each
utilizes a high degree of 


step of the production process, thus taking advantage of low labor rateE
 

in the country while achieving the required quality because machines do
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the actual work, and without the automatic transfer systems which are
 

difficult to install and maintain in this environment and may not be
 

economically feasible. Clearly this "reasonable" semi-automatic tech

nology which can be readily brought into the country is capable of
 

achieving higher levels of productivity while at the same time providing
 

employment. Most SSEs considering high production equipment seem to
 

recognize this and no manager we interviewed was looking for fully auto

mated systems for this environment.
 

Incentive for the SSE to upgrade its tecbnology can come from several
 

sources. The company may wish to expand and wants to insure that the
 

investment will yield the best overall return. Competition from imported
 

products or from other SSEs which have upgraded their machinery and are
 

producing better quality products may force a SSE to improve its tech

nology in order to retain its market share. Another incentive may be
 

the decline in availability of skilled workers which will require the
 

SSE to replace these skills with more automatic machines. Whatever the
 

incentive for upgrading their technology, the SSE is faced with the for

midable problem of securing the right kind of technology for its particu

lar needs, and many SSEs don't even know where to begin.
 

The top tier of companies described above generally appear to have
 

adequate technology transfer founded in either a transfer of technology
 

on the part of a foreign investor, or the international tender procedures
 

related to the project financing. These firms also represent attractive
 

targets for the sales representatives and local distributors of foreign
 

machinery manufacturers, many of whom are active in Egypt. There appears
 

to be a pattern in that the larger more sophisticated SSEs import equip

ment from Europe (W. Germany, Italy, France and England) and only occa

sionally from the U.S. These larger producers have usually reinvested
 

earnings over time to pay for these imports and have well educated family
 

members (engineers) making the decisions on types of equipment to import
 

or utilize. The major source of information for these SSEs on types of
 

technology available to them ar the Cairo Industrial Fair and brochures
 

and literature which are mailed to them by aggressive European firms.
 

A complaint we heard several times was that Americans usually only sent
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automobiles and electronics to the Cairo Industrial Fair and thus did
 

see and "feel" the types
not allow the local manufacturer a chance to 


of American products they really need. It was also mentioned that the
 

American firms never mailed out brochures and so it was difficult to
 

visualize what was available.
 

In the tier below these high visibility companies, technology trans

fer appears to be directly related to the personality of the owner. A
 

number travel regularly - mostly to Europe - to keep informed of trends
 

The Cairo Industrial Fair and the
and developments in their industry. 


Italian Trade Center in Dokki represent windows for those who want to
 

look around. A not insignificant number have worked abroad themselves
 

or have relatives outside the country who assist them in locating tech

nology appropriate to their needs.
 

The third tier of companies, the smaller SSEs, are not so well
 

placed in getting information on technology and for them this is a prob

lem and a major area of concern. Many of those interviewed would like
 

to see a mechanism for acquiring and helping them analyze this type of
 

as important as "favorable" finan
information and for them this was just 


cing terms for acquiring the tvchnology. Some SSEs were even willing to
 

pay for this information if they knew where to go, or were willing to
 

pay for a license agreement.
 

Some licensing occurs as a method for Egyptian companies to acquire
 

technology, or assistance in production, from abroad. But the only
 

SSEs using this are some of the larger ones that have been able to
 

locate the technology abroad. It is clear from our interviews that many
 

SSEs are hungry for licensing agreements (or joint ventures) with foreig
 

companies as a way of decreasing risk and acquiring and maintaining up

to-date technology. The problem faced by the SSEs is that they are not
 

locate a foreign company for a licensing agreement nor can
sure how to 


they afford the time, energy and money to conduct a search for these
 

types of agreements. This is an area where there clearly is a need for
 

assistance -tnd where minimal efforts could result in some substantial
 

additional investment in the country.
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Almost all maintenance of equipment is performed by the SSE itself
 

with its own staff. Reliable shops for equipment maintenance usually
 

are not available, and if they are the response time is too slow to meet
 

the needs of the SSEs. 

A few SSEs visited have s--- --- ir facilities, some of which 

certain tools which are more ! ad than the equipment in the shop 

itself. These SSEs are usual. epair any piece of equipment 

and sometimes will inventory nent on those pieces which might 

not be repairable immediately minimize the risk of shutting 

down production for long perii due to equipment failure. The 

major constraint to maintenani ick of spare parts. For some SSEE 

the risk associated with havii )f high technology equipment is 

viewed as being unacceptable I .:he repair and spare parts prob

lem, and therefore their leve. Logy is kept to a more simple 

level, or to-the level of rep cation which is available to the 

SSE. 

We must also comment on the very high level of ingenuity we found
 

across the spectrum of industries in copying, developing or modifying
 

existing equipment ot meet the special needs of a particular production
 

situation. One company, for example, was funding the effort of its
 

chief mechanic to duplicate their Italian plastic extrusion machine.
 

The owner was confident this program would successfully yield increased
 

capacity at a cost of LE 20,000 versus LE 80,000 for the current Italian
 

model, and LE 120,000 for an improved Japanese version.
 

2. Software Technology
 

With respect to the software aspect of technology, the knowledge of
 

modern production management techniques is quite rudimentary.
 

" 	Plant layout is generally haphazard and frequently vic

timized by the constraints of multi-floor buildings, or
 

inadequate total space.
 

" 	Quality control by specialized units on a production run
 

sampling basis is not practice by most SSEs.
 

" Product cost accounting is close to non-existent because
 

the basic books of account are not regarded as a management
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tool and thus do not support such a level of sophisti

cation.
 

e Production planning usually is no more than an exercise
 

in crisis management. An owner struggles to actually
 

produce as high a percentage of capacity as he possibly
 

can given the factors of labor shortage, electricity
 

failure, machine down-time, and irregular raw material
 

availability. Almost all smaller companies have inadequate
 

working capital and consequently operate on a cash pur

chase -- cash sales basis with production planning being
 

completely controlled and dependent on financial factors.
 

Where some financial flexibility exists available resources
 

usually are devoted to raw material stocks. Finished goods
 

are shipped promptly, and there is no production scheduling
 

to maintain predetermined inventory levels of finished
 

goods.
 

Few companies have any real incentive schemes to increase production/
 

productivity. Some of the more sophisticated SSEs attempt to reward
 

workers who exceed certain production levels in order to encourage others
 

to do the same. A few SSE managers expressed the feeling that they were
 

hindered in rewarding the better employees because the government man

dates that salary increases must include raises to all employees.
 

Most SSEs do not believe that inadequate "technology software" is
 

to blame for their production/productivity problems. Instead, they
 

complain of shortages of parts and materials, poor quality materials,
 

electricity blackouts, worker absenteeism, and government regulation.
 

D. 	RAW MATERIAL PROCUREMENT
 

Regardless of the sub-sector interviewed, problems and procedures
 

associated with the acquiring of local raw materials was mentioned by
 

50% of those interviewed were similar for SSEs we interviewed, although
 

it appears that larger SSEs were able to dedicate more manpower to this
 

task and therefore were able to secure more constant and adequate sup

plies than their smaller counterparts. Credit terms are usually not
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from local suppliers (only 25% of SSEs received supplier credit accord

ing to our interview), forcing the purchaser to pay cash on delivery for
 

raw materials. This is probably due to the fact that the suppliers of
 

raw materials face a strong demand for their products and find it totall3
 

unnecessary to provide credit in order to achieve a sale. Delivery
 

time varies by raw material and in those cases when the raw material is
 

in short supply (aluminum, for example) which appears to be the case
 

when the original source for most or all the material is outside o'
 

Egypt, delivery times stretch out over a period of months, while other
 

raw materials such as oil, cotton, and )ther locally available or pro

duced products were deliverable on very short notice.
 

The quality of raw materials leaves much to be desired, and many
 

times is the cause of low productivity in some industries. A lack of
 

quality consistency in raw materials, which was mentioned by about 50%
 

of the extensive interview sample, not infrequently requires the pro

ducer to reprocess the raw material itsLf before pushing it into pro

duction in order to achieve the quality and consistency needed for
 

advanced technology operations.
 

For imported raw materials, the problems were common in that most
 

SSEs that utilize imported raw materials felt that the government could
 

relax the red tape associated with importation procedures. Few SSEs
 

appreciated or recognized that the government needed to monitor imports
 

in order to insure that these privileges were not abused by importers.
 

Here the larger SSEs have an advantage over the smaller ones in that
 

they can afford to place full time staff to monitor imports and clear
 

the imports through the system. The large SSEs are also able to secure
 

financing from exporters of up to six months at international rates
 

(although many preferred not to use this type of financing and use their
 

own capital to pay for the imports).
 

The sources for many of the industrial raw materials and intermediate
 

goods used by SSEs are public sector companies or government factories.
 

Many SSEs had complaints about quality (see above), about the size of
 

their quota where quotas are imposed, and about competing public sector
 

plants getting better quality materials. Whatever the validity of the
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individual complaints, the frequency of complaint suggests that problems
 

do exist in the relationship between SSEs and public sector raw material
 

producers.
 

E. EMPLOYMENT PRACTICES
 

1. Skilled Labor
 

It is the almost universal perception of the SSE owners we inter

viewed 	that the availability of skilled labor is a major operational
 

the firms interviewed cited a shortage
constraint. About 70 percent of 


of skilled workers and 48 percent indicated a lack of semi-skilled
 

workers to be a major constraint. For example, we visited a leather
 

company, with three finishing factories which had places for a total
 

of 200 workers but maintained only 65 on the production line. The
 

owner qtated that the problem of labor availability was always an active
 

topic at meetigs of his Chamber of the Federation of Industries.
 

We found a variety of incentives used to attract skilled and semi

skilled labor. SSEs' attempt to meet this requirements for skilled and
 

semi-skilled labor through several means including apprenticeships for
 

boys (rarely for girls); on the Job training; and hiring workers away
 

from other private firms or from public sector enterprises. Practices
 

we noted include:
 

- periodic bonuses
 

- transportation allowances
 

- piece rate production incentive payments
 

- regular work schedules on a 12 hour basis, so that
 

base pay may be effectively doubled by the overtime
 

payment (i.e., frequently at 2x rather than the 1.5
 

time required by law).
 

Although there is almost universal agreement that shortages of
 

skilled labor (and to a somewhat lesser extent semi-skilled labor) are
 

a problem for SSEs, there is no consensus as to the causes or acuteness
 

are completely
of the constraint. Several of the apparent factors 


outside the control of the SSE, including: the limited capacity of the
 

vocational training system relative to demand for skilled labor; the
 

high wages offered in neighboring oil-rich countries (although some
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respondents indicated that the net pay differential was not less of a
 

factor); the complete job security offered by public sector enterprises;
 

and the low prestige associated with manual labor and possibly with
 

working in SSEs.
 

Other factors are at least partially related to the operating
 

practices of SSEs. The most obvious of these is the low pay offered
 

by SSEs compared to other opportunities. For example, we visited a
 

factory with 60 glass making machines where the owner averaged only
 

10 machines on line because he did not have the necessary trained
 

workers. He was paying IE 1.20 per day, and commented that non-skilled
 

workers could make LE 2.00 per day pumping gas. It did not seem to
 

have occurred to him that there might be a relationship between his pay
 

scale and his problem.
 

Another fa,:or is the poor and often unsafe working conditions in
 

many SSEs. Thli could explain why a small shoe factory owner expressed
 

the opinion that since the pay scale for skilled workers was so high,
 

workers could afford the luxury of a frequent day off. This suggests
 

that workers value leisure time more than additional income working in
 

an unpleasant or unsafe environment. In general, it appears likely
 

that SSEs have a difficult time attracting skilled workers in a tight
 

market ,ven more comfortable, safer, higher paying, more secure and
 

higher prestige opportunities elsewhere.
 

2. Unskilled Workers
 

One of the most surprising findings of the field surveys is the
 

perception of unskilled labor shortages as a problem for SSEs. Almost
 

60 percent of the establishments interviewed cited the lack of unskilled
 

labor to be an acute problem. This is particularly surprising in an
 

economy with a high level of visibly underemployed people. One possible
 

explanation for this situation is the poor working conditions, long
 

hours, and relatively low pay which are characteristic of many SSEs.
 

Furthermore, extensive government subsidies of basic necessities may
 

make it possible for people to subsist without having to tolerate these
 

working conditions for long.
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Another reason could be the labor laws and regulations which were
 

perceived to be highly burdensome by most interviewees. We observed
 

a universal desire to keep the number of permanent employees as low as
 

possible while maintaining a high level of temporary workers. This
 

tendency, in turn, could make it harder for SSEs to attract and keep
 

workers. Key considerations influencing this attitude are:
 

(1) The legal requirement to unionize plants with over 50
 

workers;
 

(2) The difficulty of discharging permanent workers, a
 

situation which biases owners/managers to keep this
 

group low in order to enforce quality, production
 

and discipline standards.
 

(3) High employer social security payments amounting to
 

a benefit cost of 20% beyond the direct labor costs.
 

Government mandated minimum wage levels have increased
 

40% in 1980/1981, and employers have become particu

larly sensitive to the total labor cost of a permanent
 

worker.
 

(4) Labor legislation that is not adequately flexible to
 

permit seasonal adjustments in a factory work force
 

to reflect seasonal market demand (bedroom furniture
 

in Egypt, for example, is sold in the summer and pro

duction is low in the winter). Managers, therefore,
 

try to hold their official, stated labor force to the
 

seasonal low point.
 

(5) The psychological importance of the number of employees
 

shown in official records with respect to the visibility
 

of a company in all its relationships with the Govern

ment. The 50 employee level was the minimum level for
 

nationalization under President Nasser.
 

All of these factors serve to create a large group of "temporary"
 

workers which in turn has two sub-groupings:
 

0 "temporary workers", who are in reality always required
 

in the work force of a company.
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"temporary workers" needed for an unusual production
 

situation (a large order, faster delivery, seasonal
 

fluctuation, etc.)
 

From our observations, the temporary worker groupings contain sig

nificant numbers of children, young-boys and women. We noted that:
 

:hildren (boys) are almost universally aeen in private
 
1
 

3ector factories in all industries.


(oung boys who have dropped out of the educational sys

:em are broadly employed prior to their military service.
 

Chere are limited numbers of unmarried, "village" women
 

forking in the industrial sector - particularly in the
 

Einal product packing of consumer goods. We believe most
 

'village" women do not continue working after marriage.
 

4e found in our visits that information concerning the
 

iumber of women workers furnished by a manager in his office
 

)ften understated the number we would see later during a
 

.actory tour. This may have been a classification problem
 

is unmarried women are considered girls, but we were also
 

:old it is customary to consider a woman worker as the
 

aquivalent of one half an employee.
 

There is a different situation with respect to skilled or
 

)rofessional women living in Cairo who remain in the work
 

.orce in significant numbers after marriage. The rate of
 

;rowth in the urban cost of living also serves to make the
 

:wo income family increasingly necessary for maintenance
 

of living standards.
 

3. General Labor Practices
 

By law anyone entering the labor force registers at an office in
 

his municipality and is given a number. Factories are required to make
 

a monthly report on their labor vacancy needs to the Registry office.
 

If the skills of those on the registration are appropriate, such
 

IBy law children aged 12 are allowed to work provided time is provided
 

also for schooling. Many schools operate on a shift basis.
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applicants must be hired according to registration number priority.
 

to the extent this system operates it
It is our impression that 


so with the public rather than the private sector. Certainly it
does 


operate at all with the large "unofficial" or unregistered
does not 


the total private sector (including the artisanal firms).
component of 


(work
rhere is also a provision that defined need for "casual" labor 


more than I month) is not subject to the rules
efforts extending not 


we believe that maximum advantage is
of worker need reporting, and 


taken of this clause.
 

It is our observation that new private sector industrial workers
 

are largely recruited by the word of mouth solicitation among the
 

friends and neighbors of present employees. This practice appears
 

based on the fact that the difficulties in commuter transportation
 

argue for drawing people from the more accessible geographic areas.
 

Help wanted -vertisements in newspapers are also used.
 

Commonly, employers prefer new entrants into the labor market so
 

they may train them in their own particular methods and practices,
 

and not have to "untrain" them from bad habits acquired in other plants
 

The exception to this condition is found at the skilled worker level,
 

where experienced workers are recruited selectively from like industry
 

the basis of salary. Public sector companies are often
companies on 


the target of such pirating.
 

Training is on the job, and a new employee works either as a mem

ber of a group - or team - or with a more experienced worker. Foremen
 

are notably lacking responsibility as trainers, or supervisors. The
 

someone with a responjob description "foreman" appears to identify 


sibility to keep the machines running and production flowing, not
 

This responsibilit:
someone with a responsibility for worker relations. 


is handled directly by the owner.
 

found a father training
In one instance in the shoe industry we 


his two daughters in his work, and we believe the sponsor network which
 

brings in a new employee may also be influential in arranging and
 

providing his initial training.
 

IV-15
 

Arthur D Ltle Internatioml, Inc. 



Outside training programs were not highly regarded in the companies
 

we visited, and less than 6% of the SSEs sampled by us were aware of
 

any government training programs for laborers. Managers mention the
 

negative aspects associated with loss of productive time and the
 

probability a newly trained wor!er will take his skills to another
 

company, or another country, for increased pay. They believe that
 

they will not be the ones to benefit from any outside training provided
 

Moreover, in the more modern or sophisticated industries there is a
 

feeling that the training available may not reflect the plant's own
 

level of technology.
 

Working conditions in the industrial activities do not seem to be
 

a factor in management thinking (with the exception of the food in

dustry where attention must be paid to health regulations). Lighting
 

is poor, most work stations are crowded together and housekeeping un

praCticed. There seems to be minimum recognition of a possible rela

tionship between working conditions and the quantity or quality of
 

output. Management offices often are equally inefficient, dark, and
 

cluttered. Many are so bad, in fact, that we feel there may well be
 

trut.i in the joke that they are deliberately maintained in this condi

tion to give the tax inspector an overriding impression of poverty and
 

failure.
 

While many small factory owners say that they operate as a "family"
 

and that they attend employee weddings, and see employees outside the
 

factory (because they probably live in the same general area), and
 

maintain factory morale through personal interaction with individual
 

employees, we view this as a limited statement. We found an equal
 

tendency to view workers as a necessary adjunct to the uperation of
 

production machines (to be replaced by new machines whenever possible).
 

We found a close parallel here to the work relationship culture
 

which we have observed in Mexico - a much more developed country. The
 

owner there is both dictatorial and paternalistic, speaking of "my"
 

workers and "my" machines. A worker accepts this as perfectly satis

factory in a small factory, where he is in fact in a close relation

ship to the "boss", and the existence of such a close relationship
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to
 
gives the worker status. Implicit also is attention by the owner 


the family crises of his employees.
 

Most SSE companies are family businesses and the owners do not see
 

future owners. An employee does not logically save
 their employees as 


to buy into a family business, and the costs associated with getting
 

a potential entrepreneur without
 married in Egypt are so high that 


remain single - if he
 
family support will probably have to decide to 


wishes to save capital for his own business.
 

F. MARKETING
 

Marketing is clearly subordinate to production and 
finance in the
 

survey showed that approximately
priorities of SSE management, and our 


60% of the SSEs interviewed do not promote their sales in any way. The
 

enormous unsatisfied domestic demand appears
continuing existence of 


Apparently everything that can be proresponsible for this ranking. 


duced can be sold.
 

Very little effort or emphasis, if any at all, is placed on the
 

collection or analysis of market information by the SSE manager. Many
 

times the SSE manager is only aware of the fact that local production
 

of his product is much smaller than thL demand in the Egyptian market,
 

that the

and that the difference is being made up through imports, and 


Only the more sophistimarket can absorb all he can possibly produce. 


aware of their market share and other pertinent
cated producers are 


on their own experience
market information, which they estimate based 


from published market statistics which are
in the market rather than 


very limited. Little evidence of sophisticated forecasting techniques
 

the SSEs are not on the
exibts since the constraints which face many of 


the production side of the enterprise.
marketing side, but rather on 


Forecasts are based on what the SSE manager feels he can produce 
given
 

raw materials and other production factors that
the capacity, labor, 


are available.
 

the immediate
On the other hand, SSE owners are very clear about 


basis of competition.
 

-7 Atih 

Arthur D Little Internatknl, Inc 



" If they are in competition with a public sector company, 

they are undoubtedly competing on the basis of better 

quality, and delivery time, and have calculated this 

value differential in establishing their pricing struc

ture. 

" If a number of private companies are competing they may 

well have established some degree of price fixing through 

informal cartels. 

" Where multiple distribution channels are being used, 

attention has been given to volume incentives, and appro

priate discounts. 

Salesmen are paid on a commission basis with payment based on cash
 

collections,, not on orders. Deliveries are generally made direct from
 

the 	factory, rather than-from a distribution warehouse.
 

It is our finding that in Egypt, as in the developed world, there
 

are: 

" 	Companies with an established market niche, premium
 

pricing and high volume which are extremely profitable.
 

" 	Companies which price to obtain a high unit profit, and
 

are then production limited, and hardly cover all fixed
 

costs.
 

" A very few companies with a pricing policy which delib

erately sacrifices unit profit in an effort to gain
 

narket penetration.
 

a Companies which face strong price competition from im

ported products (Japanese nuts and bolts).
 

e Companies which fact strong import competition regardless
 

of price because of the prestige associated with foreign
 

brands (perfumes).
 

e 	Companies which are probably in price transition (shoes,
 

where the industry appears to be in a significant shift
 

from artisan production to highly mechanized production).
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0 	Companies which operate under price control policies which
 

preclude any product profit (e.g. bread, with the result
 

that bakers must recoup their profit out of pastries).
 

1. 	Inter-Company Transactions
 

our visits, we saw only limited evidence of subcontracting with
In 


larger corporations. Even when the product was being sold to other
 

companies for further processing or finishing, no subcontracting agree

ments existed. Part of the reason for this may be that since the pro

duct being produced is usually in short supply, there is little advant

to 	be gained by limiting ones' sales options with a contract. Also
age 


achieve in this environment due
production schedules are difficult to 


to the uncertainty in raw materials, etc. and the SSE manager may view
 

a contract as an overly risky commitment.
 

Public sector company procurement needs are published, with the
 

price, quality, repuselection among bidders being made on the basis of 


tation, and delivery schedule, and 45% of the sampled SSEs did sell at
 

least some production to public sector enterprises. There is no con

cept of "small business" set-aside programs as practiced in some other
 

countries - either in the form of percentage of the total purchases,
 

or through the reservation of certain listed products for small busin

ess suppliers.
 

Private sector companies who buy from public companies generally
 

express the feeling that they operate at a disadvantage when competing
 

against public buyers, and suffer In terms of the size of their allo

cation (when supply is limited), quality and delivery. There is also
 

a strong feeling that public companies are favored in the competition
 

for imported raw materials.
 

As the Ministry of Industry has moved in the direction of delegating
 

limited operational freedom to the Chairmen of public companies,
 

sales policies also appears
flexibility with respect to private sector 


to have developed. For example:
 

* 	When an item is in short supply, it may well be offered
 

for cash purchase only (a policy of course, which does
 

not favor small companies). In some instances a short
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supply item may only be available in connection with a
 

tie-in-order covering certain of the slow moving products
 

of the same factory.
 

Where a public factory is pushing sales of a product it
 

may 	well offer credit to regular private customers as a
 

sales tool.
 

Those instances where private companies are selling to both private
 

and public entities are relatively few. Where allocation is a factor
 

it applies to both types of customers (i.e., an aluminum kitchen utensil
 

manufacturer selling both public wholesalers and private distributors,
 

allocates to both).
 

2. 	Export Shipments
 

With ample local orders available to support capacity, there is
 

little incentive for a small manufacturer to seek out export opportuni-.
 

ties. Any export shipment with a value in excess of LE 100 must be
 

supported by a confirmed letter of credit, and we found that owners
 

generally view the time invested/reward ratio negatively. A plastic
 

bag manufacturer, for example, felt there would be an extra profit
 

margin for him if he by-passed his distributor and developed direct
 

export sales, and that solicitation would increase volume, but did not
 

see this activity as holding priority interest for him.1 Consequently,
 

only 4% of our extensive interview sample sold any of their production
 

to exporters.
 

G. 	CREDIT AND FINANCE
 

A primary financial concern of private sector owners is tax avoid

ance, and financial records are always kept with this objective in mind.
 

CPA's prepare tax reports, not statements for the purpose of obtaining
 

credit.
 

There is unanimity of opinion among the western trained bankers who
 

interface with this attitude that credit cannot be extended on the
 

iFor further discussion of private sector exports see Appendix D
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basis of the financial reports furnished by applicants. (Such bankers,
 

to be exposed only to the larger, and presumably more
of 	course, tend 


financially sophisticated companies). Loan commitments are made on
 

laborious
the basis of the reputation of the owner, and the bank's own 


a balance sheet and profit and loss statement from
construction of 


field inspection data and interviews.
 

In an environment where financial data is suspect, it is quite
 

natural for lenders to relate their assumption of risk directly to
 

specific asset items whose value can be independently verified (and
 

liquidated in case of necessity). Such assets in descending order of
 

risk attractiveness are:
 

o 	land and buildings
 

o 	equipment
 

o 	bills of exchange
 

e 	raw materials inventory (placed under the physical
 

custody of the bink).
 

Such a system of risk assumption means that a borrower's access to
 

institutional credit will be determined and controlled by collateral
 

values rather than by the system of balance sheet, profit and loss, and
 

cash flow analysis commonly used by western lenders to determine credit
 

a loan program. From the viewpoint of
worthiness and the elements of 


market need, a serious limitation of any collateral value system is its
 

failure to provide work-in-process financing for manufacturing companieE
 

I. Fixed Asset Financing
 

Expansion of capacity normally requires the acquisition of addi

tional space and equipment. There is a high probability in a collateral
 

driven system that such an investment will deplete working capital.
 

While existing assets may have a tie-in value sufficient to support
 

much of a lender's requirement for collateral to loan coverage, the
 

borrower may well dip into his cash resources to make up the down pay

ment.
 

In the case of an entirely new enterprise developed as a (family)
 

is also likely that the liquidity
affiliate of an existing business, it 


of the latter will suffer in the accumulation of start-up capital.
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Thus, the expansion of manufacturing capacity tends to impact the
 
amount of working capital available to support the existing level of
 
operations, as well as creating a need for financing of the new trading
 

assets which are related to the increase in volume.
 

We found financing to the largest more secure SSEs to be readily
 
available through the banking system because of the amount of collateral
 

they have to offer. 
 Foreign exchange loans are at international rates
 
(although we saw a preference for using internal funds for financing
 

imported equipment rather than accepting bank terms). The Development
 

Industrial Bank does offer a favorable exchange rate on import 
trans

actions coupled with slightly subsidized financing rates, but large
 
SSEs perceive the DIB to be risk adverse, profit oriented, and too
 

rigid and slow in closing its paper work, and many would rather stay
 
away from the * B and public banks altogether.
 

Smaller or 'aewer SSEs, which are not backed oy Large amounts ot
 
collateral or 
private money, are forced to work under these constraints
 
and many times have dealt with the problem creatively. In our survey,
 
for example, we saw that 107 out of 
200 firms interviewed did not own
 
their land on buildings, but instead leased them, giving them even
 

less collateral to offer in order to receive financing. The option of
 
importing new equipment or purchasing locally produced equipment (which
 
is limited) is almost non-existent due to this lack of financing because
 
of the collateral problem, but also because this group of SSEs appear
 
to see a high risk associated with borrowing and the requirement of
 
making fixed payments over time. These SSEs typically have old, worn,
 
but functional equipment that has been creatively put together from
 
various sources. They buy used equipment from other companies, adapt
 

machinery intended for other uses to their production, or manufacture
 

their own equipment based on what they have been in catalogs or in
 
other companies. 
These firms seek to minimize their borrowing from
 

financial institutions, preferring instead to raise capital among
 

relatives.
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2. Working Capital Financing
 

We found working capital financing, as the term is used in the dev

eloped world, to be a major problem area. Across all subsectors, and
 

in all but the very largest companies, a lack of liquidity was almost
 

always cited as an operating and expansion constraint.
 

We view this situation as arising out of the following series of
 

complex relationships.
 

Bank Related
 

9 All bank borrowing is short term. As mentioned above, 

short term borrowing is frequently used to finance 

fixed asset expansion (and thus effects liquidity). 

@ Loans with a maximum maturity of 12 months are gener

ally secured with fixed assets with an advance rate of 

less than 50% on the collateral. 

To a limited extent bank financing is available against
 

firm orders but only on the basis of a 25% advance. Raw
 

material financing which is available under the "lock and
 

key" system with an 80% advance rate, demands the physical
 

presence of the lender on premises to release the material
 

into production.
 

It is our finding, therefore, than the existing banking programs for
 

financing working capital consist of a number of quite discrete loan
 

products which are not integrated to form an adequate credit delivery
 

system.
 

Other
 

The extension of trade credit is also a factor effecting liquidity.
 

Among the smallest companies almost all purchases and sales are for cash
 

(although some manufacturers sell to shops on the basis of a 50% deposit
 

with the order, and the balance payable on delivery). At a slightly
 

larger size level some sales are made to shops on the basis of a 50%
 

cash payment at the time of delivery with the balance payable weekly
 

as sales are made.
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We believe that when the larger SSE manufacturing companies sell to
 

other private companies, they do so on 30 day terms to conform to com

petitive practice, with the amount of such credit based on their own
 

relationship experience. Sales to public companies are generally or
 

the basis of payment after the goods have been received and inspected
 

and the related papers approved. This process takes a minimum of 20
 

days.
 

Finally, among some companies, there is a clear reluctance to
 

borrow; about 45% of our extensive sample felt they did not need loans,
 

or did not wish to put the factory into debt. Among the elements con

tributing to this attitude appear to be the following:
 

" A risk adverse orientation on the part of more traditional 

managements. 

" An emotional perception that the rapid increase in interest 

rates from 7% to 15% in a few years represents an unconscion

able action by the banks. 

" The religious bias against the payment of interest. 

3. The Stratification of Credit
 

We found the private sector to be stratified in all sub-sectors
 

with respect to its use of and access to institutional credit.
 

e 	Larger Companies
 

As indicated, the larger private manufacturing companies
 

appear to have reasonable access to bank credit, and
 
1
 

thus enjoy the option of whether or not to use it. With
 

this group a definite relationship appears to exist between
 

the cost of capital (interest rates) and the choice of
 

technology, and the overall choice to expand, although
 

the issue is clouded by the present limited and inefficient
 

capital markets which provide relatively little debt finan

cing.
 

INote: This view also shared by the majority of the bankers we inter

viewed who fQlt money was available, and that there was active com
petition among banks for large, Law 43 joint venture projects.
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there has been a holding
Evidenced by our interviews, 


the recent high interest
back of capital investment due to 


rates faced by Egyptians in both the local and international
 

money markets and of those not using bank credit, approxi

mately 1/3 said this was because of high interest rates.
 

The choice made as a result of these interest rates, how

ever, is not one of settling for less expensive projects
 

or lesser technologies, but rather in yes or no decisions
 

for any action with respect to expansion or reinvestment.
 

expansion, it
Moreover, in those cases where we have seen 


has frequently not been financed through external finan

cing, but rather through internal funds or retained earn-


One reason, we believe, for the significant use of
ings. 


internally generated funds may be that when available,
 

they hrve a much lower opportunity cost than borrowed
 

funds, (since there is not adequate market in which owners
 

may place their internal funds and earn a reasonable
 

Reinvested
return while also diversifying their interests). 


funds eliminate the need for debt financing which would
 

cost more than they can receive for their own internally
 

generated funds if they are taken out of the business.
 

Those larger firms that do not have internal funds, still
 

do not make extensive use of external financing for a
 

variety of reasons. Lack of sufficient collateral is a
 

constraint which is mentioned often in the environment,
 

and this is because banks tend not to lend on the soundness
 

of the project, but rather only on the soundness of the
 

(length of loan,
security. Owners also mentioned that terms 


payment stream) reflected more the bank's needs than those
 

the borrower, and were not always favorable. Finally,
of 


there is a perceived risk in having to make fixed payments
 

over time in an environment which is constantly changing
 

and subject to shortages which can upset production, an
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attitude which may also explain the preference for internal
 

funds when they are available.
 

The above constraints have acted to limit expansion and the
 

introduction of new technologies, and obviously have an
 

impact on employment. Although expansion usually introduces
 

more efficient utilization of labor, and the labor component
 

per unit decreases, the overall result is a net increase in
 

employment as a result of expansion because of the large
 

inzreases in total capacity which occurs. No expansion
 

obviously limits the employment growth in the country.
 

* 	Small Manufacturing Companies
 

In contrast with the sophistication expressed above, locally
 

owned firms with 10-50 employees appeared generally inter

ested in obtaining some form of financing for expansion.
 

They feel their lack of funds impacts both current opera

tions (insufficient raw material on hand) and expansion
 

(inability to purchase land for relocation). However, they
 

also appear to have almost an adversary relationship with
 

the banking industry, and frequently express the greater
 

desirability of taking in a partner to obtain additional
 

funds. (This attitude may be responsible for the strong
 

growth of the Islamic banks which offer a form of partner

ship risk financing).
 

Frequently expressed examples of the frustrations of small
 

company owners with the service capability of the banking
 

industry were:
 

" 	high interest rates
 

" 	collateral requirements
 

" 	time consuming procedures
 

" 	rapid repaym.n: requirements.
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During our study a unique example of the mismatch between the per

ceived needs of SSEs and banking industry service came to our attention.
 

In 1979 and 1980 the National Planning Institute sponsored a study of
 

those with
the banking relationships of small businesses (defined as 


In this
under 50 employees) in all segments of the textile industry. 


project a sample of 304 firms was interviewed; 179 firms, or 59% of the
 

total sample expressed an interest in obtaining bank credit for either
 

raw material or equipment purchases. However, only 30 firms, or 17%
 

of those with an interest in obtaining credit, reported that they had
 

actually been successful in obtaining bank credit.
 

149 Firms, or 83% of those who had expressed interest in obtaining
 

edit, reported they did not have access to bank financing.
 

4. AID Private Sector Financial Support Programs
 

The companies we visited were not particularlywell informed con

cerning AID financial support programs for private industry. There
 

was either an absence of knowledge about the existence of such programs
 

or confusion about their operation. Manufacturers expressed resentment
 

over the inclusion of commercial traders in the Commodity Import Progra
 

They felt the fast turnover of goods normal for this group in combina

tion with delayed repayment, provided windfall funding of their general
 

operational activities. In addition, it was felt that procurement
 

requirements and the general level of paper work was burdensome. More

over, in a period of international inflation and rapidly escalating
 

prices AID procedures are seen as time consuming and thus potentially
 

causative of higher purchase cost.
 

The PIE fund was not identified to us as a potential new source of
 

assistance. DIB was characterized both as an important source of ex

pansion financing (although not necessarily in connection with the pur

chase of American made equipment), and as a poor partner for AID funds
 

(for example, comments included "Why does AID force us to go to that 

bank; it is high cost, inefficient, bureaucratic, and doesn't under

stand our problems".) 
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the viability of
Our interviews did not make us sanguine about 


future AID programs tied to the purchase of American made equipment.
 

While there is unquestionably a high level of general in American
 

equipment, in practice the traditional Egyptian pattern of buying
 

European (with relationship, field support, service, and quick-delivery
 

networks all in place) and a perceived lack of market interest on the
 

part of the U.S. manufacturers present definite handicaps.
 

In addition, AID program requirements (most specifically, the re

quirements with respect to U.S. transport and insurance) and the inter

national strength of the dollar, were said to produce unfavorable
 

landed equipment cost differentials on the order of 20-25%.
 

Japanese price competition has also become a new factor in the mar

ketplace. In addition to Japanese interest in the Egyptian market as
 

evidenced by the large number of their business people seen in the
 

hotels, and the abundance of such consumer products as autos, calcu

lators and watches, their presence is now quite evident in the manu

facturing sector. To cite examples, we visited a factory which had
 

changed from German to Japanese printing dyes (on the basis of superior
 

a factory which had changed from Italian to Japanese plastic
quality), 


injection moulding equipment (on the basis of price and sophistication),
 

and a factory which is using modern German machines to manufacture nuts
 

and bolts and finds itself struggling with the problem of Japanese
 

imports.
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V. INSTITUTIONAL ENVIRONMENT
 

A. POLICIES AND REGULATIONS AFFECTING SSES
 

1. Introduction
 

Government policies, as well as the legal and regulatory instruments
 

formulated to implement them, are a major force in shaping the environ

ment in which SSEs operate. Ideally, the policy and legal framework
 

should be supportive and promotional, but in reality it might impose
 

some constraints on the growth and operation of SSEs.
 

The purpose of this section is to briefly review Government indus

trial policies, particularly regarding SSEs, and the principal laws and
 

regulations which have been developed for the private sector. We will
 

then assess the principal implications of the policy and legal framework
 

for SSEs.
 

Our review of Government policy is derived from interviews with
 

officials at t'e- Ministry of Industry, GOFI, and the Investment Authority,:
 

as well as from the study of the Five-Year Economic and Social Development Plan
 

1980/81 - 1984/85. Efforts have been made to incorporate and reflect
 

recent changes in policy emphasis. However, it must be noted the mater

ial here is only intended to indicate the general thrust of Government
 

policy and does not pretend to be an official policy statement. The
 

discussion of the various laws and regulations is based on the examina

tion of the actual legal documents and has been reviewed by outside
 

legal experts.
 

2. Current Policies Affecting SSEs
 

As noted in Chapter III, development of the industrial sector has
 

been targeted as one of the key features of the Government's overall
 

economic development program. Investment and growth in industry are
 

being vigorously promoted as a means to accomplishing the following ob

jectives:
 

9 	Meeting domestic requirements of manufactured products,
 

with particular emphasis on items related to basis human
 

needs such as food, clothing, housing and infrastructural
 

development.
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" Creating employment opportunities, particularly for 

less skilled workers; 

" Encouraging regional decentralization through the 

creation of jobs in areas other than Cairo and Alex

andria; 

" Generating or saving foreign exchange through both 

import substitution and expansion of exports; and, 

" Generally improving the standard of living and equit

ably distributing the gains from industrial growth. 

The strategy which has been adopted to develop the industrial sector
 

is based on the concept of a mixed economy in which both public and
 

private investment have important roles. Through its Development Plan
 

and through regulation of various economic activities (e.g., imports of
 

raw materials and finished goods) the.Government seeks balanced and
 

mutually supportive growth of the public and private sectors. The way in
 

which this strategy is implemented can be described in the following
 

steps:
 

1) Industrial objectives and targets are defined by the
 

appropriate Government planning authorities. This
 

includes the estimation of the market size, or the
 

likely demand for different items. Additional capa

city requirements are defined by subtraction of existing
 

ca-acity from the estimated demand. This work is usu

ally done in GOFI and, in the case of building mater

ials, in the Ministry of Housing. It should be empha

sized that the Development Plan specifically recommends meeting
 

capacity requirements through the implementation of
 

large projects.
 

2) Public sector projects are identified and developed on
 

the basis of Government priorities and available re

sources. The number and size of projects are restricted
 

by the resources allocated to industry. The subsectoral
 

distribution of these projects is mostly based on policy
 

objectives and priorities as well as on determinations of
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where private invest.:ent is least likely or desirable.
 

Currently, most public projects are directed towards
 

basic industries involved in the production of raw mat

erials for infrastructural development, intermediate
 

products, and essential consumer goods. Some industries,
 

such as cement, steel, sugar, and spinning are restric

ted to the public sector, although in these industries
 

some joint ventures with foreign companies are now being
 

implemented.
 

3) Private sector investment is encouraged to fill the gap
 

between what the public sector produces and the estimated
 

market requirements except in those areas which are re

stricted to the public sector. In general, private sec

tor investment projects are approved if GOFI agrees that
 

the additional productive capacity is justified by mar

ket requirements. The projects must of course also meet
 

other national objectives such as employment creation,
 

technology transfer and foreign exchange generation.
 

4) Law 43 of 1974, as amended by Law 32 of 1977, is the
 

principal policy instrument for stimulating the desired
 

private investment. This law, which is further described
 

below, provides fiscal and other incentives for the forma

tion of new companies, both foreign and nationally owned.
 

However, this law and its benefits does not apply to exis

ting companies unless they are joint stock companies in

volved in projects which represent new capacity and which
 

involve new cash equity from outside the existing companies.
 

Because the joint stock company is not the preferred organ

izational form of most small entrepreneurs, Law 43 so far
 

has had only limited success in stimulating the establish

ment of new SSE s. In order for an existing SSE which is
 

not a joint stock company to take advantage of Law 43 pro

visions it must disband and reorganize as a joint stock
 

company and, in addition, it must bring in a significant
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amount of new equity capital. 
Given the difficulties
 
associated with both these steps it 
is not surprising
 
that very few SSE s have taken this route.
 

5) There are no explicit policy mechanisms for stimulating,
 
supporting and directing the investment activity of 
non-

Law 43 companies. 
These companies or 
SSE s, which are

organized under Law 21 of 
19581 represent almost all of
 
the existing private sector. 
 However, 
the Government
 
has not developed any specific plans, policies or 
pro
grams for integrating SSE investment into its overall
 
plan for industrial development. 
The only exception is
 
Law 59 of 1979 which grants special incentives to exis
ting companies which relocate or 
expand in the 
new com
munitie
 

It is important to note that this lack of 
an explicit policy

for SSEs is recognized by 
some Government officials. 
There
 
appears 
to be 
a growing awareness that in order for 
a mixed
 
economy to 
be successful, the public and private components must
 
be integrated 
into a balanced whole which is 
consistent

with Government objectives. 
 It is also now realized
 
that effectively integrating and balancing public and
 
private sector activity will require that much more
 
attention be focused on 
SSE s. 
This increased atten
tion is perceived as 
taking the 
form of specific SSE
 
plans and support programs, integrated sub-sector plans

and programs, and 
new policy instruments. 
We believe
 
that the growing interest in 
SSE s is also spurred by

the belief by at 
least 
some officials that the Egyptian

private sector 
could contribute to 
objectives such as
 
employment, income distribution and geographic decent
ralization. 
A recent decision by the Ministry of Econ

1Although the company form of many of
of 1954, Law 21 
these firms is regulated by Law 26
of 1958 is specifically oriented towards the formation
of industrial establishments.
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omy to allocate a larger proportion of the Ministry of
 

Industry's foreign exchange budget to the private sector
 

for purchases of materials and equipment reflects this
 

trend.
 

3. Laws and Regulations
 

The principal laws which affect private sector establishments are
 

briefly reviewed below. These have been divided into two categories:
 

1) laws which regulate the formation, organization and registration of
 

companies and/or projects; and 2) laws affecting the ongoing annual op

erations of these establishments. The focus of this review is to high

light the principal legal factors which affect SSE's.
 

a. Formation, Organization and Registration of Companies
 

Private companies in Egypt are established under one of
 

two basic laws:
 

e Law 21 of 1958 for the Organization of Industry regu

lated the establishment of all industrial enterprises
 

until Law 43 was enacted in 1974. Consequently, most
 

existing manufacturing establishments are organized
 

under this law. Primarily, Law 21 requires that a
 

license be obtained from the General Organization for
 

Industrialization (GOFI) for the formation, expansion
 

or modification of any industrial enterprise . An
 

application form must be submitted to GOFI for any
 

industrial investment of over LE 8,000 which represents

1
 

a new increase in productive capacity. A license is
 

issued if the national market is judged to warrant the
 

additional capacity. Other factors are also considered.
 

Once a license is issued, a company can proceed to secure
 

any other additional required permits and approvals. Al

though many new companies choose to be established under
 

Law 43, all companies that seek to expand and were ori

ginally established under Law 21 must still go through
 

the Law 21 procedures.
 

lnvestments of under LE 8,000 can be approved at the Governorate level
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e 	Law 43 of 1973 as amended by Law 32 of 1977, applies
 

only to new companies which represent a net addition
 

to Egypt's industrial productive capacity. Thus,
 

a factory which replaces an older one cannot be es

tablished under this measure. Law 43 provides fis

cal and other incentives (which will be further dis

cussed below) in order to encourage investment, both
 

domestic and foreign, in new companies. Existing
 

companies can spin off new projects under Law 43
 

only if they are joint stock companies and if the
 

project involves the infusion of new cash equity from
 

outside the existing company. Potential investors
 

must submit an application to the General Authority
 

for Investment and Free Zones which evaluates the
 

project in terms of its economic viability and con

tribution to national objectives. The application
 

is sent on to other organizations, such as GOFI,
 

for technical evaluation and to insure that the pro

posed project conforms with estimates of national
 

capacity requirements.
 

* 	Law 159 of 1981, or the New Companies Law on the
 

regulation of Joint Stock, Limited Partnership
 

and limited Liability Companies is one of the most
 
2
 

important new laws. The purpose of this new measure
 

is to facilitate and encourage the formation of cor

porate and limited liability business forms. This
 

could be of importance among SSEs since most have
 

tended to be sole proprietorshipsor unlimited partner

ships. The recently issued law defines the legal
 

attributes of the three types of companies; defines
 

the procedures for their foundation; describes the
 

1Although the law is not limited 
to industry, this is the focus taken
 
here.
 

2 This law replaces Law 26 of 1954.
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the rights and liabilities of owners and managers;
 

indicates the rights of workers; and specifies ad

ministrative and management requirements. The pro

visions of the new law include the following key
 

aspects (many of which are substantially different
 

on
from previous laws): 1) a previous LE 5,000 limit 


salaries has been eliminated; 2) a previous requirement
 

that at least 25% of profits must be distributed to work

ers has been reduced to 10%; 3) a person may be a dir

two companies under certain circumstances;
ector of 


4) the law does not override any Law 43 provisions;
 

5) a previous requirement of four worker representa

tives on the Board has been removed although some work

er role is still required. In general, the law simplifies
 

the facilitates the formation of a company and provides
 

Fur
gCeater flexibility in its structure and operation. 


thermore, the law should encourage a greater number of
 

joint stock companies which is of great importance
 

given the very small number (27) formed between 1962 and
 

1980. It is hoped that projects approved under both
 

Law 21 and Law 43 will be established as corporate and
 

limited liability companies under the provisions of Law 159.
 

Law 34 of 1976, or Commercial Registration requires
 

that all establishments (including Law 43 companies)
 

register in the Commercial Register. This is done
 

city level and must be repeatat the governorate or 


ed each five years. Smaller companies and partner

ships pay a slightly lower fee than joint stock
 

companies (LE 8 vs. LE 50).
 

* 	Law 24 of 1977 for Industrial Registration requires
 

the Ministry of Industry to establish an Industrial
 

Registry in which all firms with over LE 5,000 in
 

capital or 10 employees must be included. Registra

tion must be done in Cairo or by mail. Information
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required includes basic data on the firm and
 

owner as well as information on capital, labor,
 

salaries and wages, government subsidies or as

sistance, products, raw materials, energy require

ments, days of operation, shifts, etc. Other docu

ments establishing good standing with the Federation
 

of Egyptian Industries, GOFI, Investment Authority,
 

and the Egyptian Organization for Standardization
 

must also be enclosed.
 

b. Laws Affecting the Ongoing Operation of Companies
 

The laws described here are those which private companies
 

must comply with on an on-going basis. These would include
 

tax, labor, social security, import-export, and other laws.
 

Again, a basic distinction must be made between companies
 

established under Law 43 and the SSE s formed under Law 21.
 

Law 43 provides a series of incentives which include:
 

" Exemptions from taxes on commercial and industrial
 

property and on revenue from movable assets;
 

" Five year tax holidays from the inception of opera

tions (or longer in a few specific situations) on
 

corporate income taxes;
 

" 	Exemptions from rent controls;
 

" 	Exemptions from the requirements for labor represent

ation in management;
 

" 	Greater flexibility in hiring, including the exemp

tion from having to hire through district Manpower
 

Departments;
 

* 	Exemption from requirements for distribution of pro

fits among workers;
 

" Greater flexibility in maintaining freign exchange
 

accounts; and,
 

" The ability to import without licenses.
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All these special incentives apply to Law 43 companies
 

regardless of the provisions of other laws. Hence, the
 

laws which are reviewed below apply primarily to Law 21
 

companies. Law 43 companies must comply with these laws
 

unless there are specific provisions in Law 43 which
 

override them. Among the most important of these other
 

laws are:
 

" Law 25 of 1979 for the Development of New Communities
 

provides the only way for Law 21 companies to enjoy
 

the same type of benefits as Law 43 companies. This
 

law grants the following benefits to non-Law 43 com

panies that are established in one of the new com

munities:
 

- Exemption from custom duties on materials
 

equipment;
 

- Exemption from taxes on commercial and indus

trial and industrial profits for a period of
 

10 years;
 

- Exemption from all other taxes on income result

ing from tax holiday on commercial and industrial
 

profits; and
 

- Exemption from taxes on all contractors, sub

contractors and consultants involved in the pro

ject.
 

" Law 137 of 1981, or Labor Law,replaces all previous
 

labor legislation. Among its important sections is th(
 

requirement for registration by all workers "capable
 

and willing" to work in district offices of the Minis

try of Manpower and Training. Only registered workers
 

can be employed. Furthermore, employers must notify
 

these offices of all vacancies and give first priority
 

to candidates suggested by the Manpower offices. Othei
 

sections of the law regulate labor relations, employee
 
,


dismissal procedures, coll- - ltihnr narin. 
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tions, layoffs and worker cutbacks, and safety pro

visions. Of great importance are the provisions
 

which make it difficult to fire permanent workers,
 

while temporary workers can be more easily dismissed.
 

Unlike most other laws, several aspects of the Labor
 

Law make distinctions between different sized firms.
 

For example:
 

" 	Firms with over 5 employees must post all work
 

regulations.
 

" 	Firms with over 50 workers must establish Joint
 

Consultative Councils (with 50% labor representa

tives) to consider work conditions, productivity
 

improvements, labor relations, etc.
 

" Estabishments with over 50 employees must have a
 

full time nurse and part time doctor, while those
 

with over 300 employees must offer a full range of
 

medical specialists and facilities.
 

" Companies with over 15 employees must report all
 

cases of illnesses and accidents to the Manpower
 

Department;
 

" Firms with over 50 employees must provide "cul

tural" activities;
 

" Establishments with over 50 female workers must
 

provide a full year off (up to three times) for
 

child-raising, while those with over 100 females
 

must maintain a full-time nursery.
 

* 	Law 157 of 1981, or Tax Lawreforms the individual and
 

company tax regime, but only the latter is briefly touched
 

on here. The Industrial and Commercial Profit Tax applies
 

to the net profits of all enterprises, including one

person establishments. The basic tax rate (after deduc

tions) is 20% on the first LE 1,000; 23% on the follow

ing LE 1,500; 27% on the following LE 2,000; and 32% on
 

all profit over and above LE 4,500. The tax declaration
 



must be accompanied by a copy of the operation and
 

trade account, a balance sheet, and a statement of the
 

accounting priciples used.
 

Provisions related to size of firm include:
 

- Employers of 50 or more people must declare
 

the number of employees, and indicate the names,
 

salary and taxes withheld for each one;
 

- Firms with a profit of over LE 5,000 or revenues
 

of more than LE 50,000 must present books with
 

an auditor's declaration of approval; and all
 

firms with capital of over LE 10,000 must main

tain books regardless of profit or revenues;
 

- Individuals or partners can claim exemptions of
 

LE 720 for a single person, LE 840 for one de

p,,ident, and. LE 960 for two dependents;
 

- Partners (in partnerships) are personally liable
 

for taxes in proportion to their ownership of the
 

firm.
 

9 	Law 93 of 1980 and previous laws regulate Social Sec

urity and Social Insurance. This law outlines the dif

ferent programs such as Old Age, Invalidity, and Death
 

Insurance (GASDI), Work Injury Insurance, Sickness and
 

Maternity Insurance, Unemployment Insurance, Employers
 

and Self-Employed Social Insurance, and Social Security
 

for Other Meimbers of the Working Population. The cov

erage and funding of each program is described in the
 

law. No specific provisions are made for smaller scale
 

enterprises.
 

Code of Commerce and Related Laws. The Code of Commerc
 

is of importance in that it defines a merchant as anyon
 

involved in selling of goods, including manufacturers.
 

It also defines different types of companies and stipu

lates that all companies must maintain: a journal re

cording all financial transaction; a stock book recordi
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end-of-year inventory; and all business corres-


Laws related to the Code of Commerce
pondence. 


include 55/1951 Governing Trade Names; 48/1949
 

amended by 153/1949, and 80/1961 dealing with Fraud
 

and Deceit; 132/1949 regarding Patents and Industrial
 

Drawings and Designs; 56/1945 regulating reschedul

ing of debt or other arrangements; and 57/1939 amend

ed by 205/1956 and 65/1959 Governing Trade Marks and
 

Specifications. These Laws generally regulate bus

iness practices and have no special provisions for
 

smaller enterprises.
 

Law 118 of 1975 and Ministerial Decree 1936 of 1976
 

regulate exports and imports. Both private and public
 

sector companies are allowed to import and export with

in certain limitations established by these legal in

struments. Private sector imports are not allowed from
 

countries with which Egypt maintains a bilateral "Trade
 

and Payment Agreement." Furthermore, import permits
 

must be obtained by all private companies except for
 

those established under Law 43. Two types of import
 

permits are recognized:
 

- If a company does not have its own source of
 

foreign exchange, and must draw upon the foreign
 

exchange budget allocated by the Government for
 

the private sector, it must apply to the inter-


Ministerial Private Sector Purchasing Committee
 

for a license to import all materials and equip

ment;
 

- If the company has its own source of foreign ex

change (e.g., from exports), an import license must
 

be obtained from the "Facilities Committee",
 

All companies, except for these approved under Law 43,
 

must present an import license in order for a bank to
 

open a letter of credit for payment of the item to be
 

imported.
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Exports also require licenses, although again Law 43
 

companies are exempted. Furthermore, the exporting
 

company must be inscribed in the Exporters Register
 

or must use a registered firm as an intermediary.
 

Export licenses for manufactured goods are usually
 

issued by the Industrial Control Department affiliated
 

to the Ministry of Industry.
 

9 Foreign exchange regulations are currently being modi

fied. However, Law 97 of 1976 and Ministerial Decree
 

316 of 1976 regulate foreign exchange accounts in com

mercial banks. All foreign exchange transactions must
 

be conducted through banks and monitored by the Central
 

Bank. As noted, imports cannot be paid for by the banks
 

without an import license. Exporters can open special
 

accounts with their foreign exchange earnings, but this
 

must be spent within three months (e.g. for imports) or
 

the foreign currency must be sold to the Central Bank.
 

Earners of foreign exchange in the service sector (e.g.
 

tourism) can only set aside 50% of their foreign cur

rency in special accounts.
 

4. Implications for SSE s
 

The principal conclusions which can be derived from the above reviel
 

of the policy and legal environment are the following:
 

I) 	The Government's policies and planning regarding industry
 

emphasize the predominant role of public sector enterprises.
 

Private sector investment is also encouraged in order to
 

complement the public sector activities and help realize a
 

balanced and integrated mixed economy. However, the prin

cipal conclusion here is that Law 43 is the principal mech

anism for encouraging and directing private investment.
 

Since this only applies to certain new companies, most exis

ting private enterprises are not included. There is no
 

explicit policy framework for supporting and directing SSE
 

activity. Despite the growing realization of the need for
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such an explicit policy framework, the current situation
 

regarding SSEs is one of "benign neglect".
 

2) Law 43 companies benefit from a number of special incen

tives which are not available to Law 21 companies or SSEs.
 

Not only do these incentives give Law 43 (new companies)
 

(small and existing)
a competitive advantage over Law 21 


companies, but in effect this situation represents a form
 

of discrimination against SSEs. The only way for Law 21
 

companies to enjoy similar benefits is to relocate in one
 

of the new communities.
 

3) 	Despite the lack of an explicit policy framework supportive
 

of SSEs and the lack of any special incentives, we have
 

found individual SSEs to be dynamic and growing. However,
 

a policy framework for SSEs is needed in order to increase
 

the growth of the sector's output to the level required by
 

national needs and to effectively integrate SSE activity
 

with pujlic sector and Law 43 company industrial production.
 

The present institutional environment imposes constraints
 

on what SSEs can do but exerts no leadership to channel the
 

profit seeking energies of small entrepreneurs into socially
 

desirable directions consistent with national objectives.
 

An integrated approach in which leadership is exerted within
 

the context of a clear and supportive policy framework is
 

needed in order to realize the latent potential of the SSE
 

sector to make a major contribution to Egypt's economic and
 

social development.
 

4) 	Private sector enterprises in Egypt operate in a heavily reg
 

ulated and restrictive environment. Companies with over
 

LE 8,000 in capital, which includes almost all manufacturing
 

establishments, must deal with a large number of Government
 

agencies and institutions, each of which administers its own
 

set of regulations. This regulatory environment is graphi

cally shown in Exhibits I and 2. The first shows the comple
 

ity of establishing a company or of approving a project.
 

The second illustrates some of the ways in which existing
 

companies must regularly interact with Government institu

tions. Not only does the total impact of these regulations
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EXHIBIT 1
 

Procedures for Establishing or Expanding a Company
 

Law 	43 Companies
Law 	21 Companies 

to 	Investment
1. 	Application sent 


1. Application completed and sent to 
GOFI. I 


(Data requested includes: location, owner- Authority.
 

ship equipment, production, financial
 

structure, etc.)
 

* Reviewed and additional informa" Reviewed by Licensing Department 


tion requested.
 

& Evaluated by Technical Depart" Further information requested if 


ments.
necessary. 


or 	other Ministri(
" Evaluated by Technical Departments. e Evaluated by GOFI 


to Licensing Committee o Recommendation to Technical Committ
* 	Recommendation sent 


* Signature by Ministry of Industry (Dele

gated to Deputy Chairman of GOFI).
 

e License issued by Licensing Department. e Project signed by President or by
 

Chairman of Authority (Minister
 

a Copies sent to Ministry of Housing and of Economy).
 

Industrial Control Dept. (Ministry of
 

Industry).
 

All Companies
 

2. 	Building and Site permits from Ministry of Housing.
 

Electricity permit from Ministry of Housing and Ministry of Electricity.
3. 


4. 	Permit to imporc raw materials or request for allocation of public
 

raw material from Industrial Control Department.
sector produced 


5. 	Approval of price from Industrial Control Department. (Law 21 only).
 

6. 	Equipment and materials import permits (Law 21 only).
 

7. 	CommercJal Registration at Ministry of Suppl ,
 

8. 	Industrial Registration at Ministry of Induslr'.
 

9. 	Registration at Federation of Egyptian Indus:-ies.
 

Insurance authorities,
10. Registration with Social 


11. Registration with Taxation Department (Tax Card).
 

12. Notification of Manpower 	Department regarding 4ob vacancies.
 

13. Quality seal from Standardization Department (if required).
 

14. Inscription in 	 Exporting Registry. 

1 	Each of the points below (e) is a control point whece the prcect can be 

rejected or sent back for revising. 
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EXHIBIT 2
 

Periodic Reporting or Approved Requirements for Law 21 Companies
 

Institution
Action by SSE 


P 	Manpower Dept.
o 	Notification of job vacancies 


(Ministry of Manpower & Training)
 

* 	Manpower Dept.
* 	Submission of annual employment report 


* 	Social Insurance Authority
e 	Submission of labor contracts 


Committee
Request for worker dismissal 	 * Manpower Dept.
e 


* 	Manpower Dept.
9 Semi-annual reports on illness and 


accidents
 

on minors * Manpower Dept.
* 	Submission of regular reports 


employed
 

* 	Taxation Dept. (Min. of Finance)

e Declaration of taxes (including balance 


sheets, statements, etc.)
 

e Taxation Dept.
6 	Statement of employees and wages 


* 	Taxation Dept.
a Remission of withheld taxes 


e Regular reports on final prices (when e Industrial Control Dept.
 

required)
 

a Semi-annual report on production, * Industrial Control Dept.
 

employment, etc.
 

e 	Private Sector Purchasing
e 	Request for permits to import raw 


Committee or Facilities Committee
materials and equipment 


@ Industrial Control Dept.
9 Request for quota of public enter-


prise - produced raw materials
 

a Request for permission to imporc * GOFI
 

equipment
 

e Standardization Dept.
e 	Submission of samples for quality con-


trol (selected items)
 

a Request for permission to export 9 Industrial Control Dept.
 

9 Report to Industrial Registry (every * Ministry of Industry
 

5 years)
 

* 	Conunercial Registry
e 	Re-registration (every 5 years) 
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expansion
tend to represent a disincentive for the formation or 


sion of companies, but full compliance represents a heavy
 

burden on the limited resources of an SSE. Although
 

many of thu requirements are reasonable, the problem
 

is the large number of different institutions involved
 

and the time consumed in meeting all the legal obliga

tions.
 

5) 	Since the formal legal system involves extensive reg

ulations and requirements while providing SSE s with
 

few benefits in return, we believe that there is fairly
 

extensive evasion. Although the extent of this evasion
 

is difficult to document, some examples which were found
 

during field visits or which were cited by other sources
 

include:
 

a The failure of a significant number of companies
 

to 	legally establish or register themselves.
 

* 	Use of undocumented child labor (under 12 years of
 

age) in violgtion of the total prohibition of the
 

use of children.
 

* 	Evasion of compliance with restrictions on adoles

cent labor (12 - 17 years of age) such as the
 

requirement for job cards approved by District
 

Manpower Departments.
 

* 	Maintenance of mirimal or misleading financial
 

accounts which in turn adversely affect the abil

ity to manage effectively or to obtain credit.
 

* 	Bribery or deception of tax collectors, labor,
 

social insurance and health inspectors, quality
 

control and price control inspectors, and other
 

enforcement officials.
 

e 	Transfer of assets to close relatives to avoid tax
 

collectors and actions by creditors.
 

* 	Restricting formal (declared) employment to a maxi

mum of 49 to avoid the requirements for establish

ing joint labor management councils and for more
 

complex tax declarations in firms with over 50 em

ployees.
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a 	Claiming less than 10 employees or LE 8,000 in
 

capital in order to avoid industrial registration
 

and compliance with all other regulations associa

ted with manufacturing establishments.
 

6) 	In our judgment, the existence of an "informal legal sys

tem", and the evasion of the official legal system as des

cribed above, has a number of important implications for
 

SSE s. First of all, many smaller companies seek to remain
 
"underground" and unrecognized by the Government. 
This
 

action results in a significant understating of the impor

tance of SSE s in economic data and consequently in Govern

ment policy making. Until the true size and importance of
 

SSE s is recognized, Government policy is unlikely to chann
 

the needed level of attention and resources into this area.
 

A second major implication is that the management of SSE s
 

is adversely affected. By avoiding or distorting their
 

financial accounting SSEs cannot make effective us of management tools
 

such as cash management, inventory control, and cost control. Fur

thermore, these practices make access to credit much more difficult.
 

Third, labor productivity is adversely affected by efforts
 

to 	avoid the labor laws. Companies use "temporary" workers
 

apprentices, and children or adolescents in order to avoid
 

the strict stipulations of the Labor Laws regarding perman

ent employees. Such employers thus have little interest in
 

long term training programs, and turnover of personnel tend
 

to 	be very high.
 

A fourth implication of "underground" SSE s is that, becaus
 

they are unable to provide all of the necessary documentati
 

it becomes very difficult for these firms to take advantage
 

of official support programs and to obtain credit. Many are
 

afraid to come into contact with these Government related
 

institutions.
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Finally, it appears that this situation makes communica

tion and cooperation among SSE s more difficult. Firms
 

that are outside of the formal lcgal system are likely
 

to want to keep this fact as private as possible.
 

7) There is almost universal adherence among SSE's to the
 

sole proprietorship or unlimited liability partnership
 

forms of business. Corporate and limited liability forms
 

are avoided, since the latter involve more extensive and
 

complex reporting and regulation. Consequently, when SSEs
 

expand, the formation of a separate sole proprietorship or
 

a close
partnership, frequently in the nominal control of 


reglative, is the usual action taken instead of conversion
 

into a joint stock or limited liability corporation. Although
 

the new Companies Law of 1981 is expected to make corpor

ate forms more attractive, it is not clear yet whether
 

these changes make this form more attractive to SSE's.
 

3. SUPPORT INSTITUTIONS
 

1. Introduction and Overview
 

While the previous section focused on the regulatory aspects
 

3f the institutional environment, the purpose of this section is to
 

review ways in which SSE s are either promoted or supported by non-fin

ancial institutions. The special case of financial intermediation is
 

taken up in the next chapter.
 

Before describing the specific institutions that support and pro

iote the private sector, and SSE s in particular, it is necessary to
 

assess the overall climate in which these institutions function. The
 

following principal observations can be made:
 

1) Government organizations tend to be regulators in
 

their orientation rather than promotional. In part,
 

this reflects the heritage of the pre-Open Door Policy
 

period where the economy was very closely regulated.
 

Since then, Government policy has encouraged the dev

elopment of the private sector, but under the continued
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supervision of Government regulators. Hence, the
 

principal institutions responsible for the industrial
 

sector, namely the Ministry of Industry and its affil

iates, such as GOFI and the Industrial Control Depart

ment, are primarily regulating organizations. Even
 

the principal institution established to administer
 

Law 43--The General Authority for Investment and Free
 

Zones, dedicates most of its resources to regulatory
 

rather than promotional activities. While the pro

cessing, analysis and follow up of applications to the
 

Authority represent the bulk of of its work, investment
 

promotion is a minor department and private sector
 

support is virtually non-existent.
 

2) The lack of an explicit policy regarding SSE s implies
 

that little attention and resources are dedicated to
 

supporting them. 'This is manifested in the Five Year
 

Plan where no specific SSE related support programs are
 

mentioned. In fact, the Plan specifies that industrial
 

development strategy is to be centered around the sup

port of large enterprises. Hence, potential support
 

institutions such as the Investment Authority tend to
 

emphasize large projects.
 

3) Since the Government does not generally recognize SSE's
 

as being a distinct category of industrial establishment!
 

there are no institutions (with the possible exception of
 

the Development Industrial Bank) which are oriented to

wards SSE s. This means that there is no Ministry or
 

Authority for establishing, administering and coordinat

ing SSE support programs, or even for advocating SSE s
 

within the framework of overall Government policy making
 

and planning.
 

4) Despite these aspects of the institutional environment,
 

there are a number of institutions which provide some
 

level of support to both the private sector in general
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and SSE s in particular.
 

These include:
 

* 	 The Federation of Egyptian Industries represents all 

industrial establishments (including public sector) 

with over 25 employees and/or LE 5,000 in capital. It 

is organized into 12 industrial chambers which work to 

promote the interests of their members. The extent to 

which the private sector and SSE s are assisted varies
 

by chamber .
 

* 	 The Engineering and Industrial Design Center, affiliated 

with GOFI, is charged with providing engineering and 

technical support to industrial companies. Recently 

there has been increasing emphasis on supporting small 

companies.
 

Theo'ational Research Center is the major Government 

facility for basic and applied research -.n the natural
 

sciences, but its involvement with SSE s has been minor.
 

ition for Standardization, also
 

affiliated with GOFI, has responsibility to improve and
 

maintain 'he quality of manufactured products. It has
 

no special programs directed towards SSE s as such, al

though it interacts with many individual SSE s.
 

* 	 The Egyptian Org, g 

* 	 The Engineering Department of Cairo University provides
 

a resource for possible assistance to SSE s which has
 

as yet not been tapped in an organized way.
 

Profiles of Support Institutions
 

a. Federation of Egyptian Industries
 

The Federation of Egyptian Industries (FEI) is the coo
 

dinating body for twelve Chambers of Industry which rej
 

resent firms in different fields of Industry. Any firl
 

public or private, employing 25 or more workers or hay
 

LE 5,000 fixed capital investments is required by law
 

join the appropriate Chamber. Annual fees are assessei
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member firms based on their size, and may range from
 

LE 25 to LE 2,000. In 1980 the total membership of
 

the chambers was about 6,200 with 300 public firms.
 

The affiliated chambers are as follows: spinning,
 

weaving and finishing; fcod; cereals; chemicals; met

allurgical; engineering; building and construction;
 

petroleum, mines and quarries; woodworking; leather;
 

printing; binding and paper products; cinema. The
 

last two chambers are not within the industrial sector
 

as defined in this study. Each chamber has a Board
 

of Directors comprised of 15 members serving for 3
 

year terms, two-thirds of whom are elected from member
 

firms and the remaining one-third appointed by the Min

istry of Industry from among those working in member
 

firms of that industry.
 

The FEI is administered by a Governing Council composed
 

of one member elected from each of the twelve chambers
 

and nine members appointed by Government. The latter
 

group includes a part-time Chairman, usually a prominent
 

industrialist. Reporting to the Chairman is a full-time
 

Director General who has under him a staff of about 50.
 

Although they are employees of the FEI this staff has the
 

same pay scale and terms of employment as Government employees.
 

The Chambers of Industry and the FEI were created during
 

the nationalization period to assist to GOE's planning
 

by determining the capacity of industry to produce different
 

products and by quantifying the materials requirements
 

needed for this level and mix of production. Today this
 

function of data gathering on industry capacity and mat

erials needs still goes on but reporting to the GOE is made
 

only on the needs for materials which are in critical supply.
 

At present most of the Chambers and the FEI appear to con

centrate primarily on the private sector, presumably on the
 

assumption that the public sector firms are being taken care
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of by the various ministries under which they operate.
 

The range of current FEI activities is reflected by the
 

titles of the operating divisions supervised by the
 

Office of the Chairman technical and
Director General: 


economic studies; industrial relations; foreign rela

tions; industrial information; legal affairs; public
 

relations.
 

Interviews with individuals familiar with the staff
 

work of the FEI indicate that, for the most part, the
 

staff do not have the capability to make studies of
 

any substantial analytical depth or breadth. Thus,
 

the Chairman and the Council do not have available
 

the quality of staff support needed for in-depth analy

ses of the SSE sector and the development of policy
 

guidelines to enhance growth of the sector. The in

telligence and experience of a part-time Chairman and
 

Council can be utilized only when challenged by first
 

rate staff work which clearly identifies the issues
 

and the alternatives for policy and action.
 

Each Chamber is concerned with the problems of its
 

industry and its member firms, both on the technical
 

and economic sides. The quality of Chamber activity
 

appears to vary among the Chambers. Such variation
 

is consistent with the experience of voluntary indus

try associations in the U.S., where the value to the
 

member firms appears to depend not only on the general
 

state of the industry (e.g., declining or growing) but
 

also on the capability of the general manager of the
 

association. In the interview program very few firms
 

indicated that they directly benefited from the activit
 

of their Chamber or from the FEI, or indicated they
 

thought the FEI was active in support of small industry
 

V-21
 

Arthur D Lite Iternatioml, Inc. 



However, it appears that some of the most active and
 

effective Chambers are those responsible for indus

tries where the private sector and SSEs play an im

portant role (e.g. Engineering and Leather Products).
 

Despite the fact that the FEI does not now exert a
 

leadership role with respect to the development of
 

small scale industry, it appears to be positioned
 

such that it has the particular combination of
 

access to specific information sources and to indi

vidual firms needed by any body attempting actively
 

to help the SSE sector. It also has the character

istic thac it is the only existing official meeting,
 

ground for all of the public sector firms and all
 

but the smallest of the private sector firms, and
 

thus is a logical avenue for dialogue between these
 

two components of Egypt's mixed economy.
 

Whether or how the FEI might be able to develop a
 

leadership role in the growth of the SSE sector is
 

an open question. It is clear, however, that a
 

major increase in staff capability would be a
 

necessary condition for such a leadership role.
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Engineering and Industrial Design Development Center
 

The Engineering and Industrial Design Development Center
 

(EIDDC) is an independent organization affiliated to the
 

General Organization for Industrialization (GOFI) of the
 

Ministry of Industry and Mineral Wealth. 
The general
 

policy and direction of work is set by a higher Adminis

trative Committee which is chaired by the Deputy Minis

ter in charge of GOFI. The execution of policy and the
 

management of 
EIDDC is in the hands of the Director Gen

eral who is also a member of the Higher Administrative
 

Committee. Funds for operation are provided through the
 

Ministry of Industry budgetary process. EIDDC also
 

receives funding from international agencies for specific
 

program purposes and earns some 
income from services
 

rendered.
 

The EIDDC has about 430 employees, including about 60
 

engineers, 40 draftsmen, and many skilled technicians
 

as well as administrative and support personnel. 
The
 

technical capabilities of this staff are organized into
 

the following ten technical divisions: Product Design
 

and Development, Industrial Design, Capital Goods Equip

ment Design, Process Design, Production Technology and
 

Tool Design, Workshop for Manufacture of Prototypes and
 

Special Tools, Heat Treatment and Materials Test, Train

ing, Documentation and Information, and Small Scale In

dustry. It has a schedule of short training programs
 

specialized technical courses for both skilled labor and
 

design level individuals which draws applicants from a
 

number of other countries.
 

Up until two or 
three years ago the EIDDC worked mainly
 

with larger companies and, perforce, this meant that it
 

mostly served public sector companies. In the last
 

few years there has been increasing concentration on
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building up of support and services to small companies,
 

which are in the private sector and are not assisted in
 

their growth by any other direct government support pro

grams. This assistance has included collaboration with
 

small enterprises in the design of consumer durable goods
 

such as washing machines and water heaters and helping
 

these firms prepare the information needed to obtain
 

GOFI's approval of a project.
 

In 1979 the World Bank made a loan of $50 million to the
 

Development Industrial Bank with the condition that the
 

DIB would increase the percentage of its overall lending
 

which goes to small scale industry. Attached to this
 

loan was a sum of $250,000 plus LE 100,000 to be used by
 

the EIDDC to develop a pilot project extension service
 

program which~would provide technical assistance to
 

small enterprises receiving DIB loans. A five person
 

group including an ILO expert in SSE extension service
 

was organized under the leadership of a senior EIDDC
 

staff member. The group has been in operation for
 

about eighteen months and, in the view of the ILO ex

pert, their experience has demonstrated the utility and
 

feasibility of a larger scale effort. The World Bank
 

has just approved another loan of $120 million to the
 

DIB and has attached a sum of $1,500,000 plus LE 500,000
 

for expanding this technical assistance service of the
 

EIDDC. The LE 500,000 is to be matched by the Ministry
 

of Industry to provide a total of LE 1,000,000 to finance
 

the transportation and other field costs of six extension
 

teams.
 

In October of 1981 USAID and the Ministry of Finance
 

signed an agree.aent which will provide $10 million over a
 

period of 5 years for the creation of an Industrial Tech

nology Application Program (ITAP) at the EIDDC. The obJe(
 

of this program is to develop an institutional mechanism
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for getting technical information into the hands of
 

Egyptians who need and will use the information. The
 

existing capabilities of the EIDDC, including in par

ticular its existing Documentation and Information
 

Division and its growing technical assistance exten

sion service, were factors in making the EIDDC the
 

logical institution to undertake ITAP.
 

Summing up, the EIDDC is an important resource base
 

for assisting the growth of small scale industry.
 

Although its focus thus far has been mainly on
 

the mechanical field to the exclusion of electrical,
 

electronic, chemical, and metallurgical engineering,
 

this is an imbalance which can be corrected through
 

changes in the composition of its staff and facilities
 

as these other fields become more important to the
 

Egyptian economy. Also, as with all institutions which
 

venture to try new approaches, not all of its divisions
 

have found viable roles. However, these matters are not
 

significant in relation to EIDDC's positive capabilities,
 

not least of which is its capable and dynamic
 

leadership.
 

gational Research Center
 

rhe National Research Center (NRC) is the major Govern

inent facility for basic and applied research in the
 

natural sciences, Although it is nominally under the
 

supervision of the Academy of Scientific Research and
 

Technology, the NRC enjoys considerable autonomy of
 

action in both program and budgetary matters. Founded
 

in 1956, the NRC is located in Dokki where it has its
 

principal laboratories, pilot plants, support facilities,
 

and administrative offices.
 

In addition to its broad research program covering many
 

fields of pure science, the NRC has several activities
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in applied science which might be of help to small
 

manufacturing enterprises. Among these are indus

trial research in several fields, mostly in mater

ials and in processing, and academic and applied re

search in chemical, electrical, electronic, and mech

anical engineering.
 

Although the NRC has not sought applied research work
 

from small enterprises, because of the importance of
 

the small scale industry sector to growth of the ec

onomy the NRC considers assistance to this sector as
 

within its province of responsibility, where such
 

assistance cannot be provided by other public insti

tutions such as the Engineering and Industrial Design
 

Development Center. About half of NRC's work is now
 

funded by clients, some of them industrial, which
 

engage it to carry out research programs. Thus,
 

the NRC has developed administrative mechanisms to
 

accommodate small applied research projects from indi

vidual enterprises.
 

L 	Egyptian Organization for Standardization
 

The Egyptian Organization for Standardization (EOS) is
 

a unit within the General Organization for Industry
 

(GOFI). EOS has three functional responsibilities;
 

(1) to establish standard specifications for products
 

in all industrial sectors; (2) to control the quality
 

of industrial products produced in Egypt to assure
 

that they meet the standards for their particular grade;
 

and (3) to maintain measurement standards and to cali

brate measurement equipment against these standards.
 

In addition, the Quality Control Center, affiliated to
 

the EOS, was established in 1970 to inspect all exports
 

and to help improve the quality of these products.
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An effective standards organization is essential to
 

development of an industrial sector since it provides
 

an effective means through which firms unknown to one
 

another can do business with confidence that the
 

products exchanged will meet certain objective speci

fications. The EOS was established 25 years ago
 

and over this period has developed a set of standards
 

which meet Egyptian needs and are correlated with
 

international standards to as to facilitate export and
 

import trade. As is the case in all countries,
 

Egyptian standards are under continuing surveillance
 

for changes needed to accommodate developments in
 

manufacturing techniques and processes.
 

The EOS has a staff of 800, about half of which do
 

laboratory work with the remainder in administration,
 

technical inspection and quality control. In addition
 

to its laboratories, the EOS has quality control centers
 

where products can be taken for inspection. The EOS
 

also sends inspectors to factories where the products
 

must undergo mandatory inspection because of public
 

health and safety considerations. The EOS certifies
 

a company after it ascertains thatthe company's
 

manufacturing methods produce the desired quality of
 

product, and thereafter inspects products in the fac

tory by testing samples from each batch. About 500
 

companies have been granted certification and their
 

products carry a mark of certification.
 

Broadly speaking, the standards situation in Egypt is
 

better organized than in most countries which are at
 

Egypt's stage of industrialization and, as a consequence,
 

the EOS has the potential to support the small scale
 

enterprise through several avenues. For example, it
 

could help small enterprises to establish good measure
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ment techniques and standards, it could run training
 

courses in standardization, it could test raw materials
 

to verify that they meet standards, and it could sug

gest where changes in standards may reduce the cost of
 

the product or increase its quality. However, in order
 

to deliver this potential to several thousand small
 

enterprises EOS will require a well organized out

reach program.
 

e. 	Engineering Department of Cairo University
 

The Engineering Department of Cairo University has
 

a well trained faculty consisting of approximately
 

120 professors, 90 assistant professors, and 150
 

lecturers. A large proportion have earned advanced
 

degrees abroad and many are actively engaged in re

search. About 25 of them are working on Egyptian
 

technological problems in collaboration with faculty
 

of the Massachusetts Institute of Technology under
 

the USAID-funded Technological Planning Program.
 

For some of the technical problems faced by SSEs
 

this faculty may represent the only source of tech

nical expertise available within Egypt. Assistance
 

could be provided through direct consulting arrange

ments between individual faculty members and SSEs. It
 

is possible, also, that technical problems which are
 

common to many SSE s in a given industrial sector might
 

be taken on by a group of faculty under a research
 

contract arrangement between Cairo University and a
 

group of interested SSEs or one of the Industry Chambers
 

of the FET.
 

f. 	Vocational Training Department, Ministry of Industry
 

Under this department the Miristry operates a large
 

vocational training program with some 60 training cen

ters. Most of these centers have a common core of
 

training and differ from each other by providing addi
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tional training in some specific field such as
 

mechanical technology or textiles. Three general
 

types of training courses are provided:
 

" 	Apprentive training which consists of one year
 

of training in a center and two years in a
 

factory;
 

" Upgrading training which consists of short
 

special courses dealing with a specific area,
 

often at the skilled worker level;
 

" Accelerated training of individuals who know
 

little more than how to read and write.
 

The relatively limited number of graduates (about 5,440
 

in 1977) is almost entirely employed by the public sec

tor. These centers do not seem to be meeting the exten

sive SSE-requirements for skilled labor. There are no
 

outreach programs specifically aimed at the small scale
 

sector, but there is no inherent barrier to the develop

ment of such programs.
 

g. Other Educational Support Programs
 

Primary education, provided by the Ministry of Educa

tion, is compulsory. Although about 85% of all
 

children are estimated to attend school for at least
 

one year, the effectiveness of primary education is
 

still limited. For example, the 1976 Census indicated
 

that about 36% of all'2ildren between the ages
 

of 10 and 15 are illiterate. The Census also esti

mated that about 56% of all production workers in
 

the private sector are illiterate.
 

Secondary education is divided into from basic bank
 

programs, general education (for those interested in
 

going on to university), and industrial, agricultural
 

and commercial education programs. The industrial
 

education program consists of about 125 schools
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oriented toward training skilled and semi-skilled
 

workers. In 1979-80, almost 140,000 students were
 

enrolled in these industrial schools while the 1980
 

graduates numbered about 39,000. However, it is
 

estimated that SSEs alone require at least 50,000
 

skilled and semi-skilled workers annually.
 

Management training is provided by the Sadat Academy
 

for Management. This institution offers courses
 

to public and private sector managers. However,
 

most of the emphasis to date has been on the public
 

sector. In part, this reflects the fact that SSEs
 

cannot afford the luxury of committing scarce manage

ment personnel to these courses. Furthermore,
 

field interviews indicate that SSEs neither perceive
 

the need or the effectiveness of management training.
 

3. Implications for SSEs
 

Our principal conslusion is that the support environment in Egypt
 

for the non-Law 43 private sector and for SSEs is relatively weak. This
 

condition originates in both the heavy regulatory (rather than promotion

al) orientation of Government institutions and the lack of an explicit
 

support program for non-Law 43 private and small scale establishments.
 

Ideally, SSEs in Egypt vould be supported in the following areas:
 

" Advocacy in policy making;
 

* Credit/financial support;
 

" Technical assistance and training services;
 

" Information and advisory services;
 

" Marketing support;
 

" Procurement assistance.
 

The review of existing support institutions indicates that SSEs can
 

at best count on limited support in most of these areas. More specifi

cally:
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e 	Advocacy of SSEs in terms of a high level organization
 

which represents SSE interests in Government policy
 

making, as well as in the development of support pro

grams, is entirely lacking.
 

The FEI's structure suggests it has potential to be a
 

valuable component of such a high level advocacy and
 

planning organization.
 

* 	Credit/financial support, as will be discussed in the
 

next chapter, is relatively limited. Only the DIB,
 

among formal financial institutions, attempts to reach
 

SSEs. Private banks are almost entirely oriented to

ward large projects.
 

9 	Technical assistance is very limited although improving
 

through the work of the EIDDC. The capabilities of other
 

institutions should be exploited to complement EIDDC's
 

work. Ways of providing both technical and managerial
 

training to SSE personnel should be developed.
 

o 	Information and advisory services available to SSEs
 

are substantially non-existent. There are no adequate
 

sources of information on markets, technology, credit,
 

export opportunities, etc., or adequate mechanisms for
 

disseminating such information.
 

* 	Procurement of raw materials and equipment is partially
 

facilitated through a Ministry of Industry allocation of
 

foreign exchange for private sector procurement, as well
 

as through bilateral agreements. However, it is not
 

known to what extent SSEs benefit. Furthermore, there
 

are no support institutions except those which administer
 

regulations for imports and procurement permits.
 

In conclusion, SSEs are generally left to fend for themselves in
 

the areas outlined above. This lack of support, or even of interest in
 

supporting SSEs, is in sharp contrast to the extensive regulatory
 

apparatus described in the previous section. Both the overall climate
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in which SSEs are largely ignored, and the relative absence of support
 

institutions from which to build upon, are matters of particular concern.
 

Furthermore, the fact that most existing support institutions are
 

associated with Government organizations, mostly regulatory, raises
 

questions about their effectiveness. We have found SSEs to be suspicious
 

of the intentions of Government support efforts, apparently because of
 

concern that involvement could lead to problems with regulatory organi

zations.
 

The lack of self-help or participatory organizations also is
 

striking. For example, there appear to be few cooperative efforts ini

tiated by SSEs for marketing and procurement. Only the FEI regularly
 

involves its members in its activities. However, the extent to which
 

the Chambers are active or SSE oriented varies considerably.
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VI. FINANCIAL INTERMEDIATION
 

A. 	INTRODUCTION
 

the banking and financial
In this chapter, we review and assess 


sector which represents a critical component of the institutional envi-


The purpose of the chapter is to describe the strucronment for SSEs. 


in order to assess whether
ture and performance of the banking sector 


it is providing SSEs with the necessary financial support. The focus
 

here is only on the banks and financial institutions which have or 
could
 

have some relation to manufacturing companies.
 

The chapter is divided into four parts:
 

" A review of the banking industry structure which identi

fies different types of financial institutions and their 

relative importance; 

" A profiX of the Development Industrial Bank and its SSE 

support program; 

" Banking industry lending practices; and 

" Implications for SSEs. 

B. INDUSTRY STRUCTURE AND COMPOSITION
 

1. Overview
 

The Central Bank of Egypt heads the banking sector which is composed
 

of both private and public sector institutions. Most of the private
 

banks are organized under Law 43 and can be categorized as being either
 

commercial or investment.
 

The commercial banks are those which engage in regular banking
 

functions such as mobilizing short term deposits and providing short
 

take equity
term credits. Investment banks provide long term credit or 


positions. The investment banks were created in order to promote the
 

"pooling and promotion of saving for the sake of investment in accordance
 

with economic development plans and policies". An investment bank which
 

operates so as to sacrifice some degree of profitability in order to
 

achieve development objectives is called a development bank.
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There are 12 private commercial banks and 25 private investment
 

banks currently operating in Egypt.
 

Public sector banking in concentrated in four commercial banks and
 

one development bank (The Development Industrial Bank). In addition,
 

there are a number of specialized banks which serve to channel resourceE
 

into specific sectors (e.g., agricultural banks, housing banks, etc.);
 

these are not considered in this report. It should also be noted that
 

the public sector has an equity position in several of the private
 

investment and development banks, but these are always considered to be
 

private banks.
 

The following tables provide an overview of the relative importance
 

of public and private sector banks, as well as the distribution of the
 

loans outstanding from private banks. These tables show that:
 

1) Public sector banks are the dominant financial intermediary
 

with 76% of total deposits and 83% of-total loans as of
 

December 31, 1980.
 

2) Private sector companies account for only 11.4% of public
 

sector commerciai bank deposits but have 22.4% of loans.
 

3) Public sector commercial bank loans are largely channeled
 

to partnerships (36.8%) and Law 43 companies (36%) while
 

sole proprietorships receive only 19.3%.
 

In addition, te believe that most of the lending by Law 43 banks is
 

to stock companies also organized under Law 43.
 

These principal conclusions are supported by the data presented
 

below:
 

1) According to the Central Bank of Egypt, public sector
 

commercial banks are the dominant financial intermediary
 

with 76% of total deposits, and 83% of total loans as of
 

December 31. 1980. 
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Public
 

Law 43 Banks Banks
 
Sub-


Invest. Banks Commercial Total Commercial Total
 

Loans
 
(LE Million) 443 725 1,168 5,903 7,071
 

Deposits
 

670 1,151 1,821 5,754 7,575
(LE Million) 


16.5 83.5 100.0
% Loans 	 6.3 10.2 


76.0 100.0
% Deposits 8.8 15.2 24.0 


2) 	At March 1980 the private sector accounted for 11.4% of public
 

sector commercial bank deposits, and 22.4% of outstanding com

mercial bank loans as follows:
 

Deposits Loans
 

LE Million % LE Million %
 

Public Sector Companies 1,612 1,327
 

All Other Public Sector 1,253 1,611
 

2,938
Subtotal Public Sector 2,865 


Total Private Sector 670 (11.4%) 903 (22.4%)
 

164
Families Sector 2,143 


24
Others 	 203 


4,028
Total 	 5,866 


3) At this same time analysis of private sector loans outstanding
 

at public sector commercial banks, according to the organiza

tional form of the borrower, showed:
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Private Sector % Total of
 

Loans Outstanding Private Sector
 

(LE Million) Loans
 

332 36.8
Partnerships 


174 19.3
Sole Proprietorships 


506 56.1
Subtotal 


325 36.0
Investment Law 43 Companies 


60 6.7
Other Companies 


11 1.2
Cooperative Societies 


902 100.0
 

Thus, partnerships and individual firms are the predominate
 

private sector borrowers. As of this date private industrial
 

borrowers accounted for only 22.7% of public commercial bank
 

credit, but the amount of such credit had been increasing in
 

the following way:
 

Public Commercial
 

Bank Loans to In

dividuals, Partner- Increases %
 

ships (LE Million) (LE Million) Increase
 

220
 

109%
 

December 1978 


461 241 


10%
 

December 1979 


506 45
March 1980 


Available statistics do not permit detailed analysis of the
 

source and use of credit by the private industrial sector or
 

by the various manufacturing industries.
 

4) It is interesting to note that public sector commercial banks
 

were extending loans of LE 325 million to Investment Law
 

We have been unable to obtain a breakdown of the
companies. 


outstanding loans at Law 43 banks as between private and
 

public company borrowers. It is our judgment that the business
 

of these banks is heavily weighted toward Law 43 companies.
 

Based on this assumption, we estimate private sector institu

tional credit in use as follows:
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USE OF CREDIT
 

(LE Million)
 

Partnerships Investment Law
 

Source Individual Firms 43 Companies
 

Public Sector Commer
478
cial Banks* 708 


1,168
Law 43 Banks 

708 1,646
 

The recent growth in importance of Law 43 companies in com

bination with their acquisition of new plant and equipment
 

would be expected to impact on bank borrowing statistics.
 

However, we view the above distribution of institutional
 

credit as quite surprising.
 

2. Regulation
 

The structure and orientation of the banking sector is greatly.
 

affected by Government regulation. Until Law 43 of 1974, the banking
 

sector was entirely nationalized. The structure of the banking sector
 

was further clarified by Law 120 of 1975 regarding the Central Bank and
 

Banking System. This law distinguished between investment and commer

cial banks, as well as between public and private sector banks.
 

The law also stipulated that only banks with 51% Egyptian ownership
 

could operate with local currency, thus suggesting that only those bank
 

could effectively take equity positions.
 

Both interest rates on loans and interest paid on deposits are regu

lated by the Central Bank and such regulation appears to have provided
 

the banking industry with a favorable gross interest margin, or "spread'
 

in recent years:
 

ADL estimate based on March 30, 1980 percentage of total loans
 

outstanding.
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Interest Interest Gross Interest Margin
 
Paid on Paid on
 

Maximum Savings 3-6 Month 3-6 Month
 

Period Loan Rate Deposits Certificates Savings Certificates
 

May 1962-


Dec. 1975 7.0 2.4 1.8 4.6 5.2 

Jan. 1, 1976 8.0 4.0 4.0 4.0 4.0 

March 1, 1977 9.0 5.0 4.0 4.0 5.0 

June 17, 1978 11.0 5.0 5.5 6.0 5.5 

Jan. 1, 1979 12.0 6.0 6.0 6.0 6.0 

April 1, 1980 13.0 7.0 7.0 6.0 6,0 

June 1, 1980 14.0 8.0 7.5 6.0 6.5 

Jan. 1, 1981 15.0 8.5 8.5 6.5 6.5 

Aug. 1, 1981 15.0 8.5 8.5 6.5 6.5 

A complete analysis of interest rates is attached as Exhibit 3.
 

Additionally, of course, banking industry regulation is directly used
 

as a means of enforcing economic policy decisions. In September 1981,
 

for example, new regulations were issued, for both public and joint
 

venture banks, requiring that proof of legal ownership accompany all
 

foreign currency cash deposits (a step to curb the flourishing black
 

market).
 

In December 1981, in an effort to curb imports of consumer and
 

luxury goods, all banks were instructed to limit both public and private
 

sector loans to 65% of their total local and foreign currency deposits.
 

An annual growth rate of 9% for loans outstanding was also established.
 

3. Commercial Banks
 

During the period when the banking sector was nationalized, the
 

four public sector commercial banks were assigned specialized functions.
 

The banks and their areas of specialization were:
 

9 Bank of Alexandria - Industrial Sector
 

* Banque du Caire - Construction and Building 

* National Bank - Export/Import
 

e Misr Bank - Internal Trade
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EXIIIBIT J 

" l1ESTRUCTURE OF INTEREST RATES IN E{'YPT" (1962-1981) 

- -- DATE: 

May 1962 
Decekaber 1975Z -_ 

11/176 
Z 1/8/77 1/6/78Z 1/1/79Z 

-- J 10 
li/4 1/6

_[ Z __ 

. 
1/I 

_ 

1981 

Z 1/6 
__ 
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Rate of Discoon[t in Central Bank .. 5 6 7 8 9 10 - 12 12 
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than 15 

7 days to less 
_4_-.. - .... .... . . ___ _4 .5 4.5_ 
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After 1974, with foreign banks permitted to come in, such speciali

zation was cancelled and commercial banking activity across industry
 

lines was permitted with the aim of improving client service through
 

competition. The banking industry now can best be differentiated in
 

terms of: I) Law 43 or private commercial banks, and 2) Government
 

owned or public sector banks.
 

Until recently public commercial banks were not only permitted to
 

make short term loans (i.e., maturity of less than 1 year) and their
 

service capacity was thus quite limited.
 

With public sector banks now able to make medium term loans (to
 

5 years), and to take equity positions, there has been a flurry of
 

activity by both private and public banks. All the public banks have
 

newly established investment departments. The focus to date has been
 

exclusively on the ownership of large, new projects and activity suffers
 

from a.lack of personnel trained or experienced in project appraisal
 

work.
 

4. Investment Banks
 

The Arab African International Bank (1964) and the Arab Inter

national Bank (1971) were the only offshore banks, exempted from the
 

nationalization requirements and Central Bank control, prior to Law 43
 

of 1974 which created a category of Investment and Business banks.
 

These new banks finance foreign trade operations, may establish invest

ment companies, and, with 51% Egyptian ownership, may also operate with
 

local currency. There are now 25 special banks registered with the
 

Central Bank, 17 branches of foreign banks and 8 joint ventures. (See
 

Exhibit 4 for details).
 

The aggregate financial position of such Law 43 banks is:
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Z3MIBIT 4 

Principal Financial Institutions
 
Serving Egyptian Private Sector 

Operating Currency
 
d a 	domestic 
f - foreign
 

d + 	f
1. 	Central bank (public sector) 


11. 	 Commercial Banks 
d + fA. 	Public Sector 


1. 	National Bank of Egypt
 
2. 	Bank of Alexandria 
3. 	Banque Misr
 
4. 	Banque du Caire
 

B. Private Sector 1 (primarily Egyptian owned) d + f
 

1. 	Nile Bank
 
2. 	 Suez Canal Bank 
3. 	Delta International Bank
 
4. 	El Watany Bank of Egypt
 

C. Private Sector I (joint ventures)
2 	 d + f
 

1. 	Chase Manhattan Bank of Egypt
 
2. 	Misr International Bank
 
3. 	Egyptian American Bank
 
4. 	Hsr America International Bank
 
5. 	Banque du Caire et de Paris
 
6. 	Misr Rumanian Bank
 
7. 	Alexandria Kuwait International Bank
 
8. 	Societe Arab Internationale de Banque
 

I1. Development Banks (public sector)
 

d + f
1. 	Development Industrial Bank 


IV. Investment or Merchant Banks (private sector)
 

A. 	Joint Ventures (50% Egyptian, 50% foreign)
 

1. Misr--Iran Development Bank 	 f 
2. Cairo Barclays International Bank 	 f
 

f
3. 	Credit International d'Egypte 

d + 	f
4. 	National Societe Generale 


fS. 	Foreign Branches 


1. 	American Express International Banking
 
Corporation
 

2. 	National Bank of Abu Dhabi
 
3. 	 Citibank 
4. 	 Bank of America 
5. 	Grindlays Bank Limited 
6. 	 Bank of Credit and Commerce International 
7. 	Bank Saderat Iran
 
8. 	Banc& Comerciale Italian&
 
9. 	Bank elli Iran
 

10. Arab Bank Limited 
11. Lloyds Bank International Limited
 
12. National Bank of Pakistan 
13. Rafidain Bank 
14. Bank of Oman 
15. Bank of Arab Solidarity
 
16. Bank of Nova Scotia 

V. 	Free Zone BankIs' 

1. 	Manufacturers Hanover Trust Company 
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Ehibit 4 (Continued) 

Operating Currency 
d a domestic 
f - foreign 

V1. Others
 

A. 	Investment Companies
 

1. 	Kuwaiti-Egyptian Investment Company f
 

2. 	Saudi Egyptian Company for Investment
 
d + 	f
and 	Finance 

f
3. 	Arab Multinational Finance Company 

f
4. 	Arab Investment Company 


d + 	f
B. 	Insurance Companies (4) 


d
C. 	Nasser Social Bank 


d
D. 	Pension Funds 


d
Z. 	*Stock Exchanges (2) 


F. 	Multinational Banks (headquartered in
 

Egypt but not subject to Egyptian laws
 

and banking control)
 

f
1. 	Arab International Bank 

f
2. 	Arab African Bank 

f
Arab Investment Bank 


G. ..presentative Offices of Foreign Banks (28) f
 

1. 	Institutions established under Foreign Investment Law No. 43.
 

2. 	All these institutions are at least 51% Egyptian owned, with
 

the exception of the Societe Arabe Internationale de Banque,
 

which has primarily foreign ownership.
 

3. 	As defined in Article 17 of Banking Law No. 120 and Article 3
 

of Foreign Investment Law No. 43. Apart from the Misr-Iran
 

Development Bank, which has an established operating policy
 

of long-term project development, these banks operate as com

mercial as well as investment banks.
 

Source: 	 R. Nathan Associates, A Study of the Feasibility of a Private
 

Investment Encouragement Fund for the Egyptian Private Sector,
 

September 1979, Table 4, page 50.
 

Arthur D i ttle Intematioral, Inc
 



LE NILLION
 

December, 1979 September, 1980
 

22 34
 

Loans due within 1 year 224 386
 

term loans 52 


Investments 


63
 

Total Loans 276 387
 

Total Assets 1,084 1,346
 

Deposits less than 1 year 430 531
 

more than 1 year 73 78
 

Total 503 609
 

Capital and Reserves 78 107
 

Source: Bank Control Department, Central Bank
 

The group of investment and business banks has experienced enormous
 

growth, and may currently be in a period of some retrenchment. The
 

early projects which they financed in 1975-76 (or shortly after the
 

inauguration of the Open Door policy) have now matured to scheduled
 

loan repayment stage, and some rescheduling action has become necessary.
 

Causative factors here appear to be:
 

" 	Currency depreciation which forces the need for larger local
 

currency accumulations to meet scheduled foreign exchange
 

payments.
 

" Construction delays which brought projects into operation
 

later than planned.
 

" Inabilities to reach projected output volumes.
 

* 	Possibly, some unsophisticated project analysis.
 

Some of the more recent projects in the pipeline have also had
 

to be re-examined and the financial package restructured as inflation
 

(or poor estimates) has significantly escalated total cost. This
 

VI-9
 

Arthur D Little Ir-mational, Inc 



situation has necessarily caused some diversion of limited manpower
 

resources away from attention to new business in order to restudy booked
 

business.
 

5. Islamic Banks
 

A largely unstudied and unrecognized component of financial inter

mediation has been the Islamic banks of which the Faisal Islamic Bank
 

is the most important. This bank is 51% Egyptian and 49% Saudi Arabian
 

owned. Its statement shows:
 

US $ MILLION
 

November 1979 November 1980
 

Current accounts X 132.5 

Investment Accts. X 7.6 

TntM1 nannai 23.6 140.1 

US $ MILLION
 

november 1979 November Aguv
 

Short term loans -- 25.7 

Modaraba1 24.1 129.2 

Total Assets 38.7 197.2 

Paid in Capital 10.0 18.9 

Net Profit 1.4 9.8 

The bank does not pay interest on deposits but returns a distribu

tion of profits. In 1980 the profit distribution was 12.7% (well above
 

Central Bank 1980 deposit interest maximums of 8.0% on savings accounts,
 

'Modarba - Partnership relationships in which profits and losses are
 
shared in relation to equity participation.
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and 9% on 1 to 2 year Certificates). Obviously the bank's growth must
 

reflect disintermediation from the western banking system in favor of
 

the Islamic because of a potentially superior rate of return for its
 

depositors.
 

In its commercial loan and investment operations also, all deal

on the profit sharing principal, not
ings of the Islamic banks are based 


on the payment of interest and fixed repayment of principal.
 

6. Development Banks
 

Exhibit 5 attached is a profile of term credit to private manufac

turing companies through development banking institutions. We estimate
 

such credit at U.S. $120 million at this time, principally through the
 

A number of private investment banks,
Development Industrial Bank. 


including several which have received funding from international insti

tutions, are also involved in development banking to the extent that
 

they are committed to help channel capital into socially desirable
 

projects. However, with'the exception of the public sector DIB and Misr
 

Bank, the private "development" banks are committed to making a profit
 

return for their investors. As a rule they focus on project finance for
 

Law 43 companies in a size range above U.S. $500,000 (often on a syndi

cated basis).
 

The National Bank for Development is to have 24 "subsidiary" banks
 

one in each governate, each with LE 2 million in capital (50% NBD and
 

5crprivate investors who must be resident in the governate). However,
 

local operations will consist of commercial banking activities only and
 

all investment decisions will be made in Cairo.
 

DIB has a non-Law 43, small to medium company focus. As will be
 

develope, later, it has recently operated with a very strong level of
 

profit. .isr Bank is included in the development bank category only
 

because it has some special development funding from England and Austria
 

Faisal Islamic Bank operates with social objectives, as well as profit
 

objectives, and is interested in developing a program for providing
 

workshop space for small businesses in the New Communities.
 

In our view, available funding for further growth does not appear
 

to be a particular constraint for development banking at this time. On
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DEVELOPMENT BANK TERM CREDIT TO
 

PRIVATE MANUFACTURING COMPANIES
 

EXHIBIT 5
 

COMMERCIAL BANKING AND THE PRIVATE SECTOR
 

(Million LE)
 

Private Sector Deposits:
 

DECEMBER 1978 DECEMBER 1979 JUNE 1980
 

%Gross %Gross %Gross
 

LE Deposits LE Deposits LE Deposits
 

Invest. Law Co's 
 102.3 2.7 219.9 4.3 288.2 4.5
 

98.3 1.6
Other Co's 102.9 2.7 111.7 2.2 


Partnership 106.0 2.8 117.0 2.3 138.7 2.2
 

Cooperative Soc. 46.7 1.2 71.0 1.3 75.3 1.2
 

Individual Firms 89.5 2.4 122.7 2.4 139.8 2.2
 

11.7
Sub-Total 447.4 11.8 642.3 12.5 740.3 


Private Sector Loans:
 

MARCH 1980
DECEMBER 1978 DECEMBER 1979 


%Gross %Gross %Gross
 

LE Loans LE Loans LE Loans
 

Law 43 Co's X 274.0 8.0 324.7 8.1
 

Other Co. 202.6 8.1 51.7 1.5 60.3 1.5
 

9.1 332.0 8.2

Partnerships 146.2 5.9 313.9 


12.1 .4 11.3 .3

Cooperative Soc. 5.6 .2 


147.3 174.3
Individual Firms 73.9 3.0 4.3 4.3
 

902.6 22.4

Sub-Total 428.3 17.2 799.0 23.3 


Source: Central Bank of Egypt, Economic Magazin
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December 31, 1980 Misr Iran Development Bank obtained a U.S. $30 million
 

World Bank loan and its 1980 issue of U.S. $10 million in three year
 

floating rate certificates of deposit was fully and quickly subscribed.
 

As noted earlier, the Faisal Islamic Bank's 1980 performance attracted
 

new deposits, and it forecasts 1981 total assets at U.S. $311 million 

as against U.S. $39 million in 1979. The National Bank for Development
 

established in July 1980 	with the sponsorship of President Sadat and the
 

National Democratic Party has LE 25 million in paid in capital and an
 

LE 150 million line of credit at the Central Bank and is developing its
 

strategic approach to private sector development and investment.
 

A more obvious constraint within the development banking category
 

is a shortage of trained project analysts, with most institutions exper

iencing turnover and vacancies due to the high demand and a general
 

reluctance to wait out the normal time period for promotion. If we
 

assume both generous system levels with respect to project appraisal
 

officers (70), and an annual production per officer of 8 major appraisals,,
 

system capacity stands at 560 projects per year. Not all of this man

power capacity, however, is directed at industrial manufacturing com

panies, and the small to medium size concerns obviously suffer from the
 

understandable direction 	of limited resources into the larger projects.
 

C. THE DEVELOPMENT INDUSTRIAL BANK
 

This bank was established August 1, 1976 with the mission of sup

porting private sector industrial -rowth. In the 59 month operating
 

period to June 30, 1981, DIB approved loans totaling LE 318.4 million
 

of which LE 291.1 million (91.4%) were to the private sector.
 

The gross loan portfolio 	has expanded as follows:
 

LE Thousand
 

Gross Loans Annual % 
Date Outstanding Increase Increase 

12.31.77 29,087 17,010 58.5 

12.31.78 46,097 28,963 62.8 

12.31.79 75,060 46,768 62.3 

6.30.80 	 101,140
 

6.30.81 	 153,370 52,230 51.6
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The bank's credit extension functions consist of three major
 

activity areas:
 

1) Project Finance
 

Project finance operations consist of extending medium
 

(up to 5 years) and long-term (maximum of 15 years) loans
 

in both local and foreign currencies to financially
 

sound and economically beneficial projects (based on
 

World Bank standards).
 

2) 	Working Capital Credit
 

Short term loans in local currency are extended to pro

ject finance clients and to small scale enterprises to
 

support their working capital requirements.
 

3) 	Small Scale Enterprise Credit
 

In 1979, DIB established a separate department to handle
 

the credit needs of small business. The definitions ori

ginally established for this activity were:
 

SSE,- client fixed assets, excluding land and
 

buildings, not to exceed LE 200,000
 

S (small) SSE - fixed assets, excluding land
 

and buildings, not to exceed LE 100,000
 

However, in the just negotiated 5th World Bank Loan Agreement which
 

provides assistance of U.S. $120 million, the maximum limits of fixed
 

assets are increased to LE 300,000 for SSEs, and LE 150,000 for SSSEs
 

(who are entitled to a concessionary 1% interest rate differential).
 

Analysis of the DIB loan portfolio at June 30, 1981 by type of
 

activity shows:
 

Loans Outstanding
 
(LE Thousand)
 

Public Private Sector
 
Sector SSE Other Total %
 

Short-term loans 52 13,557 7,997 21,606 14.1
 

Medium term loans 216 33,666 19,132 53,014 34.6
 

Long term loans 19,137 3,383 56,230 78,750 51.3
 

19,405 50,606 83,359 153,370 100.0
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DIB has developed into a highly profitable institution. Net opera

ting profit, after provision for losses and before income taxes, has
 

increased as follows:
 

LE Thousand
 

1977 0 

1978 1,092 

1979 1,808 

1981 4,615 

For the year ending June 30, 1981, net operating profit of LE
 

4,615.000 (after a reserve provision of LE 3,025.000 for possible losses)
 

represented a return on year end assets of 2.9%. After provision for
 

taxes, legal reserves, and employee bonuses, all earnings are returned
 

to the Central Bank.
 

DIB's S," Department, which became operational in early 1980,
 

approved 170 loans between July 1, 1980 and June 30, 1981 - an average
 

production of 17 projects by the 10 young appraisers involved. About
 

60% of the approval volume was in local currency loans, and 40% in foreig
 

currency with an average loan of U.S. $52,000. The department states
 

it can now approve a loan within 3 weeks of the receipt of a final
 

project proposal.
 

Exhibits 6 and 7 present an analysis of DIB's medium and long term
 

loan activity. For the year ended June 30, 1981, 23.1% of the number of
 

such loans approved were for companies with 10 to 50 employees, with
 

5.3% in the 50-100 employee category. By amount, however, 56.6% of the
 

project loans approved were to companies with over 100 employees with
 

17.1% 	for the 10-50 employee group.
 

Exhibit 7 analyzes loan activity by industry. For the year ending
 

June 30, 1981, 83% of DIB's project loan activity was with the industrial
 

sector. In our view, a most interesting feature is the fact that in the
 

last 3 years IDB's loans to the leather industry have averaged only .5%
 

of its total of loan approvals. Leather is the industry in which we
 

estimate the private sector has the highest share of total production
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(94% and where the SSE share is 95% of private sector output.
 

A comparison of the number of DIB working capital loans outstandin
 

at June 30, 1981 by industry with our estimate of the number of private
 

companies in those industries shows:
 

No. ot DIB No. of
 
Working Capi- Private % DIB/
 
tal Loans Companies* Total
 

184 	 1,600 11.5
Textiles 


91 800 11.4
Food 


Metallurgy & Engineering 251 1,935 12.9
 

565 37.9
214 


Chemical Products 94
 

Chemicals 


Paper & Printing 35
 

Wood Products 85
 

69 780 8.8
Leather. 


Building & Construction 47 1,855 2.5
 

TOTAL INDUSTRIAL 856 7,535 11.4
 

Hotel & Tourism 44
 

Other 
 110
 

TOTAL 	 1,010
 

* Source: Chapter III, Table 9 

At this time DIB appears to:
 

1) have its funding requirements well in hand: in addition
 

to the 5th World Bank Loan of U.S. $120 million mentioned
 

earlier, it has recently been approved for U.S. $30 million
 

by the African DevelopmentBank, and for a loan of 50 million
 

Deutch marks, tied to the purchase to German equipment;
 

2) 	be continuing the expansion of its branch network with two
 

new branches under active planning, to bring the total to
 

5;
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EXHIBIT 6
 

DIB MEDIUM AND LONG TERM LOAN ACTIVIT
 

Loans Approved by Employment Size
 

July 1 1980
 

1979 June 30, 
1981
 

No. of Loans %
No. of Loans % 


Clients with:
 

167 14.8
15.7
10-24 workers 125 

8.3
9.4 	 93
24-49 workers 75 


60 5.3
51 6.4
50-99 workers 

81 7.2
8.1 


315 39.6 


100 or more 64 


401 35.6
Sub-total 


726 64.4
60.4
Artisans 


796 100.0 
 1127 100.0
Total 


Values of
 

% Loans %
 
Values of 


Loans
Clients with:
 

6.4 8,480 9.6
10-24 workers 	 3,082 

9.8 6,624 7.5
24-49 workers 	 4,693 


8,079 16.1 14,732 16.6
50-99 workers 

100 or more 28,061 58.7 50,161 56.6
 

43,915 91.9 79,997 90.3
Sub-total 


8.1 8,586 9.7
Artisans 


Total 47,788 100.0 88,583 100.0
 

Source: Development Industrial Bank
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EXHIBIT 7
 

DIB MEDIUM AND LONG TERM LOAN ACTIVITY
 

Building Material 


Chemicals 


Textiles 


Loans Approved by Industry
 

July 1, 1980 

1978 1979 June 30, 1981
 

Value % Value % Value %
 

1,791 5.1 6,125 12.9 25,836 29.2
 

2,333 6.6 2,531 5.3 11,459 12.9
 

6,534 18.5 3,905 8.2 10,551 11.9
 

Metallurgy, Engineer- 3,983 11.3 5,787 12.9 10,111 11.4
 
inp
 

Food 


Wood Products 


Printing & Paper 


Leather 


Subtotal-Industry 


Tourism - Hotels 


Other 


Total 


9,415 26.7 15,597 32.6 8,859 10.0
 

2,427 6.9 1,212 2.5 3,925 4.4
 

971 2.7 1,210 2.5 2,433 2.7
 

290 0.8 325 .7 79 .09
 

26,796 75.8 36,694 76.8 73,236 82.7
 

6,203 17.6 9,598 20.1 11,878 13,4
 

2,329 6.5 1,496 3.1 3,452 3.9
 

35,328 100.0 47,788 100.0 88,566 100.0
 

Source: Development Industrial Bank
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3) be benefitting from its considerable utilization of
 

consulting services in training and operational review;
 

4) be increasing the experience level of its staff (with
 

the passage of time).
 

The bank thus appears to be very well positioned to continue the
 

strong expansion which has characterized its recent performance.
 

In our judgment, however, the ability to source funds to meet the
 

investment demand of the industrial sector, and a steadily improving
 

operational capability do not necessarily add-up to a broad, balanced
 

To 	achieve this mission we believe
development finance role fo: DIB. 


there must also be a "development" attitude or philosophy with respect
 

to risk acceptance.
 

As the resident advisor at DIB covered in some detail in his 1979

1980 reports, the risk acceptance policies at DIB are much closer to
 

those of commercial banking than to the risk acceptance policies usually
 

associated with a development finance institution. This situation is
 

understandable given:
 

the poor credit record of previous developmental fine 


ance efforts in Egypt; and
 

* 	the unbalanced risk/reward climate which is pervasive
 

in public sector companies.
 

Moreover, in banking, where large sums of money are at stake,
 

there is always the possibility of corruption. While consultants and
 

developed country bankers may accept the inevitability of some bad loans,
 

the 	public examiners of Egypt do not easily accept this view. In this
 

conflict of viewpoints, the best self-protective device the senior
 

officials of DIB have available is that of always taking security
 

(collateral). Evidence that independently appraised collateral valued
 

well in excess of the loan was demanded, is the first line of personal
 

defense for any responsible public sector banker against the day when
 

he must justify his approval of a bad loan before the public auditor.
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Beyond simply requiring security, the highly conservative bias of
 

DIB with respect to risk assumption may be seen in the following securil
 

policies:
 

e DIB does not make loans on used equipment. 

e DIB does not value leasehold rights for collateral purposes. 

e DIB does not make loans secured by property in free zones, 

because it is unsure of its legal position in foreclosure. 

e The Legal Department of DIB is one of the largest and most 

active departments in the bank and funds are not normally 

advanced until this department has signed-off on every 

element of the security package, although by law DIB has 

an automatic first lien on all assets. 

While DIB continually emphasizes employment creation and national
 

economic benefit as priority strategic policies, it is also clear to us
 

that its collateral policies must inevitably bias its loan portfolio
 

toward relatively capital intensive operations which have the inherent
 

capability to furnish the security values on which it insists.
 

D. BANKING INDUSfRY PRACTICES
 

1. Lending Practices
 

Credit Worthiness - The Central Bank's Credit Information
 

Department, is in a position tc furnish complete information
 

on a company's borrowing record, payment history and security
 

system. This centralized credit bureau serves as a powerful
 

tool for enforcing borrowing responsibility as it is most
 

unlikely that anyone with a poor history will be able to
 

shift to a new lender.
 

Maturities - According to Paul G. Clarke (Private Sector
 

Industrial Development Strategy, August 1981, Table 9) total
 

loans by all borrowers had a maturity breakdown as of December
 

31, 1980 as follows:
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Maturity Less 	 Maturity Less
 

Than 1 Year Total
Than 1 Year 


LE M % 	 LE M % LE M
 
Lender 


1.3 5,093

Public Commercial 5,826 98.7 77 


726
671 92.4 55 7.6

Law 43 Commercial 


383 86.5 60 13.5 443
 
Law 43 Investment 


7,072
6,880 97.3 192 2.7 


There is some feeling among Law 43 bankers that medium term
 

7 years
loan maturities are moving from 3 to 5 years to 5 to 


(with up to a 3 year grace period for new projects) due to
 

some
competition for the large, attractive projects, and 


As term loans are match funded out of
Government pressure. 


capital and time deposits, and deposits are predominantly
 

not a generally popular development.
short-term, this 	is 


2. Interest Rates
 

As noted earlier domestic loan rates are controlled by the Central
 

Bank, and the maximum rate has increased from 9% in 1977 to 15% currently.
 

Many private businessmen, and several bankers, note that industrial 
dev

not supported with the 6% subsidized rate which applies to
elopment is 


food security and housing.
 

Foreign exchange rates are set at 1-2% above the London Inter Bank
 

Offering Rate (LIBOR) for Large top quality transactions with second 
tier
 

DIB offers concessionary foreign exchange
credits at 2-2 1/2% over LIBOR. 


financing, depneding upon the funding source used, and also offers 
fixed
 

rate loans at the official LE/$ exchange rate.
 

3. Basis for Lending
 

Loans are most generally secured by mortgages, and common percent

ages of advance are:
 

* 	90% on appraised land value
 

* 	75% on appraised building value
 

60-65% on purchase value of equipment.
@ 
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Debt to equity ratios have traditionally been set at 1:1 with 1.5:1
 

apparently gaining in acceptability. Some aggressive banks are said to
 

have gone to ratios of 2 and 3:1 in competitive situations.
 

Overdraft lines, beiow the very top tier of companies, appear to be
 

offered very conservatively, and are considered to be in the nature of
 

personal loans to the owners based on the pervasive Egyptian friendship
 

networks, rather than on credit analysis. An LE 3,000 overdraft approval
 

limit for a public Commercial Bank branch manager would not be unusual.
 

Some foreign banks prefer to use drafts since they believe fear of a
 

non-payment report to the Credit Information Department is a strong in

centive for repayment. A widely offered form of working capital credic
 

is "lock and key" lending against raw materials placed under the physical
 

custody of the bank. The normal rate of advance is 80% with the advance
 

paid out when the materials are released to production. Discounting or
 

advancing on bills of exchange is also practiced although the non-credit
 

nature of inter-company sales does not make this a large activity. (1)
 

(1) Note: At least two bothersome constraints on the extension of
 
trade credit are found in the check processing system:
 

(a) We understand that domestic collection periods easily range
 
up to 30 days. Checks drawn into uncollected funds are, of
 
course, responsible for creating interest expense at the
 
bank rate for loans.
 

(b) 	Check transaction charges are levied against the payei,
 
not the maker. Therefore, a trade debtor depositing a
 
payment check must settle for less than the face amount
 
of his bill, or make arrangements to be reimbursed the
 
bank service charge by his customer.
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E. 	IMPLICATIONS FOR SSEs
 

see the following
In the interface between banking and the SSE's we 


implications with respect to the further growth of the manufacturing
 

sector: 

1) The SSE tax avoidance style of financial management 

creates a lack of integrity in financial statements, 

and causes the banking industry to place extreme em

phasis on security protection. 

2) Private sector banks have a minimum client solicita

tion point well above the borrowing need point of 

the 10-50 employee group of companies. For example, 

the average DIB foreign currency loan to SSEs is 

$52,000, while a project size of about $500,000 is 

necessary to get private banking attention. 

3) Smaller companies, therefore, must find their expan

sion credit at the public commercial banks, or at DIB. 

The public commercial banks have traditionally been 

exclusiliely short-term lenders and have no experience 

in term working capital or fixed asset lending. In 

addition, their short-term lending has typically been 

with the support of guarantees. 

4) As the option available to SSEs, DIB has responded to 

the challenge and is to be commended for its strong 

performance. However, it has obvious limitations: 

" As a public sector institution it is not accept

able to many as a repository for confidential in

formation. 

" Its service capacity, in terms of manpower and geo

graphical presence is small when compared to the 

total market service needs. 

" In our judgment its risk acceptance policies are not 

significantly different from those used by the com

mercial banks, and the availability of acceptable 

security is always a priority consideration. 
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5) 	The fact that there is no officially articulated develop

ment policy for the private manufacturing sector necessarily
 

means that there is no official policy or program for meeting
 

the expansion credit needs of small manufacturing companies.
 

For 	example:
 

" 	While heavily subsidized credit for food security and
 

housing expansion is available through the banking
 

industry, there are no concessionary credit programs
 

for the expansion of other private manufacturing.
 

" 	When the National Investment Bank was established in
 

1980 as a new key intermediary, it was given no
 

private sector mission. In our opinion, it is note

worthy that the investment program for social security
 

funds (on which the National Investment Bank pays a
 

return of 6% to the Social Security System) has no
 

concept of allocating back to the private sector,
 

through loans, its proportionate share of total social
 

security contributions.
 

" 	It was reported to us that only three import Letters
 

of Credit were issued in Egypt in the month following
 

the announcement of new policy controls on foreign
 

exchange, and a Central Bank procedural change mandat

ing prior approval of all new foreign exchange alloca

tions. Frequent changes in banking regulation, of
 

course, complicate the financial forward planning of
 

business, and a proliferation of laws and regulations
 

impacts particularly on SSEs who must continuously
 

struggle to know what the government expects of them.
 

" 	The "lock and key" financing of raw materials and the
 

very limited extension of overdraft lines by DIB and
 

the public commercial banks does not, in our opinion,
 

constitute an adequate credit system for financing the
 

working capital requirements associated with manufact

uring expansion.
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VII. CONSTRAINTS AND OPPORTUNITIES
 

Looking ahead to Phase II of this study, it would appear that the
 

most useful way to summarize our findings in Phase I would be to single
 

out the factors which are most germane to design of a strategy for
 

In our view, these factors are constraints
development of the SSE sector. 


which impede the expansion of existing firms, or the new establishment
 

of new enterprises, and environmental factors and issues which influence
 

the behavior of SSEs. As a preclude, then, to Phase II, listed below
 

are the constraints and source of change we have identified in our study.
 

We list:
 

CONSTRAINT
 

High Priority
 

1-8 * Lack of clear Government policy framework
 

1-5 0 Burdensome legal and regulatory climate
 

1-6 * Absence of high level entity devoted to SSEs
 

1-7 e Financial institutions not responding ade

quately to special problems of SSE lending.
 

1-7 e Channels for lending to SSE are limited
 

1-5 9 Shortage of industrial sites and inadequate
 

infrastructure
 

1-5 * High level of machine down-time and low
 

capacity utilization.
 

1-5 a Skilled labor shortages
 

a Lack of assistance in project formulation
 

1-8 e Technical assistance in form of extension programs
 

e Inadequate technical information
 

1-5 e Deficient management
 

1-7 o Poor information and data about SSEs
 

1-4 o Lack of medium-term working capital
 

* Denotes location in Phase I report where constraints are cited. 
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Lower Priority
 

Source of Change 

* 	Limited availability and dissemination of
 

market information
 

* 	Inadequate bank staff and skill base for
 

handling SSE loans
 

* Use of inadequate technology
 

e Shortages of unskilled labor
 

* 	Lack of opportunities for sales to the GOE
 

and sub-contracting to public sector companies.
 

9 Lack of interest in exports
 

* Aversion to debt
 

e Preference for family control
 

* 	Suspicion of government and government-related
 

activities
 

Each source of change is a potential opportunity or
 

external pressure for SSEs.
 

" 


" 


" 


" 


" 


" 


" 


" 


Other Opportunities
 

e 


* 


* 


Expanding market opportunities
 

Changing business climate
 

Increasing population pressure
 

Providing for basic human needs
 

Changing technology
 

Under utilized capacity
 

Availability of outside assistance
 

Expanding banking system
 

Dynamic group of firms
 

Innovative entrepreneurs
 

Pool of Savings, etc.
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Implications for a Comprehensive Development Strategy
 

Although a development strategy should primarily be oriented to

wards alleviating constraints, its design should also take into consid

eration environmental factors and issues which influence the behavior
 

of SSEs. These estabiishnients uperate in a changing economic, tech

nological and institutional environment. Each source of change repre

sents a potential opportunity or external pressure for SSEs and any
 

development strategy should be sensitive to these environmental factors.
 

By incorporating programs which either help SSEs to deal with emerging
 

external pressures or to take advantage of market opportunities, a com

prehensive development strategy would provide the necessary incentives
 

to encourage expansion and impovements by entrepreneurs in directions
 

which would collectively produce a total SSE sector output consistent
 

with national development goals.
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APPENDIX A
 

PARTICIPATION OF SSES IN THE INDUSTRIAL SUBSECTOR
 

1. 	Introduction
 

Since data specifically related to SSEs is almost non-existent, it
 

has been necessary to develop an understanding of their role in industry
 

on the basis of a qualitative review of each of the industrial subsectors
 

Aggregate information for the different subsectors is generally avail

able, but it does not isolate the role of different sized firms. In this
 

appendix, we have prepared brief profiles of the subsectors and described
 

the participation of SSEs within them. While the subsector profiles
 

are based on published sources, the estimates of the SSE role has been
 

primarily derived from interviews and primary data from the various
 

Chambers of the Federation of Egyptian Industries. A summary of the SSE
 

role.in industry, based on the information developed here, is presented
 

in Chapter III.
 

Each of the six subsector profiles includes the following informa

tion:
 

e 	An outline of the subsector structure, including the types
 

of industries inc'uded, the total number of firms, and the
 

geographic distribution of firms;
 

* 	A brief review of subsector performance, particularly in
 

terms of output and exports; and,
 

e An assessment of the SSE role, including estimates of the
 

number of firms and the proportion of output and exports
 

accounted for by SSEs.
 

2. 	Textiles and Apparel
 

a. Structure of the Subsector
 

The textile and apparel subsector is made up of five principal inter

related industries: spinning, weaving, knitting, dyeing and finishing,
 

and apparel. This subsector also includes the manufacture of synthetic
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fibres used in textiles (which is often classified as chemicals in
 

other countries), and the manufacture of other textile products.
 

The textile subsector is closely integrated. The spinning and
 

yarn industry derives its raw materials from domestic cotton ginning
 

and flax mills or from wool and other fiber imports. The output is
 

transferred to woven textile or knitting mills (often the same com

pany as the spinning yarn plant) and then to dyeing, printing and
 

finishing mills (again often the same company). The textiles are
 

sold to apparel and other textile product manufacturers who distri

bute their products to retailers or exporters.
 

The public sector dominates the textile subsector, even though
 

private sector firms are important in some areas, particularly
 

apparel. Ministry of Industry data suggest that the public sector
 

accounted for about 75% of the entire industry's productive capacity
 

in 1980. However, if the artisanal sector is included, the relative
 

public sector role decreases slightly to about 70%.
 

Only 42 of the establishments in the subsector (excluding artisans)
 

are owned by the public sector, and all of these are larger than any
 

private sector company. As shown in TableA-the public sector is
 

particularly dominant in spinning (100% of output); weaving (65% of
 

total output); dyeing and finishing (70% of output); and knitting
 

(55% of output). Only In garments (20% of production) is the public
 

sector relatively unimportant. However, it still plays a critical
 

role since all firms must ultimately purchase their raw materials
 

from public sector companies.
 

The private sector is made up of about 1600 distinct establishments,
 

many of which are involved in more than one aspect of the textile
 

industry. For example, many firms are both in weaving and apparel.
 

Many of the private firms, particularly those in weaving, knitting and
 

dyeing, are highly dependent on a public sector company for the pur

chase of all their raw materials and for their only market. In addition,
 

to the 1600 establishments shown in TableA-l,there are believed to be
 

several thousand small workshops and artisans, particularly in the apparel
 

area.
 



Table A-i
 

Public vs. Private Sector Roles in the Textile Subsector
 

Public Sector PrivateSector
 
Value of Out-
Product Area 

Put, 19801 Number Percent of Number Percent of
 

Product Area (LE Million) of Firms Output of Firms OutRut
 

Spinning 540 21 100 0 0
 

Weaving 600 19 65 650 35
 

Dyeing 20 6 70 35 30
 

Knitting 50 4 60 650 40
 

Apparel 170 10 30 3002 70
 

Total 3 1,380 42 75 1,600 25
 

1Distribution of production among product areas 
is estimated.
 

2Excludes artisanal firms which number in the thousands.
 

3Many companies are involved in several different product 
areas. Total shown here reflects 

> Chamber memberships, and private establishments may be underistimated. 

Source: 	 Chamber of Sp4 ning and Weaviag Industry. Federation of Egyptian Industries
 
and Arthur D. Little estimates.
 



According to the Federation of Egyptian Industries, the majority
 

of textile companies are located in the Cairo area. A survey of its
 

membership (which includes most, but not all companies) indicates
 

that about 65% of the establishments are located in Cairo, 14% are
 

in Alexandria, and 21% are elswhere in Egypt.
 

b. Performance of the Subsectors
 

The textile subsector has long been one of the most important
 

contributors to Egypt's industrial sector. Measured in terms of value
 

of production, textiles rank second (just behind foodstuffs) with
 

approximately LE 1.4 billion in output in 1980. This represents
 

slightly over a quarter of total manufacturing output.
 

Growth in textiles has been somewhat below average, although from a larger
 

base. Textile production, in terms of current value, increased at a 16.3% annua.
 

rate between 1976-1980 compared to a 20.3% annual rate for total manufacturing.
 

It is interest:-, to note, however, that the private sector has per

formed better than the public sector. Growth in the private sector
 

has been about 6% greater than in the public sector. As a result,
 

the private sector contribution to total output has increased slowly
 

from about 25% in 1976 to about 27% in 1980. The principal area of
 

private sector growth has been apparel, although private weaving and
 

knitting output has also increased.
 

In terms of exports, the textile subsector is the most important
 

source of manufactured exports. In 1980, textiles are estimated to
 

have amounted to about LE 308.7 million, or about 48% of total manu

factured exports. More importantly, however, textiles exports sold
 

fur convertible currencies amounted to LE 171.3 million, or 37% of con

vertible account exports. In other words, almost half of the textile
 

exports were traded through bilateral trade igreements, particularly
 

with Eastern European countries. Cotton fiber and yarn are the two
 

most important export products.
 

The private sector accounts for only about 3% of textile exports,
 

although most of these are sold through convertible currency accounts.
 

Of the LE 8 million in private sector exports reported for 1980
 

by the Industrial Control Department of the Ministry of Industry,
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carpets and rugs accounted for about LE 6.6 million.
 

c. Role of Small Scale Enterprises
 

There is no specific data which quantifies the role of small scale
 

The following is based primarily
enterprises in the textile subsector. 


on information provided by the Chamber of Spinning and Weaving Industries
 

as well as estimates developed by the consultant. Since the situation
 

varies greatly by product area, a brief description of the principal
 

and the role of SSE's is provided.
product areas 


* Spinning, primarily cotton yarn, is entirely dominated by about
 

21 large public sector enterprises. Although there is no SSE role in
 

this industry, the public sector monopoly is of critical importance
 

to 	SSE's in downstream activities since they must compete with public
 

over the quality and
sector firms for materials and have little control 


timeliness of the materials made available to them.
 

Weaving is also dominated by about 19 public sector enterprises,
e 


most of which are integrated with the spinning plants. However, accor-',
 

ding to the Chamber of Spinning and Weaving Industries, there are about
 

650 private establishments (excluding artisans) which account for about
 

These private firms vary in size from
35% of the output of woven goods. 


100 looms while about 20% have
2 to 100 looms, but only 10 have as many as 


only 2 looms each. We estimate that about 95% of these private firms
 

would have less than 50 employees each and would account for roughly
 

40% of private sector output of woven goods.
 

Dyeing, printing and finishing establishments in the private
e 


sector number between 30-35 and account for approximately 30% of
 

The Chamber of Spinning and Weaving Enterprises estimates
total output. 


that 3-4 of these firms have 50-100 employees each while the rest
 

The firms with between 10-50 workers
have between 10-50 workers each. 


the output in this product area.
 are estimated to produce about 55% of 


* Knitting is primarily concentrated in 4 public sector companies
 

which produce 60% of all knitted goods. About 650 private sector
 

companies. excluding artisans, are believed to be producing the remaining
 

40% of knitted goods. All yarn is purchased from the public sector while
 

the finished goods are sold to wholesalers or retailers. It is estimated
 

that 85% of the establishments have between 10 and 50 employees and
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55% of the private sector output. Most of the remaining firms have
 

between 50 and 100 workers each, although there are a few new joint
 

ventures with over 100 employees each.
 

* Apparel (or garments) is the area where the private sector
 

is most important. The Chamber of Spinning and Weaving Industries
 

estimates that 70% of all apparel is made up by about 300 private
 

sector establishments with over 10 employees per firm. In addition
 

there are believed to be several thousand artisans and workshops
 

around the country. These shops range from those with one tailor
 

or seamster to those which have a handful of sewing machines and the
 

necessary personnel to man them.
 

Of the establishments with more than 10 employees, approximately
 

half have between 10 and 50 workers each. An additional 25% of the
 

firms have between 50 and 100 workers while the rest have an average
 

employment of over 100. This suggests that firms with between 10-50
 

employees account for 60% of the apparel produced by the private
 

sector.
 

In summary, small scale enterprises with between 10 and 50 employees
 

are believed to play a significant role in the textile subsector.
 

Out of an estimated 1,600 private sector establishments, about 1,350
 

or 84% are SSE's with between 10 and 50 workers. The production
 

from these firms in 1980 is estimated to have been about LE 220 million,
 

or about 49% of private sector output in that year.
 

3. Food Processing Subsector
 

a. Structure of the Subsector
 

The Federation of Egyptian Industries includes six different indus

trial groups in its Food Industry Chamber. These are: sugar and con

fectionary products; tobacco and cigarettes; food preservation; edible
 

oil and related products; beverages; and, milk and dairy products. A
 

seventh food group--cereal products--is represented in a separate
 

Cereals Industry Chamber. Most of the products in the industry,
 

notably flour, bread, pasta, starch and glucose are usually considered
 

part of the food processing industry.
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The structure and composition of the food processing subsector
 

is shown in Table A-2. Tobacco and cigarettes, which are not really
 

a food group, is the most important industrial group in the sector,
 

with 38% of the value of output in 1977. Other important groups in
 

terms of value include sugar and confectionary products (with 14% of
 

1977 output); cereal products (13%); edible oil and related products
 

(13%) and milk and dairy products (11%).
 

Table A-2also shows that in 1977, the private sector, excluding
 

artisans, accounted for about 21% of the value of output from the
 

food processing subsector. By 1979, the Ministry of Industry data
 

indicates the private sector role to have increased to 25% of
 

output while for 1980, this is estimated to have risen to almost
 

30%. However, it should be noted that this appears to exclude bakeries
 

for which both total and private output data is lacking. Since bread
 

accounts for 51% of the average calorie intake, this could have an
 

important impacc on the data.
 

The most recent breakdown of the private sector role in food
 

processing is from 1977 Federation of Egyptian Industry data. This
 

suggests that the private sector has been particularly important
 

in milk and dairy products where about 80% of production was private.
 

In the cereal products industry the private sector accounted for 37%
 

of output followed by the sugar and confectionary products industry
 

with a 24% private sector share.
 

Production is concentrated in the public sector in several areas.
 

This is particularly true of edible oil and related products, tobacco
 

and cigarettes, food preservation, sugar and alcoholic beverages.
 

However, the role of the public sector is much more important than
 

its 79% of food processing output. First of all, the Government plays
 

a critical role in the distribution of agricultural raw materials
 

either domestically produced or imported. Second, the distribution
 

and sale of many food products and particularly staples, is also
 

Government controlled. Heavy subsidies on staples require that
 

producers of these products sell their output to public sector whole

sale companies affiliated to the Ministry of Supply. Third, most food
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Table A-2
 

Composition of the Food Processing Industry
 
(Value in LE thousands)
 

1977 Private 

1977 Production Sector Share (/.) 

Product Area Unit Quantity Value Quantity Value 

1. Sugar and Confectionery 

Sugar & Molasses Ton(O00) 985.3 81,947 6% 67. 
Sesame Pastry " 44.1 15,410 617. 917. 
Dry Confectionery 28.0 12,649 67% 67% 
Chocolate 2.5 4,468 15% 15. 
Biscuits " 18.3 7,740 ,33% 22% 

Subtotal 122,204 - 24% 

Hf. Tobacco and Cigarettes 

Cigarettes Billion 25.0 286,593 - -

Tobacco Products Ton(000) 4.5 33,174 -

Cut Tobacco 1.6 18,483 --

Molasses Tobacco 3.2 12,354 -

Subtotal 340,604 - 4% 

H1. Food Preservation 

Canned & Preserved Goods Ton(000) 48.9 29,268 il. 11% 
Preserved Seafood " 3.6 2,767 - -

Frozen Foods " 1.9 873 - -

Dehydrated Foods " 7.1 7,016 51. 57. 

Subtotal 39,924 .97, 

rV. Edible Oil and By-Products 

Cottonseed Oil Ton(000) 169.2 20,422 1. -

Cottonseed Oil Cake 436.0 3,310 27. 3. 
Other Edible Oil 10.1 7,721 11% 6% 
Other Oilseed Cake " 30.1 703 - -

Margarine 133.0 29,793 37. 3% 
Soap 243.1 43,141 
Animal Feed 716.2 12I450 -

Sbtotal 117,540 1% 

V. Beverages 

Distilled Alcoholic Box(000) 3070 10,485 27 7% 
Wine Ton(00) 1.3 1,202 - -

Beer 
Ma t 

Million Litres
Ton(000) 

38.8 
1.6 

11,969
164 -

Yest Ton(000) 10.0 1,77 -7 

Alcohol Million Litres 31.6 5,027 -

Vinegar Litres 9.3 390 - -
Carbonated Waters Bottles 1184 29,007 32% 32% 

Subtotal 59,771 20% 

VI. Milk and Dairy Products 

Soft Cheese Ton(O00) 137.1 71,835 94.% 94% 
Other Cheese Products 12.6 11,529 32". 38% 
Butter " 1.4 1,751 96% 96% 
Milk 67.8 6,189 
Cream Products 3.6 3,263 86% 89. 
Yoghurt 5.3 1,061 
Other " 404 . 

Subtotal 96,032 80% 

TOTAL (Food Processing Chamber) 776,275 18. 

VII. Cereal Products 
1 

Milling Ton(000) 5,037 101,131 361. 367 
Pasta 114.3 10,301 76"% 767. 
Starch and Glucose " 66.5 8,155 - -

Subtotal 119,587 377. 

TOTAL FOOD AND CEREALS 895,862 21", 



are controlled.
 

The number of establishments in the food processing industry is
 

difficult to estimate although TableA-3 shows that there are roughly
 

850 establishments with over 10 employees each. Of these, about
 

800 are private firms while only 40 are private sector companies. It
 

should be emphasized, however, that this figure excludes bakeries of
 

which there are several hundred in Egypt.
 

In terms of geographic distribution, the membership of the
 

Federation of Egyptian Industries suggests that about 46% of the
 

establishments are located in Cairo, 22% are in Alexandria, and the
 

remaining 32% are distributed elsewhere in Egypt. It is evident that
 

the nature of this subsector lends itself to greater geographic decen

tralization than is the case with most other industrial subsectors.
 

h. Performance of the Subsector
 

In terms of value of production, the food processing industry is
 

the most important among industrial subsectors. As was seen Chapter III
 

the value of total food production in 1980 as estimated by the Ministry
 

of Planning was about LE 2 billion, or almost 35% of total manufacturing
 

output. Although Ministry of Industry data shows only LE 1.5 billion
 

in food output, this figure excludes artisans and some public companies
 

not affiliated :o the Ministry.
1
 

The food prozessing subsector has shown continuous growth since
 

1976, but at a slower rate than the manufacturing sector as a whole.
 

Between 1976 and 1980, the gross value of output in current prices
 

increased at a 17.2% annual rate, compared to 20.3% for all industry.
 

Growth in the private sector, however, was 19% per year resulting
 

in an increase in the private sector share of food processing to almost
 

30% in 1980 from 24% in 1976.
 

Food production in Egypt falls far short of meeting domestic
 

demand as is indicated by the trade balance for food items. Both
 

agricultural raw material and processed foods are imported in signifi

cant volumes while exports are very limited. The severity of this food deficit
 

1The gross value of output shown here is heavily understated since it
 

excludes the value of Government feed subsidies.
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Table A-3 

Estimated Number of Establishments in the
 
Food Processing Industry
 

Total Public Private I
 

Sugar and Confectionary 330 12 320
 

Tobacco and Cigarettes 142 2 140
 

Food Preservation 42 4 40
 

Edible Oil and By-Products 48 9 40
 

Beverages 17 2 15
 

Milk and Dairy Products 46 1 45
 

Cereal Products2 215 20 200
 

Total 	 840 50 800
 

lover 10 employees.
 

2Excludes bakeries and rice hulling.
 

Source: 	 Federation of Egyptian Industries and Arthur D. Little
 
International estimates.
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is reflected in the Government's having made food self-sufficiency as
 

the nation's top priority. Private food processing establishments
 

exported slightly under LE 1 million worth of goods, of which almost
 

one-half was preserved foods such as canned juices.
 

c. Role of Small Scale Enterprises
 

The participation of SSEs in food processing is described below
 

for each of the principal industrial groups and is largely based on
 

information from the Chamber of Food Industries, recent Arthur D.
 

Little studies in the food subsector, and other available material.
 

e Sugar and confectionarv products include sugar and molasses
 

on the one hand, and sesame pastry, chocolate, biscuits and other
 

confectionary products on the other. Sugar and molasses are entirely
 

produced by large public sector mills although joint ventures for
 

beet sugar have been recently established. These new large scale
 

mills would be classified as private sector establishments. The only
 

in this area produce edible molasses.
small scale establishments 


Located near large sugar mills, these establishments are generally
 

frowned upon by public officials for using materials needed for sugar.
 

The confectionary part of this industry group is dominated by
 

private establishments, and many of them are small. A recent survey
 

conducted by the Chamber of Food Industries indicates that of 375 firms,
 

177 have less than 25 workers (about 75 of these have less than 10
 

workers); 76 establishments employ between 25 and 50 workers; 83
 

have between 50 and 100 workers; and 39 have over 100 employees. An
 

estimated 10 firms are particularly large and sophisticated.
 

We estimate that establishments with between 10 and 50 employees
 

account for about 15-20% of the value of confectionary output. In
 

same size range produce an estimated 5% of
contrast SSE's in the 


sugar and molasses which implies that the SSE share of total sugar
 

and confectionary output is about 8-10%.
 

@ Tobacco and cigarettes are produced by 2 large public companies
 

and about 140 private enterprises. The public sector companies produce
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all cigarettes and much of the cut tobacco and tobacco products and
 

account for 98% of total output in this industry group. Among the
 

private companies, 10 large firms employing 100 to 300 each produce
 

most of the rest. SSEs which number about 30, produce only a
 

mixture of rough-cut tobacco and molasses for sale to smoke shops.
 

These SSE's produce only 2-3% of the value of all tobacco products.
 

9 Food preservation include all canned, preserved, frozen and
 

dehydrated foods. Four public sector companies produce most canned,
 

preserved and frozen foods. There are only about 40 private companies in
 

this area, mostly in jams, juices, pickles, ice, meat by-products
 

and other miscellaneous products. Although about 35 of these enter

prises are small scale, it is estimated that they produce only about
 

1-2% of the output from this industry group.
 

a Edible oil and related products involves the processing of
 

oilseeds into edible oil, oilseed cake, margarine, soap and animal
 

feeds. Although there are about 40 private companies, they represent
 

only 1% of total output. Private companies play a small role in
 

soybean and other edible oils, margarine, and oilseed cake. Only 1
 

firm is believed to have over 50 employees. A much greater private
 

sector role is expected in the future in oilseed processing and animal
 

feeds, but this would involve large scale firms.
 

9 Beverages include alcoholic beverages, carbonated water and
 

soft drinks, yeast, and vinegar. While two public sector companies
 

produce almost all alcoholic beverages, there are a few SSE's
 

producing cheap spirits based on alcohol purchased from the public
 

companies. The private sector is important in the carbonated
 

beverage area, but most of the establishments involved are large.
 

In total, the estimated 12 SSEs account for about 1% of output.
 

* Milk and dairy products is the industry group where SSEs
 

are most important. We estimate that 80% of the milk and dairy
 

output is produced by SSEs As was seen above, almost all dairy
 

prcducts are produced by private establishments. An estimated 45
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of these have over 50 employees. In addition, there are a large
 

number of smaller establishments which produce cheese or other pro

ducts using milk from their own few cows or those of their neigh

bors. One public sector enterprise produces all of Egypt's
 

commercial milk as well as some cheese and other products. About
 

60% of the milk is distributed to private cheee producers.
 

* Cereal products include flour, bakeries, pasta, and
 

starch and glucose plants. As was noted earlier, data on bakeries
 

is not available, but SSEs are thought to be dominant here. SSEs
 

are also important in the flour milling area, since about one-third
 

of the flour originates in small rural mills. Pasta, particularly
 

macaroni is produced in about 60 private establishments, all of which
 

are thought to have between 10 and 50 employees. Starch and glucose
 

production is entirely public sector. Overall, SSES are estimated
 

to number about 175 and account for about 30% of all cereal products.
 

In summary, the total number of .SSE in food processing is
 

estimated to be about 650. We estimate that these establishments
 

produce approximately 15% of the total value of processed foods.
 

Dairy and cereal products, which account for 57% and 27% respectively
 

of SSE food output, are by far the most important areas of small scale
 

activity.
 

4. Metals and Engineering Subsector
 

a. Structure of the Subsector
 

Although "metallurgy" and "engineering" products are sometimes
 

treated as distinct subsectors in Egypt, they are also commonly com

bined. Furthermore, there is no systematic distinction between the
 

products in the two industries. In international classification systel
 

a distinction is usually made between primary metals (metallurgy) on
 

the one hand, and metal fabrication, machinery and equipment on the
 

other. However, available data in Egypt do not clearly make this
 

distinction. Consequently, both industries are treated together here,
 

although effortb are made to describe each one separately to the exten
 

possible based on international definitions.
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The engineering products industry is usually broken down into five
 

principal components: metal fabrication, non-electrical machinery,
 

transportation equipment, electrical machinery, and professional and
 

scientific equipment. Table A-4 summarizes the structure of this sub

sector. It shows that fabricated metal, electrical machinery and
 

transportation equipment are each believed to generate about one-third
 

of the output value of engineering products, while non-electrical
 

machinery accounts for 7% and professional and scientific equipment
 

for 3%.
 

The private sector, which accounts for about 23% of total engineering
 

production, plays a moderate role in the subsector. This private rate
 

varies greatly from a high of 55% of production for metal fabrication
 

to a low of 5% for transportation equipment.
 

Approximately 1900 establishments with over 10 employees are
 

involved in th2 manufacture of engineering products. Of the 1845 pri

vate establishments, about 1800 are concentrated in the metal fabrication
 

area. The 56 public sector enterprises include about 12 military fac

tories producing civilian products.
 

The primary metals industry can be divided into two parts: ferrous
 

and non-ferrous metals. Although ferrous metals, particularly iron
 

and steel, have traditionally been by far the most important component
 

of the primary metals industry, aluminum and other non-ferrous metals
 

now have greater significance.
 

The public sector heavily dominates the primary metals industry.
 

In 1980, only 10publicly owned enterprises produced an estimated 94%
 

of the value of primary metal output. Private sector activity is
 

limited to about 90 small foundries and rolling mills.
 

b. Performance of the Subsector
 

The metals and engineering subsector as a whole experienced above 

average growth in the 1976 - 1980 period. In 1980, the value of out

put (as reported by the Ministry of Industry) reached LE 1.1 billion 

compared to LE .4 billion in 1976, representing a 26.1% average annual 

growth rate. In contrast, all industry experienced a 20.3% annual 

Qrowth rnte. 
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Table A-4
 

Structure of the Engineering and Metal Products Subsector
 

Total Production Public Sector Private Sector
 
1980 Number of Percent of Number of Percent of
 

Engineering (LE Million) Firms Output Firms1 Output
 

Fabricated Metal 280 55% 1,800 55%
 

Non-Electrical Machinery 65 80% 10 20%
 

Electrical Machinery 280 90% 10 10%
 

Transportation Equipment 280 95% 15 5%
 

Professional & Scientific Equipment 25 90% 10 10%
 

Total 	 930 562 77% 1,845 23%
 

Metallurgy
 

7 40
 

Non-Ferrous Metals 

Ferrous Metals 


3 	 50
 

Total 	 430 10 94% 90 6%
 

'Ten or more employees. Excludes over 10,000 workshops.
 

2Includes 12 military factories producing civilian products.
 

Source3: 	 Federation of Egyptian Industries; Arthur D. Little, An Assessment of_E pt's
 
Industrial Sector; and Arthur D. Little estimates.
 



Growth in the primary metals area can be attributed to a major
 

raw aluminum complex as well as to some improvements to iron and
 

steel plants. While the output of primary metals has expanded,
 

much of the growth in the subsector has occurred in the engineering
 

products area particularly in metal fabrication. In general, growth
 

in the subsector has been due to heavy public sector investment in
 

basic industries, and the expansion of opportunities for the private
 

sector.
 

Growth has been more rapid in the private than in the public
 

sector. Compared to an estimated 20% average annual growth in the
 

public sector between 1976 and 1980, private sector growth was
 

about 25% annually. This is partly due to very large joint ventures
 

(which are always considered private even if they include Government
 

participation) and partly to private Egyptian investment.
 

In terms of trade, the subsector has performed relatively
 

poorly. Except for increasing aluminum exports, the subsector
 

generates only limited exports. However, the private sector
 

exported about LE 17.1 million worth of goods in 1980-1981, mostly
 

aluminum and Khan el Khalily products. This figure represents a
 

relatively significant 38% of private sector manufactured
 

exports.
 

These exports, however, must be viewed in terms of the entire
 

trade picture. For example, in 1977, imports of engineering products
 

alone amounted to LE 149 million. Imports of automobile parts, con

struction equipment, industrial equipment, and electrical and tele

communication equipment were particularly important. In addition,
 

about LE 66 million in metallurgical products were also imported in
 

1917.
 

c. Role of Small Scale Enterprises
 

The small scale enterprises in the primary metals and engineering
 

products subsector are highly concentrated in metal fabrication.
 

However, SSEs also represent a high percentage of the private sector
 

firms in other product areas, even though the private sector share of
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output in these areas is small. The role of SSE s in each of the sub

sector's component industrial groups is briefly described below.
 

* Primary metals production is almost entirely dominated by the
 

public sector. Production from private enterprises represents only 5-6%
 

of total output. Most of the private enterprises are small foundries
 

and rolling mills which use both domestic and imported scrap or waste
 

metal as raw material. Of the estimated 90 private sector companies
 

it is believed that about 60 have between 10 and 50 employees while
 

the other 30 have between 50 and 100 workers. The average size is
 

between 30 to 40 workers and LE 100,000 in fixed capital. The firms
 

with 10-50 employees account for an estimated 40% of the private sec

tor output of primary metals.
 

* Metal fabrication in the private sector is divided into two
 

types of establishments. The first group, which includes as many as
 

600 private firms, manufactures a fixed line of products. The second
 

group, numbering about 1,200 firms, is largely made up of workshops
 

doing custom-order metal working for clients. In addition to these
 

1800 private establishments with an average of rver 10 employees, there
 

are also believed to be over 12,000 smaller workshops involved in
 

metal working. Items produced by the private sector include screws,
 

nuts, bolts, cutlery, pots and pans, metallic blinds, metal doors and
 

window frames, and other miscellaneous metal parts and products for
 

households and industry.
 

The Chamber of Engineering Industries estimates that about 55%
 

of all metal fabrication is done by private establishments with
 

between 10 and 50 employees. The largest firms are believed to have
 

about 25 employees and up to LE 250,000 in fixed capital.
 

e Non-electrical machinery is mostly produced by public sector
 

enterprises. The estimated 10 private establishments account for
 

only about 10% of machinery output. Interestingly, the private
 

establishments are primarily involved in producing machine tools
 

for small scale industry, particularly lathes, bench drills, column
 

drills and woodworking machinery.
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All 10 private companies can be classified 3s SSE s since they
 

have between 15 and 40 employees. However, this industry is consi

derably more capital intensive and private establishments average LE
 

100,000-500,000 in fixed capital.
 

e Electrical machinery is produced by about 10 private establish

ments. These firms are mostly involved in producing components and
 

accessories such as insulated wire, batteries, fixtures, bulbs and
 

plugs. Some air conditioners, water heaters, and other appliances
 

are also produced by private establishments. Otherwise, the electrical
 

machinery area is dominated by public sector enterprises. Approximately
 

8 of the 10 private firms have between 10 and 50 employees and these
 

account for about 65% of the output in this area.
 

e Transportation equipment assembly is also dominated by the pub

lic sector. The only role for private sector firms in this area is
 

the manufacture of some automobile and bicycle spare parts. ln addi

tion, joint venture companies are involved in truck and bus assembly
 

operations. Overall, the private sector accounts for only about 5%
 

of the transportation equipment production, and SSE s are responsible
 

for an estimated 30% of this. Of the 20 private sector establishments,
 

about 17 have an average of between 10 and 50 employees.
 

e Professional and scientific equipment manufacturers represent
 

a very small group in Egypt. Total output is only about LE 25 million,
 

and we estimate that the private sector accounts for about 10% of
 

this. There are probably only about 10 private establishments, all
 

of them with fewer than 50 employees.
 

To summarize, SSE s are relatively important in the primary metals
 

and engineering products subsector. Of the 1940 private firms, approximately 1900
 

are believed to have between 10 and 50 employees, and most of the
 

rest have fewer than 100 workers. The output of these SSE s in 1980
 

was estimated at LE 202 million, or 15% ot total subsector production.
 

This represented 43% of total private sector production in that year.
 

The SSE participation in this subsector, however, is heavily concen

trated in the metal fabrication area.
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5. Chemicals Subsector
 

a. Structure of the Subsector
 

The chemicals subsector, as generally defined in Egypt, is even
 

more complex than is usually the case in international classification
 

systems. In addition to industries normally associated with chemicals
 

(chemical fertilizers, inorganic and organic chemicals, industrial
 

gases, plastics, paints and varnishes, rubber and rubber products,
 

phariaceuticals, perfumes and cosmetics, etc.) the subsector is also
 

defined to include pulp and paper,wood and woodworking, and leather
 

and leather products industries.
 

As was noted in Chapter II, however, some sources isolate wood

working and leather products as distinct subsectors. In tis report
 

we have opted to keep woodworking in the chemicals subsector in order
 

to discuss all components of the forestry products industry together.
 

Since forestry products are considerably different from the rest of
 

the subsector (referred to here as the chemicals industry) we have
 

strived to describe the two industries separately. Leather and
 

leather products are treated as a separate subsector.
 

The structure of the chemicals subsector is summarized in Table
 

A-5. Total output in 1980 is estimated to have been LE 671.6 million
 

is proof which approximately 70% Is in the chemicals industry and 30% 


duced by the forpst products industry. The key components of the
 

chemicals industry are pharmaceuticals, rubber and rubber products,
 

chemical fertilizers and plastics. Production of primary inorganic
 

and especially organic chemicals is very limited, indicating that
 

much of the chemical industry is based on imported materials. In
 

the forestry products area, the most important components are wood

working products followed by pulp and paper and wood. Again, it is
 

evident that most raw materials are imported.
 

The public sector is particularly important in primary and capital
 

intensive chemical manufacturing. Hence, it completely monopolizes
 

areas such as chemical fertilizers, inorganic chemicals, industrial
 

gases, and sawmilling and lumber, while dominating the production of
 

rubber products and pulp and paper. Overall, the public enterprises
 

A-19
 

Aihur D Little In -rmatkM, Inc. 



Table A-5
 

Structure of the Chemicals Subsector
 

Value of 1 Public Sector Private Sector
 

Chemical Industry Output, 1980 % of Output No. of Firms % of Output
 
(LE Million)
 

Fertilizers 50 100
 

Inorganic Chemicals 25 100
 

10 100  -
Industrial Gases 


60 170 40
Plastics 40 


Paints, Varnishes & Ink 25 30 15 70
 

Rubber & Rubber Products 40 85 15 15
 

20 25
Pharmaceuticals 210 75 


70 80
Perfumes & Cosmetics 35 20 


30
Other Chemicals 42.4 70 10 


26-
Subtotal. 	 4774 -74 300 


Forestry 	Products Industry
 

Pulp and Paper 75 90 10 10
 

-
20 	 100 -
Wood 


2 250 98
Woodworking Products 99.2 

46 26O 54Subtotal 	 1i94-.2 

65 	 560 35
Total 	 671.6 


1Estimated distribution of 1980 output as reported by Ministry of Industry.
 

Source: 	 Total subsector output from Ministry of Industry; number of firms and
 

distribution of output from Federation of Egyptian Industries and
 

Arthur D. Little estimates.
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for about 65% of subsector production, including 74% in
account 


the chemical industry and 
46% of forestry products.i
 

The Chambers of Chemical and Woodworking Industries estimate
 

that there are about 560 private enterprises with over 10 employees
 

operating in the subsector of which about 300 establishments
 

are in 	the chemicals industry and 260 are in the forestry products
 

In addition there are at least 18,000 artisanal establishments
 area. 


in the woodworking area.
 

Private sector firms account for about 35% of subsector output,
 

in forestry products. These
including 26% in chemicals and 54% 


etablishments are particularly important in lighter industries
 

such as perfumes and cosmetics, simple plastic products, pharma

ceuticals, and woodworking.
 

While the establishments in the chemicals industry are concentrated
 

in Cairo and Alexandria, the forestry products establishments seem to
 

A survey of. Chamber of Chemical
be'better geographically distributed. 


of the firms are located
Industry members indicates that about 75% 


in Cairo, about 20% in Alexandria, and only 5% elsewhere in Egypt.
 

In contrast, only about 50% of the Chamber of Woodworking members
 

are located in Cairo and Alexandria respectively. A large number,
 

over 35%,are located in the Damietta region while the rest are dis

persed 	througnout Egypt.
 

b. Performance of the Subsector
 

The 	chemicals subsector has shown abo,' average growth in the
 

Total output in current prices reached LE 71.6
1976-1980 period. 


million in 1980, compared to LE 292.7 million in 1976 (based on Mini

stry of Industry data). The implied growth rate of 23.1% per year
 

compares to 20.3% for manufacturing as a whole. With a total expan

sion in the value of output between 1976-1980 of about 140%,growth
 

in the 	chemical industry was more substantial than the 100% increase
 

experienced in woodworking.
 

As has been the case for most industrial subsectors, the private
 

Industry and Ministry of Planning data presented in
fThe Ministry of 

38% and 22%
ChapterIlIshowed a public sector share of chemicals of 


respectively for 1980.
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sector has outperformed Government owned enterprises. In the chemi

cal industry, expansion by private firms between 1976-1980 is
 

estimated to have been about 165% compared to about 130% for public
 

sector enterprises. Similarly, private enterprises in the forest
 

products industry showed a superior performance.
 

In terms of exports, the chemicals subsector, and particularly
 

the private firms have performed relatively well. In 1980-1981,
 

the private sector was responsible for about LE 25.1 million in exports
 

of which LE 24.4 million were in chemicals (particularly cosmetics,
 

jasmine oil and paste and essential oils) and LE .7 million were wood

working products. The chemical subsector generated about 43% of total
 

private sector exports in that year.
 

However, in the context of the total trade balance for the subsector
 

this export performance is not so positive. Large scale imports of
 

primary chemical and forestry materials are required t6 supply Egyptian
 

industry.
 

c. Role of Small Scale Establishments
 

With a few exceptions, SSE's are believed to represent an impor

tant proportion of the private sector establishments and output in the
 

chemical subsector. This role is described below for each of the
 

principal product groups.
 

Chemical Industry
 

* Chemical fertilizer production is presently monolpolized by
 

a few large government owned enterprises. Although some joint
 

ventures are anticipated in this area, these would also be very
 

large.
 

* Inorganic chemicals and industrial gases are both entirely
 

produced by public sector enterprises. There is no SSE role in this
 

area.
 

* Plastics is an area where the private sector is relatively impor

tant. Compared to only two public sector enterprises, there are about
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170 private establishments producing about 40% of all plastic products.
 

An estimated 15 private establishments employ more than 50 workers with the
 

largest firm employing about 200 people. The smallest private esta

have 10 employees. Therefore, about 145 firms are considered
blishments 


be SSE's with between 10 and 50 employees. We estimate that those
to 


establishments account for about 75% of private sector plastic output.
 

Products produced inlcude plastic bags, synthetic leather, packaging,
 

and heavy duty plastic sacking.
 

e Paints, varnishes and ini.s is another important area for private
 

sector activity. The 15 private establishments account for about 70%
 

of total output while only a few public companies account for the rest.
 

Private companies are particularly important in oils and solvents.
 

Only one private establishment has over 50 employees while the rest
 

average between 10 and 25 workers. It is estimated that SSE's with
 

between 10 and 50 employees would produce about 75% of private output.
 

e Rubber and rubber products is evenly divided into tires and
 

other rubber products. All domestic tire production is monopolized
 

A second public sector enterprise
by one Government owned company. 


controls mos. of the production of other rubber products. Private
 

to number about 15, account for about 15%
establishments, estimated 


transof production. Many of these produce rubber parts for shoes or 


portation equipment. None of the private establishments has more
 

than 50 employee- so that all output can be attributed to SSE's.
 

@ Pharmaceuticals are produced by both Government owned enter

prises and public-private joint ventures. The latter, mostly joint
 

ventures with foreign pharmaceutical companies, are classified as
 

private sector establishments. It is estimated that these firms
 

account for about 25% of pharmaceutical cutput. However, none of
 

these is believed to be an SSE.
 

o Perfumes and cosmetics is a very important area of both pri

vate sector and SSE activity. Approximately 70 private establishments
 

currently produce about 60% of all perfumes and cosmetics while
 

2 public sector enterprises account for the remaining production.
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Of the private establishments, 25 have an average of over 50 employees
 

and about 60 have between 10 and 50 workers each. We estimate that
 

the SSE's with between 10 and 50 employees are responsible for about
 

70% of private sector output.
 

As was noted earlier, perfumes and cosmetics are a particularly
 

important source of private sector exports. Although data on SSE
 

exports is not available, it is likely that smaller firms contribute
 

significantly to exports of essential oils, perfumes, and other related
 

products.
 

* Other chemicals include glue and gelatin, chemical agents,
 

insecticides, matches, glycerine, and synthetic detergent. The pri

vate sector is active in glue and gelatin (over 90% private), insecti

cides (about 10% private), matches (5% private) and synthetic detergents
 

(10% private). Overall, there are approximately 10 private establish

ments which produce about 30% of these products. We estimate that
 

8 of these firms, representing 75% of private output, are SSE's with
 

between 10 and 50 employees.
 

Forestry Products Industry
 

* Pulp and paper is a large industry which is made up of four
 

public sector companies and ten small private mills. The private
 

mills use waste materials to produce recycled paper and crude wrapping
 

papers. This activity represents only 10% of pulp and paper produc

tion. All of the private mills have between 10 and 50 employees.
 

e Woodworking primarily involves the production of furniture
 

and materials for home building such as door and window frames and
 

floor tiles. The Chamber of Woodworking Industries estimates that
 

about 98% of all woodworking is done by about 250 private establish

ments and as many as 18,000 artisans. Artisanal firms tend to have less
 

than ten workers each, but many are members of Targe cooperatives
 

which support them in the procurement of raw materials.
 

The average size of private establishments (with over 10 employees)
 

is about 30 workers. However, about 10 firms have over 250 employees
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employees. The remaining 180 SSE's account for an estimated 25%
 

of private sector output.
 

* Processed wood, particularly composite wood, plywood, syn

thetic wood, and sawmill products, is all produced by public sector
 

mills. Private woodworking establishments largely depend on these
 

mills for their raw materials.
 

To summarize, the SSE contribution to the chemical subsector in

volves about430 establishments, or 77% of all private firms in the
 

subsector. About 57% of the SSE's are in the chemical industry, par

ticularly in plastics and cosmetics. Most of the remaining SSE's
 

are in woodworking.
 

SSE's in the chemical subsector account for about LE 83 million
 

or 35% of LE 235 private sector output. About LE 51 million of these
 

is concentrated in the chemical industry while SSE's in the forestry
 

products industry are responsible for about LE 32 million in output.
 

6. Leather and Leather Products Subsector
 

1. Structure of the Subsector
 

The leather subsector in Egypt is defined to include three types
 

of establishments: tanneries, footwear manufacturers, and makers cf
 

other leather products. Table A-6, which shows the relative importance
 

of each component, indicates that footwear is by far the subsectors
 

largest segment in terms of value of output. While footwear represents
 

about 86% of subsector output, tanning and other products account for
 

only 8% and 6% of output respectively.
 

The value of subsector output for 1-980 is estimated here to be LE
 

451.7 million, while in Chapter LII, Ministry of Industry data showed
 

output of only LE 413.7 million. The latter figure does not include
 

the estimated 38 million in tannery production. This omission is due
 

to the tendency in Egypt to include all or part of the leather sub

sector within the chemicals subsector. Here, all leather and leather
 

products are considered together.
 

Leather and leather products is the subsector where private establish

ments make the greatest relative contribution to production. There
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Table A-6
 

Structure of Leather and
 

Leather Products Subsector
 

Public Sector Private Sector
 
I
 

(LE millions) # of Firms % of Output # of Firms % of Output
 

280 75
Tanning 38 2 25 


5 350 95
Footwear 389 1 


- 150 100
Leather Products 24.7 


3 6 780 94
451.7.
TOTAL 


Excludes artisanal firms with less than 10 employees
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are estimated to be about 780 private establishments with over 10
 

employees each, compared to only 3 Government-owned enterprises.
 

The private firms are responsible for about 94% of total output,
 

including 100% and 95% of other leather products and footwear
 

respectively.
 

b. Performance of the Subsector
 

Total subsector output increased to LE 451.7 million in 1980 from
 

LE 183.7 million in 1976. The 146% growth (in current prices) com

pares favorably with the 110% expansion of total manufacturing. This
 

trend was particularly significant in the footwear area where a 270%
 

growth in value of output was experienced. In terms of quartity, pro

duction increased to 56 million pairs from 37 million pairs. Production
 

of tanned leather expanded ouly 70% in value between 1976-1980.
 

Since exports of tanned leather were banned in 1979, exports from
 

this subsector are limited to footwear and other leather products.
 

Subsequently overall performance of the subsector in'terms of outputs
 

has been somewhat adversely affected. The other implication of this
 

ban is that virtually all exports are generated by the private
 

sector.
 

In 1980-1981, exports in this subsector were valued at LE 5.6
 

million. The principal products involved were shoes, leather
 

apparel, and ladies handbags. However, exports of footwear have
 

declined 52% in terms of value since 1976 while exports of leather
 

products declined 33%. This decline appears to be primarily due
 

to decreased trade with Eastern European countries
 

c. The Role of Small Scale Enterprises
 

Of the 780 private establishments in the subsector, we estimate that
 

almost all are SSE's with between 10 and 50 employees. This excludes
 

a large number of artisans which are also active in the subsector. The
 

SSE's are responsible for about LE 402 million or 89% of leather and
 

leather products output. The SSE role is described below for each of
 

the three principal product groups.
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9 Tanned leather is produced by about 280 private and 2 public
 

sector establishments. The private enterprises, which account for 75%
 

of production, range in size between 2 and 17 tanning drums, and
 

from 5 to 50 employees. About 90% of the private establishments are
 

concentrated in Old Cairo, despite efforts to relocate them elsewhere
 

for health reasons. Production from the public sector enterprises in
 

Cairo and Alexandria has not increased during the past years, resulting
 

in a growing role for private firms.
 

e Footwear production is all private except for one public sector
 

company which produces very cheap shoes for the mass market. In addi

tion, several joint ventures are being established, but these are not yet
 

fullt on line. Almost all of the 350 private establishments have fewer
 

than 50 employees and it is estimated that SSE's account for 95%
 

of private sector production.
 

* Other leather products include leather apparel, handbags, wallets,
 

gloves, belts, and other miscellaneous items. This product area is
 

entirely dominated by private enterprises, all of which are very small
 

except for one joint venture company producing ladies handbags. SSE's
 

are believed to account for 90% of production.
 

7. Building Materials Subsector
 

a. Structure of the Subsector
 

The building materials subsector is defined here to include all manu

factured products required by the construction industry. This includes
 

cement, gypsum and plaster, cement and asbestos products, bricks, marble,
 

refractories, porcelain and chinaware and glass and crystal. Excluded
 

from this definition are wood products, steel. reinforcing bars and
 

other metal products used in construction, as well as the mining of
 

non-metallic minerals used in the production of building materials.
 

This definition of building materials is similar to the one used
 

by the Ministry of Planning and referred to in Chapter III. In contrast,
 

the Ministry of Industry includes private sector activity in building
 

materials together with glass, ceramics, refractories, and non-metallic
 

minerals, but excludes public sector building material enterprises
 

which are associated with the Ministry of Housing. The Federation
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of Egyptian Industries considers all building materials activity, but
 

also includes construction in its Chamber of Building and Construction
 

Industries.
 

The Ministry of Planning, whose definition of the subsector is
 

consistent with ours, calculates that the value of building materials
 

output in 1980 was about LE 202.5 million. This figure, however, is
 

likely to be underestimated largely becuase the manufacture of clay
 

bricks from agricultural clay has been banned to preserve valuable soil.
 

Although we believe that many establishments would not report this
 

illegal output, we have not adjusted total output for lack of any data
 

on the volume of additional output.
 

Our estimates of the distribution of building materials output
 

among the different product groups is shown in Table A-7. Cement and
 

glass, which together represent 65% of output, are by far the sub

sector's largest components. Other important areas include bricks,
 

procelain and china, refractories, and gypsum and plaster.
 

Government owned enterprises produce about 80% of the value of
 

all building materials. These enterprises account for the total
 

production of cement, gypsum and plaster, and sand bricks although
 

this situation is changing with the establishment of several joint
 

ventures. Public sector enterprises produce more than half of all
 

other building materials except for clay bricks.
 

We estimate that there are about 1850 private establishments
 

with an average of over ten employees. About 1000 of these are in

volved in the production of bricks and it is likely that a significant
 

number of additional artisinai firms are active in this area. An addi

tional 700 firms are producing cement tiles. Overall, private
 

establishments are responsible for 20% of the value of building
 

materials production. The private sector accounts for 85% of red
 

and clay bricks, 40% of glass and crystal, and 30% of cement and
 

asbestos products. it has a smaller role in marble, refractories,
 

and porcelain and china.
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Table A-7
 

Structure of the Building Materials Industry
 

1
 
1980 Output Public Sector Private Sector
 
(LE million) % of Output # of Firms % of Output 

Cement 86.0 100 -

Gypsum and Plaster 10.0 100 - -

Cement and Asbestos Products 12.0 80 700 30 

Clay and Red Bricks 14.0 15 1,000 85 

Sand and Other Bricks 5.0 100 - -

Marble 5.0 75 25 25 

Refractories 11.0 75 50 25 

Porcelain and Chinaware 13.0 80 20 20 

Glass and Crystal 45.0 60 45 40 

Other 1.5 80 15 20 

TOTAL 202.5 80 1,850 20 

iTotal output from Ministry of Planning. Distribution based on 1977 pattern and
 
estimated 1977-1980 growth.
 

Source: 	 Federation of Egyptian Industries, Ministry of Planning and Arthur D.
 

Little, Inc. Estimates.
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A survey of the 198 members of the Chamber of Building and Construc

are located in the Cairo

tion Industries shows that 61% of these firms 


area while 14% are in Alexandria and 25% dispersed throughout Egypt.
 

However, this distribution excludes most of the brick establishments
 

required by local
which are located throughout the Nile Valley as 


building requirements. Most are probably located in the Delta.
 

b. Performance of the Subsector
 

The value of building materials output (in current prices) increased
 

For 1977, the Federation of Egyptian
about 60% between 1977 and 1980. 


Industries reports that total output was valued at LE 127 million
 

the LE 202.5 million estimated by the Ministry of Planning
compared to 


for 1980.1 This performance is relatively disappointing in view 
of the
 

tremendous building materials requirements for meeting housing, infra-


In order to improve the situastructure and other construction needs. 


the building materials
tion, the Government has made the expansion of 


industry one of its top objectives.
 

Available data is no adequate to measure the relative growth of
 

private and public activity in the subsector. However, it is generally
 

rapid within the private secbelieved that growth has been much more 


Although some new capacity has been developed in the public
tor. 


sector, much of the investment has been channeled into replacing
 

into new joint ventures. Since
 or improving existing capacity, and 


joint ventures are classified as private, these contribute to the
 

performance of private sector activity.
 

Exports from this subsector are minimal. In 1980-1981, exports
 

of building materials generated by private enterprise amounted 
to
 

only LE I million. The principal export items were clay products
 

and insulating material.
 

c. Role of Small Scale Enterprises
 

The contribution of SSE's to the production of building materials
 

reviuwed below for each of the principal product areas.
is 


Cement has been entirely produced by four large public sector
 

Although several joint ventures are being established,
 

a 


enterprises. 


1The latter figure inf:ludes artisans.
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9 

SSE's will continue to have no role in this area.
 

e Gypsum and plaster is also exclusively produced by government
 

owned enterprises.
 

e Cement and asbestos products include a range of items such as
 

pipes, bricks, asbestos plates, cement tiles, etc. The public sector
 

produces all these products except for cement tiles which are entirely
 

made by private enterprises. There are believed to be about 100 small
 

establishments involved in cement tiles, and almost all of them have
 

fewer than 50 employees. We estimate that SSE's are responsible for
 

85% of the private sector production of cement and asbestos products.
 

* Clay and red bricks combines the small private establishments
 

using agricultural clay and the new desert clay enterprises set up
 

to replace them. The latter are both public and private, while joint
 

ventures dre also being sought. Agricultural clay brick establishments,
 

which nubmer about 1000, range in size from 10 workers and LE 5000 in
 

capital to 100 workers and LE 20,000 in capital. We estimate that
 

no more than 10 establishments average over 50 employees
 

each. SSE's produce about 95% of the private share of total brick
 

production. it should be noted that very small brick producers are
 

not included in either the estimates of output or number of firms.
 

Marble quarrying and dressing is another area of private sector
 

activity. About 25 small private companies operate quarries and pro

duce about 25% of the value of marble output. These firms range in
 

size from 25 to 1000 employees. The latter is a joint venture company.
 

About 12 companies have between IC and 50 workers each and these
 

account for an estimated 15% of private sector output.
 

* Sand bricks, as well as other substitutes for red bricks, are
 

all produced by public sector companies. It is likely, however, that
 

this area will be opened up to private enterprises in the near future.
 

* Refractories are produced by both public and private enterprises,
 

with the private sector accounting for about 25% of output. An estimate
 

50 private firms are active in the production of refractories. Of these
 

10 have between 50 and 200 employees each while the other 40 range in
 

size between 10 and 50 employees each. The SSE's with between 10 and 50
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workers are responsible for about 45% of private sector production.
 

e Porcelain and chinaware is produced by one Government owned
 

company, two joint ventures and about twenty smaller private companies.
 

Private sector output, excluding the joint ventures, is about 20% of
 

the total. The 20 smaller companies range in size between 25 and 100
 

employees wiLn about 10 fo these averaging fewer than 50 workers.
 

We estimate that SSE's produce 30% of the value of private sector
 

output.
 

* Glass and crystal of all types are included in building materials,
 

even though most items are not used in construction. Flat glass is
 

entirely produced by one Government owned enterprise, although a new
 

joint venture is being established. About 45 private companies
 

are involved in the manufacture of a variety of glass products and
 

account for 40% of total output. In terms of size, about 10 of these
 

establishments employ an average of between 10 and 20 people; 5 have
 

between 20 and 50 employees, and the remaining 30 have over 100
 

employees each. Only 10% of the private sector output is produced by
 

SSE's.
 

e Other building materials, include stones for grinding and cutting,
 

insulating materials and clay products. Stone clay and alabaster handi

crafts are excluded from consideration here. There are about 15 pri

vate enterprises producing 20% of the value of output in this category.
 

All of these are probably SSE's with between 10 and 50 employees. As
 

noted earlier, much of the private sector exports of building material
 

are miscellaneous items from this category.
 

In summary, there are about 1855 private establishments in the
 

building materials subsector of which 1792 (97%) are SSE's with between
 

10 and 50 employees. These small establishments produce about 45% of
 

the private sector's share of building materials output. Based on the
 

1980 estimate of total output, this would amount to LE 18.3 million
 

which is attributable to SSE's.
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APPENDIX B
 

RESULTS OF THE EXTENSIVE INTERVIEW PROGRAM
 

A. SUMMARY OF EXTENSIVE INTERVIEW FINDINGS
 

1. Introduction
 

A total of 200 companies were interviewed in our extensive inter

view program using the questionnaire presented later in this appendix.
 

The actual interviews were conducted by a team managed by Mr. Badawi, a
 

principal of an experienced public opinion and survey company in Egypt.
 

The survey itself was designed by Arthur D. Little, International, Inc.
 

and reviewed by ARICON before being submitted to CAMPAS for approval.
 

This section of the appendix is designed to give the reader an
 

overview of the survey findings. Section B of this appendix describes
 

the methodology and criteria used in selecting the firms that were
 

interviewed, and Section C of this appendix provides a much more detailed
 

account of. the i
irvey findings as well as the survey questions.
 

2. Characteristics of the Sample Firms
 

About half of the 200 interviews included in this analysis involved
 

enterprises with ii to 24 employees while an additional 40% of the
 

firms have between 25 and 49 workers. The rest of the establishments
 

interviewed have over 50 employees. This distribution is similar to
 

the proportion of SSEs in the different employment size categories.
 

The 200 interviews also include firms involved in all industrial
 

sub-sectors. More foodstuff, textile and engineering firms were visited,
 

in contrast to fewer metallurgy and printing establishments. This is
 

consistent with the relative importance of SSEs in the different sub

sectors.
 

Approximately 25% of the firms interviewed were organized as
 

individual proprietorships, and 68% were organized as either partner

ships or limited partnerships (37% and 31% respectively). The sample
 

did include five firms organized under Law 43, and the rest of the
 

sample was made up of several privately held corporations and two
 

publicly held corporations.
 

ICAPMAS approved most of the questions in the questionnaire, however
 

they did not allow us to ask questions on capacity and working capital
 
(see questions I-J, I-L, and I-M).
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The vast majority of the firms sampled had been established prior
 

to 1974 (92%) indicating a slow growth in the number of new firms in
 

the 128 that have expanded operations since
the system. However, of 


have done so after 1974, indicating an improved
their establishment, 72% 


business climate for expansion.
 

3. 	Production Constraints
 

57% of the enterprises interviewed, per-
A total of 114 firms, or 


the adequacy of their production equipceived a problem with regards to 


ment and 48% perceived a problem with the technology or processes being
 

Among those that expressed problems with the adequacy of
 

the frequency
 

utilized. 


their production equipment, the major complaints were: 


the lack of spare
of machine breakdowns due to the age of equipment; 


parts with which to fix the machines; and, frequent electrical black-


These firms believe that new technologies would be
outs or brownouts. 


useful, but that locating and installing the new equipment would be
 

difficult in the environment in which they operate.
 

Sixty-three percent of those interviewed responded that maintenance
 

and repairs is not a major problem area, although the lack of both
 

spare parts and trained individuals to service equipment perceived
are 


as the major constraints in this area. The lack of available informa

tion which they could use to select new and appropriate technology
 

or processes is also perceived as a problem by 30% of those interviewed.
 

When asked what problems the enterprise encounters in finding
 

employees, the response shows that while there appears to be little
 

difficulty recruiting foremen, there are acute problems in locating
 

enough skilled labor for the factories. Only 16% of those interviewed
 

believe that they do not have a problem in finding or employing skilled
 

labor. The major constraint is the limited pool of skilled workers,
 

which is attributed as being largely due to the departure of skilled
 

workers abroad.
 

When asked about the supply and quality of raw materials, approxi

mately 50% of those interviewed answered that there is no major problem
 

in either of these areas. However, the other 50% believe that there are
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raw material shortages and supply interruptions, while local materials
 

are of inconsistent quality.
 

In the area of final product quality, approximately 64% of the res

pondents believe that there is no problem, while those that do recognize
 

a quality problem argue that it is either due to the quality of the raw
 

material being used in the process, the lack of skilled workers, or
 

the quality and age of the production equipment being used to manufacture
 

the product.
 

Approximately 80% of the firms interviewed felt that the production
 

constraints that they faced were also faced at least partially by their
 

competitors. The overall production constraints which affected the
 

sample the most in order of importance were: the lack of skilled
 

workers, the non-availability of raw materials in the quantity and/or
 

quality desired, and problems related to the adequacy of the produc

tion equipment.
 

4. Marketing Constraints
 

Interviewees were asked if they have any problems with sales, distri

bution or pricing of their products in the marketplace. A very high
 

percentage (approximately 80%) believe they do not have any problems in
 

this area, which appears to reflect the fact that most of these companies
 

are operating in an environment where finished products are typically
 

in short supply (only 38% of those interviewed promote their products).
 

Howerver, companies did mention that competition with imported foreign
 

products is sometimes difficult because there appears to be a preference
 

for manufactured goods of foreign origin within the marketplace. Some
 

companies also mentioned that price controls presented a problem and
 

that unlicensed companies produce lower quality and lower priced
 

products.
 

5. Financing and Credit Constraints
 

Only 52 of the 200 enterprises interviewed have used any kind of
 

bank credit in the past 24 months. The few firms that have obtained
 

loans have used them either for the purchase of machinery (76%) or
 

financing working capital (17%). These loans are divided into two types:
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those in local currency subject to Egyptian regulated interest rates
 

and terms; and those in foreign currency which are subject to internation
 

rates and terms.
 

When asked about the type of collateral which has to be offered to
 

secure a loan, respondents believe that loans must be guarnateed with
 

a minimum of 100% collateral. In many cases it is believed that the
 

a factor of two or more.
collateral. exceeds the value of the loan by 


Of those that have not used bank credit, 37% explained that they
 

do not need outside financing, while another 32% mentioned high interest
 

rates as the deterrent for borrowing. Eleven percent felt that the
 

procedures for using bank credit are overly complicated and 10% did
 

on
not feel comfortable with the fixed burden that borrowing places 


the enterprise.
 

Only fifteen enterprises have been using non-bank loans, and the
 

sources of these non-bank loans are either from family or friends.
 

Five percent of those interviewed have received supplief credit
 

on purchased machinery and equipment, and twenty-five percent of those
 

interviewed have received supplier credit on raw material purchases.
 

Those receiving supplier credit on raw material purchases appear to be
 

getting approximately one month's full credit on purchases.
 

Overall, these findings indicate a significant aversion to the use
 

of banks as a source of financing. This is due to severl factors inclu

ding minimization of risk, unreasonably high collateral demands, con

servative loan terms, difficult application procedures, lack of access
 

to banks, etc. However, despite this aversion, there clearly exists
 

a large demand for financing, particularly working capital requirements,
 

as well as for fixed asset financing.
 

6. Government Regulating Constraints
 

The responses to questions about constraints related to Government
 

regulations suggest that SSEs perceive these to be a normal part of the
 

business environment. Although there is the normal complaining about
 

to
specific regulations, SSEs seem to have adapted their businesses 


live with this legal climate as well as possible. For example, 95% of
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those interviewed believe that project approval and registration are not
 

too great a burden even though these are clearly very complex.
 

'mport regulations are perceived to be a constraint by 34% of the
 

respondents. The major problems are the slow going and complicated
 

measures which are needed to process imports, as well as the frequency
 

of amendments to import regulations, the difficulty in obtaining
 

foreign exchange, and the high customs duties on imported raw materials.
 

When asked about any problems stemming from the labor laws, 70%
 

of the firms felt that these do not present a major constraint, probably
 

because they have learned to live with them. Some of the concerns men

tioned include the perception that the labor laws appear to be more in
 

the interest of workers, and that these give no authority to the employer
 

to make personnel related decisions. A high percentage of the enter

prises interviewed believe they do not have a problem with social
 

security laws within the country, except that these do not allow for the:
 

existence of a trial period for the employee before having to pay social
 

security, the rates are high, and that the system is slow to respond
 

to changes.
 

Interestingly, only 33% of those interviewed complained about tax

ation, and these firms are mostly concerned with the arbitrary nature
 

of the process used in determining the anount of taxes owed. This
 

response also indicates that SSEs have learned to live with Govern

ment regulations.
 

Firms were asked about their awareness of Government assistance
 

programs and support services that are available to SSEs. Approxi

mately two-thirds of those interviewed believed that no government
 

assistance is available for training of administrators and production
 

workers or for techUical assistance in general. Few know of any
 

prorrams at all. However, at least one-third of those interviewed
 

would welcome some kind of training or technical assistance from the
 

Government. Most are particularly interested in assistance in finding
 

or training skilled employees for their factories and in technical assis

tance for production processes.
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When firms were asked what changes they would like to see in the
 

laws or Government regulations which affect their businesses, the major
 

areas mentioned were: simplification of import measures; amendment of
 

the labor laws to give employers greater flexibility; the issuanrc cf
 

laws which would limit the emigration of Egyptian skilled workers
 

abroad; changes in the tax structure to allow incentives and eliminate
 

the randonmness associated with tax calculations; more stability in
 

the overall import laws and Government regulations Jn general; and,
 

amendment of the social security laws so that the worker is also under
 

an obligation to pay a share of the social security costs.
 

7. Personnel Constraints
 

More specific questions regarding personnel related constraints
 

indicates that only 25% of those interviewed are not faced with unskilled
 

labor problems. In contrast, a full 59% believe that unskilled labor is
 

an acute probl..., mainly because of a limited labor pool coupled with
 

the fear that once a worker is trained, the individual leaves for another
 

job in a competing factory or abroad. The same pattern applies to the
 

hiring of semi-skilled and skilled labor. However, when it comes to
 

the hiring of supervisors, 78% of the respondents do not believe that
 

this is a problem.
 

8. Productivity and Labor Constraints
 

Questions on worker turnover, absenteeism and productivity all
 

revealed that these are major areas of conern. Problems mentioned
 

include the tendency of workers to leave the factory without permission
 

or on unscheduled absences and workers leaving for employment abroad
 

or to other factories. When asked about their experience with female
 

workers, 56% or those interviewed do not employ women mostly because
 

of the nature of the work. However, among the firms that employ women,
 

approximately 50% perceive that women are equal to men in their work per

formance, while at least 25% responded that females are superior workers
 

to males in terms of turnover, absenteeism and productivity.
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9. Management Constraints
 

Questions were asked of all of the invterviewees as to the problem
 

related to the adequacy of the administrative skills for handling the
 

firm's finance, accounting, production techniques, production planning,
 

sales and distribution or the purchase of raw materials. All responded
 

that they felt that their administrative capabilities were adequate and
 

furthermore, only a few felt that they wanted any assistance in improvir
 

administrative skills. In many enterprises there was visual evidence
 

of poor management, so it is likely that replies to these questions were
 

biased by the fact that interviewees almost always were owner-managers.
 

10. Expansion Constraints
 

Eighty-four percent of the sample expressed an interest in increasing
 

their sales, however only 34% of the sample had any specific plans for
 

expanding capacity. Most of those with expansion plans will do so in
 

their present product lines. For those wishing to increase sales
 

within their present capacity the major constraints were the lack of
 

available workers and the lack of readily available raw materials. For
 

those enterprises wishing to increase sales through expanded capacity
 

the major constraints were the lack of adequate space, the need for
 

new equipment and Lhe lack of skilled and unskilled labor.
 

B. METHODOLOGY AND CRITERIA
 

1. Introduction
 

Careful attention was given to the selection of the two hundred
 

(200) firms that were to be interviewed in the extensive interview
 

program. The methodology, which is described in this section, can be
 

broken down into three steps:
 

0 	 Definition, identification, and categorization of the
 

SSEs in Egypt.
 

to be used in determining
* 	 Selection of the weighting process 


the number of firms in each industrial subsector which were
 

to be interviewed.
 

Actual selection of the individual firms to be interviewed.
* 


B-7 

Art6ar nl i ittL ir*.rnm-)i ir-c 



In Chapter II, Section C of this report, the process used in defining
 

which firms were to be categorized as SSEs is described in detail. Having
 

than 10 but less than 200 employees,
defined SSEs as those firms with more 


and fixed assets (net of land and buildings) of less than LE 300,000,
 

we were then able to compile a list of SSEs from information provided
 

by the Federation of Egyptian Industries( F.E.I.), and the Industrial
 

Control Department of the Ministry of Industries. The SSEs were grouped
 

by industrial subsector according to the classification scheme used by
 

the F.E.I. (see Table B-1). This list became the population of Egyptian
 

SSEs from which the 200 firms were selected.
 

TABLE B-1
 

Federation of Egyptian Industries
 

Classification of Subsectors in Manufacturing Sector
 

Subsector Industries 

Metallurgical Industries Basic sections, nonferrous metal

lurgical industries 

Engineering Industries Transportation equipment, main metal 

structures and products, electrical 

appliances 

Spinning and Weaving Industries Cotton, silk, wool, vegetables 

fibers, knitwear 

Chemical Industries Fertilizers, plastics, cardboard, 

gases, rubber products, drugs, 

soap, cosmetics, other chemical 

products 

Leather Industries Leathe:, footwear, leather goods 

Food Industries Sugar and confectionery, milk and 

dairy products, food preservation, 

fermentation and distillation, 

tobacco and cigarettes, oils and 

oil byproducts 

Cereals Ptdd&s Industries Husked rice, glucose, starch, 

alimentary pastes 

Woodworking Industries 
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2. Criteria for Selecting Firms to Be Interviewed
 

In the search for the appropriate number of firms in each economic
 

subsector which were to be interviewed, the case team considered several
 

criteria which could be used as a basis for selection. Among the criteria
 

looked at were:
 

" Number of establishments in each subsector.
 

* Number of establishments in each governorate.
 

" Number of employees in each subsector.
 

* A statistical profile for the 10-24, 25-49, 50-99, and
 

over 100 employee grouping.
 

" Value of total output in each subsector.
 

" Value added by each subsector.
 

The case team chose the value added approach to select the number
 

of firms in each subsector which were to be interviewed. It was felt
 

that value added would represent the best measure of relative economic
 

importance among the different subsectors.
 

Table B-2 presents the data on total private sector industrial
 

value added in 1977 by various industry subsectors. It should be noted
 

that in addition to the organized sector, this data includes an
 

estimate of the unorganized private sector and hence does not give an
 

accurate picture of small scale industry alone. However, in the absence
 

of any other data on industrial value added this data was taken as a
 

starting point. In order to arrive at an estimate of the value added
 

within the subsector classification scheme used by the F.E.I., this
 

data was regrouped, through separation and reconsolidation as suggested
 

by other sources of information, to produce the value added shown in
 

Table B-3.
 

Upon examining the various subsector percentages in Table B-3, the
 

team concluded that the Engineering subsector would be strategically
 

under-represented if the firms to be interviewed were allocated among
 

the subsectors according to the value added percentages in Table B-3.
 

Accordingly, the percentage of Engineering firms to be interviewed arbi

trarily was increased by 10% and that for Foodstuffs, Beverages and
 

Tobacco was decreased by 10%.
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TABLE B-2
 

Industrial Value Added in 1977: Total Private Sector
 

Industry Subsector 


Foodstuffs 


Beverages 


Clothing, footwear 


Tobacco 


Spinning, weaving 


Wood products 


Paper products 


Printing 


Lercner products 


Rubber products 


Chemicals 


Non-metallic products 


Basic metals 


Metallic products 


Non-electrical machinery 


Electrical machinery 


Transport equipment 


Other manufacturing 


Total Manufacturing 


(LE 1,000)
 

Value Added by 

Industry Subsector 


112,600 


2,500 


74,900 


2,200 


40,000 


33,200 


500 


1,300 


7,300 


600 


15,700 


11,300 


5,700 


12,700 


1,700 


3;500 


4,700 


6,500 


356,900 


% Industry Subsector
 
Value Added to Total
 

Private Sector Value Added
 

31.5
 

.7
 

21.0
 

.4
 

11.2
 

9.3
 

.1
 

3.2
 

2.0
 

.2
 

7.2
 

3.2
 

1.6
 

3.6
 

.5
 

1.0
 

1.3
 

1.8
 

100.0
 

Source: Development Research and Technological Planning Center,
 

Cairo University, as reported by Paul G. Clark in an Industrial
 

Sector Strategy Assessment draft report to USAID, August 1981.
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TABLE B-3
 

Adjusted Industrial Value Added in 1977: Total Private Sector
 

(LE 1,000)
 

Private Percentage
 

Industry Sector Value Added
 

Foodstuffs, beverages and tobacco 117,300 32.8
 

72,207 20.2
Spinning, weaving and clothing 


Wood products 33,200 9.3
 

Paper products and printiig 11,800 3.3
 

Leather products and footwear 49,993 14.0
 

26,300 7.4
Chemicals and rubber products 


Basic metals and non-metallic products 17,000 4.8
 

Engineering products 22,600 6.4
 

Other manufacturing 6,500 1.8
 

Total 356,900 100.0
 

Source: Regrouped from Table B-2
 

This decision to increase the representation of Engineering firms
 

is supported by the 1977 study undertaken by the Industrial Development
 

Center for Arab States (IDCAS) entitled "Small Factories and their
 

Strategic Roles in Balanced Industrial Development". The study found
 

that Engineering industries deserve closer examination and understanding
 

of 	their characteristics for the following reasons:
 

* 	 Their roles have been, so far, marginal in Arab countries.
 

" 	 Plans for industrial development in Arab States concentrate
 

on light and materials industry which are an integral part of
 

Engineering Industries.
 

* 	 Equipment, tools and fabricated metals industries possess
 

some special characteristics which enable them to be a wide
 

field for the development of small scale enterprises.
 

Also, experience in other developing countries has shown that small
 

engineering companies are among the growth leaders in the industrial 

modernization process.
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The decision to take the 10% wholly from the Food subsector was
 

made on the pragmatic basis that this would still leave this sector with
 

the largest percentage of firms to be interviewed. Table B-4 shows the
 

results of these modifications in the value added criterion and the
 

resulting number of firms to be interviewed in each subsector. Within
 

to the extent practical,
each subsector the firms were selected so, as 


the sample had the same characteristics as the subsector as a whole in
 

respect to geographical location and percentage of firms in the 10-49,
 

50-99, and 100 plus employee categories.
 

TABLE B-4
 

Number of Private Sector Industrial Firms
 

For Extensive Interview for Each Subsector
 

Percent Percent of Firms Number
 

Industry Value Added To Be Interviewed of Firms
 

Foodstuffs, beverages, tobacco 32.8 23.0 46
 

Spinning and weaving, and
 

clothing 20.2 20.0 40
 

Wood and furniture 9.3 9.5 19
 

Paper and printing 3.3 3.0 6
 

Chemicals 7.2 7.0 14
 

Engineering 6.4 16.5 33
 

Metallurgy 4.8 5.0 10
 

Leather and footwear 14.0 14.0 28
 

Building materials 2.0 2.0 4
 

Total 100.0 100.0 200
 

Number of % of Total
 

Employment Category Firms Interviewed Firms Interviewed
 

11 - 24 68 34.0 

25 - 49 60 30.0 

50 - 99 47 23.5 

100 -199 20 10.0
 
200+ 5 2.5
 

Total 200 100.0
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C. EXTENSIVE INTERVIEW AND INTERVIEW FINDINGS
 

Interviewer's Guide For
 

Extensive Interview Program of Small Scale Enterprises
 

Interviewer City Date
 

1. Introduction
 

In order to find ways to assist the Government of Egypt to provide
 

more effective support to small enterprises, USAID has financed a
 

study of the problems that Egyptian small enterprises face. About 200
 

enterprises are being interviewed and USAID will report the results in
 

summary form and will not identify the answers of individual enter

prises.
 

Your cooperation will enable us to recommend to USAID new support
 

programs for small enterprises which would help you.
 

2. General Information
 

a. Name and title of interviewee
 

Name Title
 

b. Name and address of enterprise, telephone number(s)
 

*c. Legal structure
 

25.5% individual enterprises (proprietorship)
 

37.0% joint liability (partnership)
 

31.0% simple sponsorship (limited partnership)
 

5.5% shared sponsorship (privately held corporation)
 

1.0% limited liability (public corporation)
 

100.0%
 

*the sample includes five units established under investment
 

law #43.
 

d. Dates
 

Establishment - before 1974 - 92%
 

after 1974 - 8%
 

Start production - before 1974 - 91%
 

after 1974 - 9%
 

*Expansion - before 1974 - 28%
 

after 1974 - 72%
 

*of the 128 that have expanded
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e. Products manufactured or services rendered
 

f. Main raw materials
 

(the variety of raw materials is too large to be reported i,
 

this summary)
 

g. Sources of raw materials supply
 

Nationally produced - 53.4%
 

*Foreign - 46.6%
 

*Sources of imported raw materials:
 

47.7% Western Europe
 

8.4% South East Asia
 

6.9% United States
 

6.4% Eastern Europe
 

3.6% Japan
 

2.9% Africa
 

2.4% Russia
 

14.8% N.S.
 

h. Personnel
 

Male Female GRAND 
Men Boys* Women Girls* TOTAL 

Administrators 84.5% - 15.5% - 9.3% 

Production 75.2% 6.2% 16.7% 1.8% 79.2% 

Services 79.9% 3.8% 15.9% 1.6% 11.5% 

Total 8285 566 1790 175 10,816 

Total personnel 76.7% 5.2% 16.5% 1.6% 100.0% 

*under 18 years of age 

*i. Approximate fixed investment (LE 1,000) 

Buildings and land 19,133 34.6% of total 

Machinery 30,901 55.8% 

Other 5,287 9.6% 

55,311 100.0% 

*14 units gave no data, 107 units take their premises on
 

lease and do not own land or buildings. Average fixed
 

investment is LE 194,000 excluding land and buildings
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J. Annual production
 

(question excluded as per CAPMAS)
 

k. Length of shifts
 

Shifts worked per week - 6 shifts 63.0%
 

7-11 shifts 12.0%
 

12-16 shifts 17 .0%
 

17 or more 8.0%
 

Length of shift - 6 hours 3.0%
 

7 hours 56.0%
 

8 hours 32.5%
 

9-12 hours 6.5%
 

Other 2.0%
 

Weeks of operation per
 

40-47 weeks 8.0%
year 

48 weeks 22.0%
 

49 weeks 0.5%
 

50 weeks 53.0%
 

51 or more 16.5%
 

1. Annual attainable capacity with present processes,
 

equipment, buildings and personnel
 

(question excluded as per CAPMAS)
 

m. Maximum stock held in inventory (at cost)
 

(question excluded as per CAPMAS)
 

. Problems encountered by enterprise
 

lank answers according to the following guide:
 

k = acute problem
 

3 - average (normal) problem
 

small problem
 

) - no problem 

a. Technical aspects
 

(1) Do you have problems with respect to the adeouacy
 

of your production equipment?
 

A - 27.5% B - 23.5% C - 6.0% D - 43.0%
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*Nature of problems:
 

Power failures 56.6%
 

Old machinery 15.5%
 

Lack of spare parts 13.3%
 

Water stoppage 4.4%
 

Lack of workers causing
 

machine stoppage 3.7%
 

*applies to those SSEs that answered A, B. or C only.
 

(2) Problems with your present technology or processes
 

A - 22.0% B - 19.5% C - 7.0% D - 51.5%
 

Nature of problems:
 

Old machinery 60.0%
 

Primitive production systems 32.0%
 

Using no specialized methods 3.0%
 

Lack of skilled workers that
 

can handle modern technology 2.0%
 

(3) Problems with maintenance and repair?
 

A - 16.0% B - 15.5% C - 5.5% D - 63.0%
 

Nature of problems:
 

Lack of skilled workers 52.8%
 

Lack of spare parts 36.1%
 

Lack of specialized workshops 3.5%
 

(4) Problems in getting information regarding new
 

technology or processes?
 

A - 10.5% B - 9.5% C - 10.0% D - 70.0%
 

Nature of problems:
 

Difficulty of getting
 

information 58.5%
 

No competent organization in
 

Egypt 18.5%
 

No scientific magazines 10.8%
 

No specialized periodicals 7.7%
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(5) Problems with lack of foremen?
 

D - 78.5%
A - 13.5% B - 6.5% C - 1.5% 


Nature of problems - foremen:
 

Lack of foremen 


Foremen getting jobs abroad 


Lack of competent foremen
 

able to control modern
 

equipment 


High salaries 


47.7%
 

45.5%
 

4.5%
 

2.3%
 

Problems with lack of skilled workers?
 

- D - 15.5%
A - 68.5% B - 12.0% C 4.0% 


Nature of problems - skilled workers:
 

Workers getting jobs abroad 60.3%
 

Lack of skilled workers 19.6%
 

High wages 6.3%
 

Moving to other trades 4.8%
 

(6) Problems with respect to the availability of raw
 

quality?
materials in required quantity and 


Quantity?
 

D - 51.5%
A - 23.0% B - 15.5% C - 10.0% 


Nature of problems:
 

Shortage of raw materials 


Quotas lfss than market needs 


Continuous increase in price 


Quality?
 

A - 20.5% B - 18.5% C -


Nature of problems:
 

Lack of consistent specifica

tions for available raw
 

materials 


Low sta:.dards of imported
 

materials 


Low quality in general 


Poor storage for long periods 
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Machines or methods producing
 

raw material are old 5.8%
 

(7) Problems related to your product quality?
 

A - 10.0% B - 12.0% C - 14.0% D - 64.0%
 

Nature of problems:
 

Bad quality of raw materials 48.8%
 

Lack of skilled workers 22.5%
 

No utilization of modern
 

manufacturing methods 13.8%
 

(8) Do you believe that these problems affect your
 

competitors in the same way? Also, what problems
 

in your judgment are most common?
 

Problems have an equal effect
 

on competitors 53.0%
 

Some problems concern the unit
 

only while others are common 30.0%
 

Problems concern the unit only 11.5%
 

Do not know 5.5%
 

Problems which are most common, in order of importance:
 

Lack of skilled workers
 

Lack of availability of raw materials in quantity
 

required
 

Lack of availability of raw materials in quality
 

required
 

Problems related to adequacy of production equipmer
 

b. Marketing
 

(1) To whom do you sell your products or services?
 

Final users 33.9% of sales
 

Retailers 18.3%
 

Wholesalers 41.9%
 

Exporters 4.4%
 

Others 1.1%
 

100.0%
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(2) Do you sell to public sector enterprises?
 

Yes - 45.0% No - 55.0%
 

WhY:
 

Large demand from public sec

tor 57.8%
 

Large volume purchases 11.1%
 

Why not:
 

Not enough demand 50.0%
 

Procedures requested 15.5%
 

Deal strictly with traders 12.7%
 

(3) Do you sell to government departments?
 

Yes - 23.5% No - 76.5%
 

Why:
 

Existing contracts 8.5%
 

Large demand 76.6%
 

Why not:
 

No orders 71.2%
 

Long procedures and routines 9.3%
 

(4) How do you promote your sales?
 

38.5% do promote sales, 61.5% do not. Of those that do:
 

Use TV, radio, newspaper,
 

magazine advertisements 38.7%
 

Use occasional gifts 22.8%
 

Use direct contacts with
 

customers 11.9%
 

Use wall posters 8.9%
 

(5) Are there any problems with sales, distribution,
 

pricing, Egyptian competition, imported competition, etc.,
 

Sales -

A  8.0% B  9.0% C  1.5% D - 81.5% 

Nature o. problems: 

Imported competition 17.9% 
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Cost fluctuation and its 

effect on prices 15.4% 

Recession periods 15.4% 

Public sector has low 

tender prices 10.2% 

Supply exceeds demand 7.7% 

Distribution -

A - 60.5% B  8.5% C - 1.5% D -83.5% 

Nature of problems: 

No cash sales which affects 

liquidity 42.2% 

Transportation problems 15.8% 

Sales exclusive to public sec

tor 15.8% 

Consumer preference to 

imported products 10.5% 

No export markets 10.5% 

Pricing -

A  8.5% B  2.0% C - 0.0% D  89.5% 

Nature of problems: 

Prices stated by law and not 

changed for a long time 59.2% 

Prices stated by law and not 

profitable 31.8% 

Export prices are inflexible 4.5% 

Risks involved due to super

vision of ministry of supply 4.5% 

Egyptian competition -

A  7.0% B  11.5% C - 7.0% D- 74.5% 

Nature of problems: 

Small unlicensed umits have low
 

quality and prices 24.0%
 

Some licensed units have low
 

quality and prices 22.0%
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Imported competition -


A - 18.5% B - 9.5% C - 3.5% D -68.5%
 

Nature of problems:
 

Imports are of better quality 


Consumers preference to well

known imported brands 


Imports are less expensive 


Many smuggled products 


Acute competition in price
 

from South East Asian
 

products 


18.6%
 

17.1%
 

15.7%
 

14.3%
 

10.0%
 

(6) Do you want to increase your sales?
 

Yes - 84.0% No - 16.0%
 

By how much:
 

From 51 - 1QO% 41.5% 

cor 41 - 50% 11.3% 

From 11 - 20% 8.7% 

From 21 - 30% 8.7% 

From 151- 200% 5.4% 

What will you need to do in order to accomplish this 

Available skilled workers 


Purchase of new modern equip

ment 


Available raw materials 


Increase present production 


Develop production 


Increase sales outlets 


Improve infra-structures 


Why not increase sales:
 

Present sales are enough 


Maximum capacity already
 

reached 


Severe competition 


Lack of workers 


Lack of raw materials 
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(7) If you are not exporting your products or services
 

would you like to export?
 

Yes - 30.9% No - 69.1%
 

Why:
 

Increase business turnover 47.4%
 

Open new markets 31.6%
 

Increase profitability
 

through exports 17.5%
 

Why not:
 

Egyptian market absorb all
 

production 35.7%
 

Unable to compete 20.0%
 

Product not suitable for export 17.0%
 

c. Financial aspects
 

(1) Have you used any bank credit in the last 24 months?
 

Yes - 26.0% No - 79.0%
 

(a) If so, in what amount and to finance what
 

(i.e., machinery, land, buildings, working
 

capital, etc.)?
 

Total Loan Amount Percent of
 

(LE 1,000) Total
 

Machinery 7,537 76.1%
 

Working capital 1,686 17.0%
 

Overdrafts 580 5.9%
 

Buildings 20 0.2%
 

Not specified 83 0.8%
 

(b) From where did you get the loan?
 

Local Foreign
 
Currency Currency Total
 

Industrial Develop

ment Bank 14 6 20
 

El-Kahira Bank
 
(Banque du Caire) 13 1 14
 

National Bank of
 

Egypt 10 1 11
 

Bank of Alexandria 6 - 6
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Local Foreign
 

Currency Currency Total
 

Bank Misr 3 1 4
 

Suez Canal Bank 2 1 3
 

Other Banks 8 5 13
 

56 15 71
 

(c) What information did you have to provide to
 

get the loan
 

Balance sheet
 

Factory license
 

Building property document
 

Fill the loan request formula
 

Auditor's certificate evaluating assets
 

Social security certificate
 

Tax department certificate
 

Memorandum of association
 

M/C supply contract
 

Feasibility study
 

Approval of GOFI
 

Was it 1'fficult to get this information?
 

Yes - 2.0% No - 98.0%
 

(d) Conditions of loan: 

Interest (local currency) 14.3% average - local 

(foreign currency) 18.0% 

Repaymert period -


Unlimited (overdraft) 32.7%
 

Five years 30.9%
 

Two years 11.5%
 

One year 5.8%
 

Unlimited (goods in
 

stores guarantee) 5.8%
 

Grace period -


None 46.9%
 

One year 18.8%
 

Two years 3.1%
 

Not specified 21.9%
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Installments -


Annual 
 53.1%
 

Monthly 15.6%
 

Semi-monthly 6.3%
 

Quarterly 6.3%
 

Not specified 18.7%
 

(e) What collateral guarantees were you asked for? (66 replies)
 

Factory's assets (land,
 

buildings, etc.) 21.2%
 

Mortgage on buildings owned
 

by the owner 21.2%
 

Factory's machinery 15.2%
 

Personal guarantee 15.2%
 

Machinery purchased by loan 12.1%
 

Goods purchased.by loan 7.6%
 

(f) What was total value of guarantee requ.sted, aL
 

a percentage of loan value? (38 replies)
 

Collateral for 100% 36.8%
 

151-200% 18.5%
 

351-400% 10.5%
 

101-150% 7.9% 

201-250% 7.9%
 

501-600% 7.9%
 

(g)Was it difficult to get the credit? (52 replies)
 

A - 3.8% B - 1.9% C - 1.9% D - 92.4%
 

Nature of difficulty:
 

Difficult to get someone to guarantee the loan
 

Long procedures to get the loan
 

Banks do not stick to dates of loan payouts
 

(2) If you do not use bank credit, why not:
 

Do not need loans 37.5%
 

High interest rates 31.6%
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Complicated steps to get loan 11.2% 

Do not want to put factory in 

debt 9.2% 

Loans with interest are 

against religion 3.2% 

(3) Have you used any non-bank credit (from family,
 

friends, money-lenders, partners, cooperatives, etc.)?
 

If so, in what amount, from what source, and under
 

what conditions?
 

Amount of loan 49,167 LE (average)
 

Source Family
 

Conditions 86.7% no conditions
 

Interest rate only one unit made a
 

loan at 12% interest
 

to be repaid in four
 

years
 

Other charges another unit repayment
 

terms were one year
 

without interest
 

(15 units, 9 of which did not give amount of loan)
 

(4) Do you have any credit with suppliers and, if so,
 

what is the nature of this credit:
 

For raw materials - Yes - 25.5% No- 74.5%
 

For machinery and equipment Yes - 5.2% No-94.8%
 

(5) Do you prefera fast transaction with higher interest
 

rate, or slow paper-work with a lower interest rate
 

(e.g., get loan in 2-3 weeks with a 20% interest rate,
 

or in 3-4 months with an interest rate of 14%), and why?
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(1)Fast Transaction (2)Slow Paper-work(3)Do Not No
 

High Interest Lower Interest Want Reply
 

9.0% 41.5% 


Reasons:
 

(1)Urgent need for loan 


(2)Need for loan is 
not urgent 


Reduce burdens 


No reason 


(3)Eliminate burdens 


High interest 


Do not need extra liquid funds 


41.0% 8.5%
 

72.2%
 

28.6%
 

23.8%
 

47.6%
 

31.7%
 

23.0%
 

12.2%
 

(6) Would you like to have additional equity capital?
 

No - 66.5%, why not:
 

Do not have expansion plans
 

at present 


Capital is sufficient 


Do not want to borrow money 


Do not want to increase
 

capital 


Non-availability of workers
 

limit expansion plans 


Yes - 33.5%, from what source
 

Partners 


A.I.D. 


Family 


Foreign partners 


Industrial Development Bank 


d. Government relations
 

22.0%
 

20.0%
 

13.0%
 

12.0%
 

8.0%
 

13.0%
 

11.0%
 

8.0%
 

4.0%
 

4.0%
 

(I) Have you had any problems in dealing with government
 

entities regarding: imports, incentives, registration,
 

labor laws, social security, taxation, etc.?
 

Imports -


A - 24.5% B - 7.5% C - 1.5% D - 66.5%
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Nature of problems:
 

Slow and complicated import
 

procedures 41.8%
 

Difficult to obtain hard cur

rency 12.6%
 

Frequent changes in import
 

systems and laws 11.7%
 

High custom duties on raw
 

materials 10.7%
 

Slow procedures to clear
 

goods from customs zone 8.7%
 

Incentives -


No government incentives were mentioned.
 

Registratin -

A - 10.0% B - 3.5% C - 1.0% D -94.5%
 

Nature of problems:
 

Several government departments
 

require keeping registers 53.4%
 

Long procedures for registra

tion 13.3% 

High levies for registration 33.3% 

Labor laws -

A - 19.0% B - 8.5% C - 1.5% D - 71.0% 

Nature of problems:
 

Most laws are in favor of
 

workers 39.1%
 

Employer cannot fire worker 18.8%
 

Penalties are not strict enough 17.4%
 

Nothing prevents worker from
 

leaving work without emp

loyer's consent 8.7%
 

Labor laws are not well studied
 

and employers were not con

sulted 7.3%
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Social security -


A - 15.5% B - 11.0% C - 6.0% D - 67.5%
 

Nature of problems:
 

High insurance rates 


Slow procedures 


Cancelling subscription is
 

difficult 


No test period for worker
 

without insurance 


Employer and employee do
 

not want social security 


Taxation -


A - 16.5% B - 13.0% 


Random estimation by 

authorities 


High tax rates 


51.9%
 

12.7%
 

11.4%
 

6.3%
 

6.3%
 

C - 3.5% D - 67.0% 

67.2% 

19.7% 

Late examination of books 5.3%
 

(2) What kind of government assistance services are
 

available to your enterprise in respect to the fol

lowing; are you aware of any of these services?
 

Training administrators -


Training exists 1.5%
 

Training does not exist 68.0%
 

Do not know of any 3.5%
 

Training of production workers -


Training exists 6.0%
 

Training does not exist 64.0%
 

Do not know of any 30.0%
 

Technical assistance for production processes and
 

equipment -


Training does not exist 76.5%
 

Do not know of any 23.5%
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Technical assistance for design of products -


Training exists 0.5%
 

Training does not exist 72.0%
 

Do not know of any 27.5%
 

(3) Have you made use of any of these services and, if
 

so, what was your experience?
 

Used production workers train

ing programs 11 units
 

Result was negative 80.0%
 

Result was positive 20.0%
 

One unit used the services of the products design center
 

at the EIDDC and the result was positive.
 

(4) If you have not made use of any of these services,
 

why has this been so? 

Enterprises are not convinced that these services
 

will be useful.
 

(5) Would you like to make use of government services
 

and, if so, which services?
 

Would like to make use of the
 

services 38.0%
 

Would not like to make use of
 

the services 60.0%
 

Undecided 2.0%
 

Of those that would like to use government services -


Wanted production workers
 

training 66.7%
 

Wanted technical assistance
 

for production processes 14.9%
 

Wanted services that improve
 

infra-structure 9.3%
 

e. Legal and regulatory requirement3
 

(1) What changes in laws or government regulations
 

would be of help to you in your business, and why?
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Import regulations pricing 	 26.3%
 

22.6%
Labor laws 


Social security 	 22.3%
 

Taxes 
 14.7%
 

Economic - simplify importing procedures; stabilize
 

economic laws and imports decrees; reduce duties on
 

raw materials; impose protective rate of custom duti
 

on competing imported products.
 

Pricing - reconsider former prices for products impose
 

by decrees and cancelling those imposed prices for
 

certain products.
 

Labor - limit immigration; better balance between the
 

interests of both the employers and works; not
 

accepting new employees unless employee proves to
 

be cleared from any obligation to previous employers
 

Social sedurity - oblige worker to pay his share;
 

health insurance is mostly used as an excuse for ab

senteeism; confirm prepaid amounts.
 

Taxes - payment on receipt of raw materials quotas; 

elimination of random estimation system; discount 

at source; industry should enjoy a reduced rate of 

taxes compared with other activities, such as trade.
 

Other - modify imposed working hours; give investment
 

advantages to Egyptian factories.
 

Production personnel
 

(1) Do you have problems regarding availability of
 

production personnel?
 

Unskilled -


A - 58.5% B - 12.0% C - 5.5% D - 24.0%
 

Nature of problems:
 

Lack of unskilled workers 63.8%
 

Getting jobs abroad 22.9%
 

Lack of apprentices 9.6%
 

High wages because of labor
 

shortages 2.5%
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Skilled -


A - 69.5% B - 13.0% 
 C - 3.0% D - 14.5%
 

Nature of problems:
 

Lack of skilled workers 47.1%
 

Workers are leaving for jobs 

abroad 42.0% 

Jobs are less appealing 5.2% 

High wages due to shortages 2.9% 

Foremen (supervisors) -

A - 14.0% B - 8.0% C - 0.5% D - 77.5% 

Nature of problems: 

Lack of foremen 57.9% 

Workers are leaving for 

jobs abroad 33.3%
 

igh wages due to shortages 4.4%
 

Starting workshops of their own 4.4%
 

(2) Problems regarding performance of productio t
 

personnel? 

Turnover -

A - 46.0% B - 11.0% C  7.0% D - 36.0% 

Nature of problems: 

Leaving jobs to work abroad 55.2% 

Suddenly quitting work 19.9% 

Moving to other factories 11.9% 

Leaving without notice 4.4% 

Absenteeism -

A - 35.5% B - 22.0% C  9.5% D - 33.0% 

Nature of problems: 

Sudden absenteeism 55.6% 

Absenteeism, floows payment 

of wages 18.5% 

Deliberate absenteeism being 

confident of factories need 

for them 8.1% 
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Laws are not strict enough 5.2%
 

Using health excuse under the
 

weak system of health insur

ance 
 4.4%
 

Productivity -


A - 11.5% B - 17.5% C - 10.0% D - 61.0% 

Nature of problems:
 

Low productivity 


Employer has to impose continu

ous supervision due to lack
 

of seriousness 


Workers are not careful in
 

their work 

Shortage in skilled workers 

Other -

A - 9.5% B - 7.0% C -

Nature of problems:
 

Attention paid to work is not
 

complete 


40.0%
 

25.0%
 

13.7%
 

6.2%
 

5.0% D- 78.5%
 

34.1%
 

Continuous control needs to be 

used on workers 27.3% 

Workers are not serious 15.9% 

Workers are undisciplined 9.1% 

(3) If you have had women production workers, what
 

has been your experience with their performance com

pared with that of your men workers?
 

(44% employ women production workers)
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Performance of women compared
 

with performance of men
 

Better Same Worse Not Stated 

Turnover 33.0% 42.0% 19.3% 5.0% 

Absenteeism 30.7% 42.0% 21.6% 5.7% 

Productivity 23.9% 39.8% 27.3% 9.0% 

Other 26.1% 51.1% 9.1% 13.7% 

Nature of differences:
 

Some jobs are exclusively per

formed by women workers 19.8%
 

No differences in performance 15.6%
 

Female workers are less pro

ductive than male workers 9.4%
 

Differences in productivity
 

depend on the nature of job
 

assigned to female worker 8.3%
 

Female workers feel less job
 

monotony 6.3%
 

Female workers are more dis

ciplined 6.3%
 

(4) If you have not: had women production workers, why
 

has this been so?
 

(56% do not employ female workers)
 

Nature of work 


High turnover rate due to
 

marriage 


Traditions against mixing
 

with men 


Men's efficiency is higher 


73.4%
 

8.0%
 

8.0%
 

4.4%
 

Female workers do not progress 4.4%
 

(5) Does the work in your enterprise require certain
 

levels of education for production workers, and, if so,
 

for what tasks?
 

(Only 10% require certain levels of education, mainly
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in metallurgy and engineering industries and to a
 

lesser degree in chemical and clothing industries. Not
 

required in the rest of the industries interviewed.)
 

g. Administrative skills
 

(1) Do you have problems in any of the following
 

administrative skills areas?
 

Finance -


A- 0.5% B - 0.5% C- 2.0% D - 97.0%
 

Nature of problems:
 

Low standard of performance
 

Less efficiency and need training
 

No experience
 

Accounting -


A - 0.5% B - 1.0% C - 0.5% D - 98.0%
 

Nature of problems:
 

No experience
 

Lack of efficiency and need for training
 

Shortages due to competent persons immigration
 

Production planning -


A - 0.5% B - 0.0% C - 1.0% D - 98.5%
 

Nature of problems:
 

Lack of specialized people
 

Lack of efficiency and need for training
 

Low quality of production planning operations
 

Sales, distribution, etc. 

(2 units have problems = 2%)
 

A - 0.0% B - 0.5% C - 0.5% D - 99.0%
 

Purchase of materials 

(Two units have problems = 1%)
 

A - 0.0% B - 0.5% C - 0.5% D - 99.0%
 

(2) Would you like to obtain technical assistance to
 

train your administrators to deal with these problems
 

and, if so, in which skill areas?
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(5% would like to get technical assistance)
 

Areas mentioned:
 

Production planning
 

Accounting
 

Cost accounting
 

Organization and administration
 

(3) Would you be willing to pay for such assistance?*
 

(70% would be willing to pay for such assistance)
 

*IL answered "yes" to the previous question
 

New Opportunities
 

a. Do you have any plans for business growth?
 

34% have tangible business plans for growth. Of the 68
 

firms wishing to grow, 31% expect that shortages of workers
 

will affect their ability to expand.
 

b.. If you have plans for business growth, do you have any
 

plans for expanding your present line of products?
 

61.3% wish to expand in their present line.
 

c. If you have plans for business growth, do you have plans
 

for introducing new products?
 

38.7% wish to introduce new products.
 

d. What do you need to do in order to increasc unit sales
 

of your p0resent products?
 

More workers 40.5%
 

Better availability of raw materials 25.0%
 

Marketing advice 16.8%
 

Increase production capacity 9.9%
 

Available liquidity and stabilize
 

exchange rate 7.8%
 

e. What additional resources will you need in order to
 

expand your production?
 

Larger building 21.3%
 

New machiuery 25.8%
 

Additional administrators 5.2%
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Additional production workers 

20.2%
Skilled 


16.7%
Unskilled 


Additional sources of raw materials 10.8%
 

f. Do you think the availability of workers will restrict
 

your ability to expand production?
 

A - 30.5% B - 10.3% C - 7.3% D - 51.5%
 

To what extent do you think the strength and number of
R. 


your competitors will restrict your ability to carry out
 

your expansion plan?
 

A - 3.0% B - 1.5% C - 7.3% D - 88.2%
 

To what extent do you think price control administrah. 


tion would impact your profits if you were to expand?
 

- 1.5% C - 1.5% D - 95.5%
A - 1.5% B 


4. Information Problems
 

What type and extent of information do you think you need besides
 

what is not available to you, for example:
 

a. Management techniques
 

(11% wish to get additional information)
 

Materials requested in order of importance -


Cost accounting
 

Accounting
 

Stock control
 

Incentives
 

Production planning and control
 

b. Technical
 

(16.5% wish to get additional information)
 

Materials requested in order of importance -


New equipment and processes
 

Maximum utilization of equipment
 

Training methods
 

Know how
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c. Marketing
 

(12% wish to have additional information)
 

Information requested in order of importance
 

International market trends
 

Local market trends
 

Promotion
 

Pricing
 

d. Other information
 

Effect of open door policy:
 

(1) On sales -


No effect 43.0%
 

Reduced sales 21.9%
 

Not stated 18.0%
 

Increased sales 16.6%
 

(2) On availability of raw materials -


Better availability of raw materials 52.3%
 

No effect 33.2%
 

Reduced availability of raw
 

materials 9.9%
 

Not stated 4.6%
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APPENDIX C 

INFORMATION SOURCES REGARDING SSEs
 

1. Introduction
 

Because the Government of Egypt does not officially define SSEs as
 

being a distinct category of industry, the available information sources
 

rarely break data down by size of establishment. In general, industrial
 

establishments are defined as having over LE 8,000 in capital while all
 

other establishments are considered to be artisanal.
 

In order to develop an understanding of the SSE role in industry, it
 

has been necessary to piece together a profile from a wide variety of
 

sources. The principal data sources used, together with a brief review
 

of the type of information provided, and the principal strengths and
 

weaknesses of the sources, are outlined below. However, we will first
 

comment on a few general features of the available information sources.
 

" Virtually all statistics are generated by Government sources. 

" Statistics prepared by different agencies are often inconsistent, 

and extreme care must be used in comparing or reconciling differ

ent sources. 

* 	 Data is usually collected through regulatory control points such 

as permits, approvals, required reports, etc. Although this sys

tem could result in roughly accurate data for public sector 

activity, we believe that it seriously underestimates private 

activity because of either: (1) complete evasion of these regu

latory control points; or (2) underestimation of production, 

income, investment and employment in reports submitted to regu

latory organizations.
 

e 	Raw data collected by Government agencies is usually tabulated
 

manually and with minimal attention to disciplined data process

ing and modern information system techniques. The lack of
 

qual.ity control in the tabulation process also raises further
 

questions about the reliability of information sources.
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* 	Government employees often treat statistics as personal (or their
 

agency's) property and do not release it willingly unless they
 

perceive some personal gain.
 

It should also be emphasized that the nature and shortcomings of
 

available data have adverse implications for SSEs. First, the lack of
 

any statistical data base on SSEs reflects the absence of an explicit
 

policy framework for supporting these establishments. Second, it is
 

unlikely that SSEs will benefit from the attention of policy makers
 

unless information is developed indicating the important SSE role in
 

the economy. However, interest in developing information on SSEs is
 

unlikely given that no institution has promotion (or regulation) of SSEs
 

as its primary objective. Hence, no agency has any clear mission for
 

developing this information.
 

2. 	Principal Information Sources
 

a. 	Central Authority for Public Mobilization and Statistics 

(CAPMAS)
 

This agency is responsible for collecting and compiling data from
 

all other Government sources and as such can be considered to be the
 

central and "official" source of information in Egypt. However, since
 

this agency has been affiliated with the Ministry of Defense, it tends
 

to be very careful and selective in releasing data which it treats as a
 

national security problem. Published information, therefore, is very
 

limited.
 

This source is particularly useful for macroeconomic data and parti

cularly national accounts. We have used its material for developing
 

tables on:
 

9 Gross domestic product;
 

* Employment by sector;
 

e Investment by sector; and
 
I 

* 	Industrial establishments and employment by subsector (1973)
 

CAPMAS could be one of the best sources of information regarding
 

SSEs since it occasionally conducts industrial and household surveys.
 

11977 data was requested but has not yet been prepared.
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The World Bank's 1977 Survey of Small Scale Industry is based on these
 

sources. However, these surveys are infrequent, processing the data
 

takes several years, and gaining access to the information is difficult.
 

The World Bank Study, for example, relied primarily on 1966-67 (and to
 

a lesser extent 1970-71) data even though it was published in 1977.
 

b. Ministry of Planning
 

The Ministry of Planning prepares the Five Year Social and Develop

ment Plans which provide a statement of Government objectives and poli

cies. The document is also a useful source of information since it
 

draws from CAPMAS and other sources and presumably provides "off iclat
 

statistics. This source also develops short term projections. Informa

tion used in our study include:
 

* 	"The Five Year Economic and Social Development Plan, 1980/81 

1984/85";
 

o Gross Do-istic Product;
 

@ Employment by sector;
 

* 	Investment by sector;
 

o 	Gross value of industrial production by subsector; and
 

o 	Private and public sector share of industrial production.
 

The industrial production statistics provided by this source have
 

the advantage that they include output from public sector companies
 

affiliated with all Ministries. Their principal disadvantage, from
 

the perspective of this study, is that they include artisanal activity.
 

c. Ministry of Industry and Mineral Wealth
 

This Ministry and its affiliate, the General Organization for Indus

trialization (GOFI), are the primary sources of industrial activity
 

data. We have used the following types of information developed by
 

this source:
 

o 	Gross value of industrial output by subsector, 1976-1980;
 

o Public and private share of industrial output by subsector, 1976

@ Industrial sector exports, public and private, by subsector, 1976
 

* 	Industrial establishments, public and private, by subsector, 1976
 

* 	Industrial employment, public and private, by subsector, 1979; an
 

o 	Industrial projects approved.
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The Ministry of Industry must be relied upon as the most complete
 

source of industrial statistics. However, the following shortcomings
 

must be emphasized:
 

e 	Public sector activity is limited to enterprises affiliated with
 

the Ministry of Industry and excludes those organized within
 

the Ministry of Housing and Reconstruction, the Ministry of
 

Defense, etc.
 

e 	Private sector activity statistics are limited by the extent
 

to which private establishments comply with regulatory and
 

reporting requirements. We believe that private activity, in
 

terms of numbers of establishments, value of output and invest

ment, and employment, is seriously underestimated.
 

The Industrial Control Department, also affiliated with the Ministry
 

of Industry, compiles industrial statistics from its administration of
 

price and raw material controls. However, its statistics of industrial
 

activity are so low that they were not relied upon in this study.
 

d. Federation of Egyptian Industries
 

This institution is one of the most important and underutilized infor

mation source in Egypt. It publishes an annual Year Book which provides
 

detailed information on industrial activity by subsector. Although the
 

publication of the Year Books is usually one or two years behind, up

to-date statistics can be prepared upon request. Although much of the
 

data is drawn from the Ministry of Industry and other sources, it is
 

presented in extensive detail by subsector and industry. The Federation
 

can also provide valuable insight into the number of establishments
 

and employment on the basis of its membership lists. Finally, and most
 

important, each of the Federation Chambers can provide estimates of the
 

relative importance of various sized establishments within the different
 

industrial groupings.
 

e. Other Sources
 

An extensive number of secondary sources on Egyptian industry have
 

been prepared over the past few years. It is not our intention to pro

vide a complete bibliography of this literature which in general is
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those outlined above. However, a
based on the same primary sources as 


few sources have proved to be of particular importance to our assessment
 

of 	the SSE role in the Egyptian economy, and these include:
 

The six sector studies (Food Processing, Pulp & Paper, Building
 

Materials, Engineering, Metallurgy and Textiles) which were pre

pared by various consultants for GOFI in 1977-78;
 

e 


* 	World Bank reports, particularly the 1977 Survey of Small Scale
 

Industry:
 

o 	The Private Sector Industry Strategy papers prepared by Boston
 

University consultants for USAID;
 

@ Robert Mabro and Samir Radwan, The Industrialization of Egypt,
 

1939-1973;
 

e Arthur D. Little, Inc.'s 1978 An Assessment of Egypt's Industrial
 

Sector; and
 

The papers and reports prepared by the M.I.T.-Cairo University
* 


project.
 

Other sources which may be of interest to those studying small
 

scale industrial establishments in Egypt include:
 

" 	Belden Hull Daniels, "Preliminary Analysis of the Feasibility
 

of New Development Finance Institutions to Support the Small
 

Scale Industry Sector in Egypt", City and Regional Planning
 

Dept., Harvard University, December 1978.
 

Suzanne Berger, "Problems and Prospects of Egyptian Small-Scale
" 


Industry", M.I.T., August 1978.
 

" "Employment and Development of Small Enterprises", World Bank
 

Sector Policy Paper, February 1978.
 

Delwin A. Roy, "Private Industry Sector Development in Egypt:
 

An Analysis of Trends", Preliminary Draft, 1977
 

" Salah El Sayed, Egypt-Strategies for Investment, American Univer

sity in Cairo, 1977
 

" 	An International Compilation of Small Scale Industry Definitions'
 

Mimeo., Georgia Institute of Technology, Engineering Experimental
 

Station, Atlanta, 1975.
 

" 
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APPENDIX D
 

PRIVATE SECTOR EXPORTS
 

As set forth in Chapter III, the private sector's relative perform

ance in the area of industrial exports has been less favorable than is
 

the case with several other measures of performance. In the course of
 

our study, we found a general awareness of the potential economic benefits
 

of increased industrial exports among the bankers and government officials
 

with whom we had contact.
 

We were frequently told: "Look at Korea, Taiwan and Hong Kong; Egypt
 

can achieve growth through export emphasis too." In such conversations,
 

three industries were commonly cited as being "natural" for private sec

tor export expansion: ready-made garments, shoes, and processed foods.
 

While we applaud this interest in possible acceleration of indus

trial exports, we believe that some serious constraints exist with re

spect to the potential of the three "natural" industries cited. In the
 

following sections, we offer our comments.
 

Ready-Made Garments
 

The manufacture of garments is a last stage process within the tex

tile industry, following after spinning, weaving and finishing. Competi

tive success in world markets depends, therefore, on beginning the final
 

manufacturing process with goods which meet world standards with respect
 

to quality and design. Up to this time in Egypt, almost all spinning
 

and finishing capacity is in the public sector. Until these companies
 

can move to internationally competitive levels, and provide the last
 

stage producer with an attractive, high quality, timely supply of raw
 

material, we see only a limited export potential for the garment indus

try.
 

A number of public sector finishing companies are interested in joint
 

venture operations with foreign companies in order to acquire technical
 

and managerial expertise. In due course, this thrust may serve to create
 

a satisfactory supply network for the garment industry. An interim
 

possibility, therefore, would be to ship greize goods outside the country
 

for finishing on a contract basis. Such a program would reduce the
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value added benefits found in an integrated in-country system, but might
 

No experience
serve to build export experience in the garment industry. 


base exists at this time, as 1980/81 exports of ready-made garments by
 

the private sector were only LE 191.000.
 

Shoes
 

The shoe industry differs from the textile industry in that its raw
 

material (leather) is largely purchased from private sector tanneries.
 

However, leather produced for export must be of higher quality than that
 

produced for the price controlled domestic markets. Therefore, ex

pansion of shoe exports is initially dependent on the willingness of the
 

tanneries to (1) assume the risk of investing in new equipment to in

crease production of export quality leather, and (2) to operate two
 

different product lines.
 

The shoe ind;stry does not appear to have recovered from the trauma
 

associated with 1976 termination of Eastern Block export orders. In our
 

judgment, therefore, it is presently unlikely to give the long-term
 

supply contracts that the tanning industry would require to Justify its
 

investment in new production equipment.
 

Processed Food
 

Private sector exports of preserved food amounted to only LE 402.000
 

in 1980/81, and thus constitute only a miniscule activity. We believe,
 

therefore, that the general enthusiasm for the export potential of the
 

food 	industry equates with an awareness of the national importance of
 

This 	knowledge
agriculture (57.5% of gross domestic product in 1979). 


is then translated into an understandable emotional desire to use agri

cultural strength for the benefit of the balance of payments situation.
 

However, the key national goal of self-sufficiency with respect to
 

food 	stands formally at odds with a program to export processed food.
 

Moreover, it is generally agreed among foreign consultants that the agri

cultural sector of Egypt has been a closed loop - a society lacking
 

(1) 	See Problems and Prospects of Egyptian Small-Scale Industry, Dr. S.
 
Berger, 1978, page 34.
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to second step
innovative forces. Productive capacity remains superior 


storage and shipment/distribution capability with little experience in
 

product marketing.
 

While a private sector base in food processing does exist, it is
 

not directed toward export activity. We suggest this situation arises
 

from the fact that the exporting of processed food represents an industrl
 

containing two very dissimilar businesses:
 

- the export of "commodity" products
 

- the export of specialty products.
 

Success in a commodity business (such as the export of canned toma

toes) depends on:
 

* a large capital investment in advanced technology equipment.
 

The buying decision is made on the basis of price (with 

quality assumed). The international market belongs to the 

low cost producer, who normally gains his efficiency 

through capital inKestment and high volume. 

" Control over raw material production in order to inte

grate supply quantities with the factory production 

schedule. 

" A good physical procurement system to assure the re

ceipt of quality food for processing, and an efficient 

low cost system for delivering production to the 

foreign market. 

Success in exporting specialty items depends on marketing skills,
 

the identification of market segments, product promotion, establishment
 

of a distribution system, and regular attention to resupply requirements
 

In our judgment, the critical determinant with respect to the re

lationship between private sector manufacturing growth and export activil
 

is the fact that the domestic market is growing so rapidly that most
 

manufacturers can grow as rapidly as they wish by:
 

- growing with the total market
 

- cutting away modestly at the public sector share of
 

their particular market.
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This is essentially a strategy for taking advantage of the easiest
 

opportunity. Ii contrast, an effort to begin exporting demands:
 

@ An up-front investment in marketing to win product entry
 

in a new area.
 

* 	Probable development of a new system of quality control
 

to meet the generally higher off-shore standards.
 

In our judgment, therefore, until a manufacturer can identify clear,
 

significant profit differentials in the export market, he will continue
 

to satisfy his growth desires in the domestic market unless some form
 

of 	governmental action redefines his opportunity perception.
 

This situation leads us to believe that in the near-term the private
 

sector has a greater potential for balance of payments assistance with
 

respect to import substitution activities than with respect to increased
 

export activity.
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