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SMALL AND PPZCFtO ENlERPRLSE DEVEWPMENT 
PKXTECT NO. 263-0212 

I. SUMMARY 

A. Introduction: 

The Small and Micro Enterprise (SME) Developnent Project 
is designed to  respond to two of Egypt's m s t  serious econanic 
problems; high levels of unemployment (currently estimated a t  20%),  
and growing poverty. Recent estimates suggest ':hat snall and micro 
enterprises (SMEs) account for 40 percent of total industrial 
employment i n  Egypc. There are an estimated 250,000 manufacturing 
enterprises which employ between one and nine employees and 
approximately 13,000 private firms wi th  betweer! ten and fifteen 
employees. Seventy-five percent of these businesses are 
concentrated i n  Cairo and Alexandria producing a wide range of 
consumer goods. Experience has shown that the SME sector has 
enormous pcitential for growth and expansion which w i l l  create new 
employment and increase incomes. 

The lack of access to  formal credit is a significant 
impediment to  the expansion of snall and micro businesses. Public 
sector efforts to  deliver credit to  SMEs have not been effective. 
Formal credit institutions i n  the private sector are neither capable 
nor financially motivated to  serve SMEs. In addition to the 
difficulty of obtaining credit, SMEs are also hampered by l i m i t e d  
knowledge of basic business skills. Despite these constraints, 
small and micro enterprises typically demonstrate a higher 
incremental improvement i n  productivity and new employment 
generation for each dollar invested than do larger enterprises. A 
survey of the SME sector conducted in 1988 revealed that most 
entrepreneurs are interested i n  expanding their businesses, bu t  lack 
the credit resources to  do so. This project is aimed a t  providing 
them the opportunity for expansion and growth by addressing the 
principal constraint of credit. 

B. Project Goal and Purpose: 

me goal of t h i s  project is to  expand the e c o m i c  output 
of the small and micro enterprise subsector of the econany and to  
increase employment and incane among low incane residents of Cairo 
and Alexandria. The purpose is to  create a system that will deliver 
credit and technical assistance to entrepreneurs participating i n  
the project. 

C. Project Activities: 

The two principal activities designed to  acmplish the 
project purpose include providing technical assistance and 
operational support to  two Foundations i n  Cairo and Alexandria and 



establish a collateral fund against which banks w i l l  lend their own 
funds. I n  addition, one million dollars is budgeted to  finance 
innovative activities which address constraints to smali and micro 
blsinesses through sma l l  activities that have not yet been 
identified. The following is a s m a r y  of activities under the 
project: 

Establishment of an Institutional Nechanism: 

Considering t h e  significant u m t  demand for credit 
of SNEs and the inability of d m s t i c  financial institutions to  
serve them, one key objective of t h i s  project is to establish an 
institutional mechanism which fills t h i s  need of small borrowers i n  
the private sector with l i t t l e  or no risk to  the lending 
institutions. Tm nonprofit Fcundations, the Egyptian Small 
Enterprise Developnent Foundation i n  Cairo and the Alexandria 
Businessmen's Association i n  Alexandria, w i l l  act as intermediate 
finmcial institutions, l ink ing  the large cananercial banks to  SMEs. 
Over time, lending institutions w i l l  be encouraged to  open access to  
credit to the SiilE sector. 

.he legal formation of each Foundation has already 
been canpleted. CSAID w i l l  provide $8 million to  capitalize a 
collateral account for each of the two Foundations ( a  total of $16 
million) with selected financial institutions. A collateral acccunt 
mechanism is being utilized to  gain advantage fran leveraging. The 
banks are expected t o  loan their own funds, init ially on a 1:l ratio 
with the collateral fund. A s  the credit worthiness of SME borrowers 
is demnstrated, the banks w i l l  increase t h i s  ratio up to  a 2:l  
rat ir  by the end of the project, giving USAID more impact per dollar 
grmked. The Foundations will be run on a businesslike basis, not 
as a charity, striving to serve a large number of SMEs while 
achieving an operational break-even point i n  .a r e a ~ o ~ b l e  period of 
time. Approximately $1 million w i l l  be provided to  the two 
Famdations to  cover the cost of their operations u n t i l  their incane 
can cover their costs. 

Each of the two Foundations has its own Board of 
Directors canposed of carmunity leaders who are businessmen, 
governnent officials, and bankers. Each Board w i l l  formulate the 
E'amdation's policy, provide program direction, and appoint the 
Exeative Director. Each Foundation w i l l  have a central office and 
approximately f arr branch off ices by the end of the project . The 
central office w i l l  be responsible for staff recruitment and 
training, managing program funds, monitoring and reporting branch 
performance and providing a sense of mission and policy direction. 
Branch offices w i l l  maintain regular contact with clients and w i l l  
be largely responsible for the loan review/approval process, and the 
direct delivery of credit to ma l l  and micro enterprise clients. I n  
addition to delivering credit, the Foundations w i l l  provide 
technical assistance and training to  participating entrepreneurs i n  
basic business s k i l l s ,  also on a cost recoverable basis. 

The Grant w i l l  finance the services of U.S. and 
Egyptian firms to  support institutional developnent of the 
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Foundations over a two and a half year period. A U.S. f irm w i l l  
provide a long term resident advisor for a 30 mnth period and up to 
1 2  person months of short term consultants. The Egyptian firm w i l l  
provide one long-term advisor to  ezch Foundation and a variety of 
short-term assistance. Initially, TA w i l l  focus on developing the 
organizational structure, orientation and training of -personnel, 
establishmnt of management and financial system, lending policies, 
and procedures. The fows w i l l  then shif t  to review of program 
approaches and lessons learned and provide guidance on redirection 
if necessary. Most of the training w i l l  be directed a t  Board 
members, the executive directors, managers, and extension staff of 
the Fcundations. Except for limited observaticn v i s i t s  overseas by 
the executive directors and selected board members, training w i l l  be 
conducted in-country. Seminars and mrkshops for SMF owners w i l l  
also be held. The cost of TA and training i n  support of 
institutional development of the Foundations is estimated a t  $1.1 
million. 

2. - Credit Element 

a. Lending Mechanism: 

A "collateral accountn w i l l  be created by 
depositing funds (up to  $8 million for each Foundation; under the 
name of each Foundation i n  an interest bearing account a t  one or 
more selected banks. The interest generated on the collateral 
account w i l l  be automatically reinvested into the same account. 
Pre-authorized overdraft privileges on the accamts w i l l  be 
negotiated with the banks, up to an amount equal to  the ini t ia l  
deposit. Funds w i l l  be drawn on these acccunt.~ as loan demand is 
generated by extension agents i n  the branch offices. The loan 
portfolio w i l l  appear in the balance sheet of the Fcundations' SME 
program because a l l  accounts of the branch offices are registered 
under the name of the Foundation. End use lending is expected to 
begin by Month 12 of project implementation, as per the chart 
following page 16. 

The structure minimizes lending costs since the 
Foundation(s) pay interest t o  the bank only when loans are 
disbursed. Sixrultaneously, the credit funds delivered t o  the 
clients are accruing a higher rate of interest due t o  the charges 
assessed for lending the money to the SME clients. Repayments are 
redeposited into the bank; operating statements imnediately reflect 
a decrezse in the overdraft (interest) charges on the checking 
account. Net interest incane for the project is calculated each 
month by subtracting the interest due to  the bank (on the overdraft 
account) f r m  the total interest incane generated each month fran 
the installment payments. The information is recorded on each 
month's bank statement. 

Experience has demonstrated that t h i s  system is 
relatively easy for the the banks to  administer. A l l  draw downs on 
the overdraft facil i ty and repayments are carried on the bank's 
books as  though with a single client, the Farndation. Over the l i f e  
of project, the Foundations' fund, w i l l  be leveraged up to  2:l  as  the 



project demonstrates the high quality of its loan portfolio. This 
can a l l ow  the Foundation t o  lower its' borrcwers cost of capitzl,  as 
more lending is occurring for each dollar on deposit. This is 
because the end-user rate is based on the margin the Foundation 
needs t o  recover its costs. 

The branch offices of each Fcundation w i l l  play 
a key role i n  the entire process. They w i l l  be responsible for 
maintaining regular'direct links t o  cl ients  and w i l l  also review and 
approve loans to  clients.  To fac i l i t a te  t h e  delivery and management 
of credit,  extension officers who are locally recruited, trained, 
and based fram the branch office(s1 w i l l  ass is t  in organizing the 
SME groups. The groups, by selecting their own members, approving 
indrvidual loans, and assuring timely repayment, w i l l  lower 
operational costs for the Foundation. The groups, usually organized 
by the same l ine of business, will  be unable to  receive subsequent 
credit unless members are current on their repayments, althougn the 
standard banking practice of restructuring justifiably delinquent 
loans w i l l  be followed. Through t h i s  approach, important peer 
pressure and responsibility w i l l  develop for loan repayment. In 
order t o  exparid the project, maintain a healthy portfolio, work 
toward self-sufficiency and retain a quality s ta f f ,  both Foundations 
w i l l  u t i l i ze  an incentive system for their employees. This 
incentive system w i l l  encwrage both volume and quality of loan 
portfolio. 

The principal features of the loan program are 
as follows: 

1. Eligible Borrowers: 

Generally existing, owner operated small (6 
to 15 emp1oyees)and micro (1 t o  5 employees) enterprises in Cairo 
and Alexandria engaged i n  sane form of manufacturing. 

2. Loan Sizes: 

LE 1,000 t o  LE 3,000 for micro 
enterprises. LE 5,000 t o  LE 10,000 for m a l l  businesses. 

3. Terms: - 
9-12 months. 

4. Purpose: 

Facil i tate access to  financing for working 
capital, machinery and raw materials. 

5. Cost: - 
Charges t o  borrowers w i l l  be based on a 

formula which takes into consideration the Central Bank of Egypt 
interest rate guidelines, the Foundations' adninistrative costs and 
inflation. Fees w i l l  be adjusted as needed t o  achieve t h e  



Foundations' goal of financial self-sustainability and to prevent 
decapitalization of the loan fund, 

Althoujh the ralges are based s n  needs expressed 
by SME owners during the project design phase, loan amcunts and 
precise criteria for borrower selection w i l l  be adjusted over time 
to reflect changing conditions. After borrowers have demnstrated 
their ability to  repay short-term working capital loans, they w i l l  
be permitted to  borrow for fixed assets as well. The features which 
w i l l  make the Foundations' credit program attractive to SMEs include 
rapid processing and approval of loan applications, peer group 
participation i n  the extension of loans, and access to  larger 
amcunts of credit for longer periods than they would otherwise be 
able to  obtain. 

b. Sustainability: 

An important feature of the credit canponent is 
financial self-sustainability. I n  order to  achieve the project 
purpose, each Foundation w i l l  seek to recover the cost of lending 
and administration by the end of the project. Interest and other 
charges w i l l  be set  a t  a level which prevents decapitalization of 
the collateral fund and allows the Fcundations t o  achieve break-even 
wi th in  a reasonable period of t i m e .  Table I on page v. and Chart I 
on page v(a) demonstrate various scenarios of rate of return on the 
collateral fund, lending rates to  the Foundations by the banks, 
inflation, and end user rates. Assuming a default rate of 1.5% i n  
a l l  cases, the Foundations incane would equal their costs between 
the third and s i x t h  year of lending. Using these asslrmptions, the 
Project Canmittee anticipates the Foundations w i l l  be able to  serve 
between 25,000 and 35,000 SMEs during the project l ife.  Funds 
remaining in the collateral acccdnt w i l l  continue to  be used by the 

Rate of Return 
on Collateral 
Fund 

- 
facil i tate SME access to  credit after the PACD. 

Table I 
Break Even Projections 

Rate of Funds End-Use r 
Reing Lent by Effective Cost Break Even 
Bank Inflation of Funds Point 

10% 12% 15% 20% Year 3 
Quarter 3 

10% 12% 22% 20% Year 6 
Quarter 4 

10% 15% 22% 30% Year 3 
Quarter 3 

10% 15% 25% 30% Year 3 
Quarter 3 

Note: All figures are expressed in Percent per mum 
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c. Special Projects Fund: 

Five Hundred Thousand Dollars for each 
Fcundation is included in the Financial Plan to  provide them with 
capability to respond quickly and flexibly to  opportunities that may 
arise which would be of great benefit t o  the SME sector. These 
funds, for the most part, w i l l  be used to provide loans or grants to 
nongovernmental organizations to  undertake activities which meet one 
or more of the following c:riteria: 

a. have high potential for increasing incomes; 
b. have significant potential for generating 

new income; 
c. improve product quality and/or increase 

production; 
d .  expand the market for SME products; 
e. transfer technology; 
f .  accelerate the developnent of new SME 

products ; 
g. improve the policy and/or regulatory 

environment for ma l l  ad micro enterprises. 

Examples of such activit ies include sponsorship 
of market developnent trips to  neighboring countries for 
representatives of the aluminum products manufacturing subsector; 
creation of a technical reference library for SME manufacturers and 
establishment of a bulk purchasing system for raw materials used by 
large numbers of SMEs. 

USAID w i l l  monitor the use of these funds and 
audit the program annually to  ensure canpliance with the program 
objectives and proper accounting of the funds. 

D. Implementatim Plan 

1. Project Management: 

The USAID/Cairo Office of Industrial Resources 
( IS/IR) w i l l  take primary responsibility for mnitoring the project 
and maintaining contact wi th  the Foundations. B/IR w i l l  approve 
annual implementation and financial plans of the Foundations, the 
lending criteria, and loan projections. The financial plan provides 
funds for the services of two personal services contractors who will 
assist USAXD with project start-up and mobilization of the 
Fcundations. Ihe primary responsibijity of each Foundation is to  
administer credit to  SMEs, provide technical assistance and training 
to participating business owners, and manage a innovative special 
projects fund. 

The principal function of the GOE w i l l  be t o  
facil i tate the transfer of funds fran USAID to  the Fcundations. A 
Project Agreement (PROAG) w i l l  be signed by USAID and the Ministry 
of International Cooperation (MIC) which will include a schedule for 
disbursement of funds. USAID w i l l  enter into subagreements with the 
Foundations, which w i l l  incorporate the same disbursement schedule. 
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Unless USAID or the Foundations dean it necessary, no further 
approval w i l l  be required from the GOE prior to the disbursement or 
obligation of funds. The GOE wi l l  be notified in writing of any 
deviation fran the oriqinal schedule. 

2. Procurement Plan: 

USAID w i l l  contract with a U S .  institutior? that has 
demonstrated experience in implementing similar projects to  provide 
technical assistance i n  support of the project. There w i l l  be a 
f u l l  time U.S. advisor in Egypt for approximately 30 mnths who w i l l  
provide technical direction and supervision of an Egyptian 
subcontractor. The local firm or f i m  w i l l  provide one f u l l  time 
advisor for each Foundation and an array of short term consultants. 

The Mission has determined that the procurement of 
a l l  technical assistance w i l l  be undertaken by USAID directly. The 
Mission bases t h i s  determination on the conclusion that the 
implementing organizations do not have adequate contracting 
capability a t  thts time. Their capabilities are expected to  improve 
during the l i f e  oi the project, bu t  the Foundations are still too 
new to  have the required ability. MIC is also unsuited t o  serve a s  
contracting agent, given the Ministry's already tremendous workload. 

Except for eight motorcycles and off-the-shelf 
purchases, all goods and services procured under the grant w i l l  have 
both their source and origin in the United States or Egypt. No 
waiver is needed for the motorcycles; a blanket waiver for 125 cc or 
less displacement motorcycles is i n  effect through March 6, 1989. 
Procurement under subloans to  small anu micro enterprises will be 
made i n  accordance with standard A I D  procedures applicable to  
Intermediate Credit Institution ( I C I )  projects. 

Small and minority-owned firms w i l l  be encouraged to  
participate i n  this project i n  accordance with AID regulations. 
Every effort is being and w i l l  be made t o  identify appropriate 
opportunities for such firms in project implementation. The 
project's evaluation services are suitable for performance, a t  least 
in part, by a minority firm. The intent is to  se t  aside evaluation 
work for a minority contractor. 

3. Project Monitoring: 

The monitoring of project performance is particularly 
important since both Fcundations intend to  becane self-sustaining 
before the end of the f i f th  year of lending. Monitoring the quality 
of the loan portfolio and the rate of expansion will be cri t ical  to 
ensure that the targets are met. To measure progress, a simple 
baseline survey of entrepreneurs in the target areas w i l l  provide 
information on the number, gender, and needs of small 
entrepreneurs. This survey w i l l  be canpleted during the f i r s t  year 
of project implementation, after the staff has been hired and 
trained. Carrying out t h e  baseline survey w i l l  also allow 

- 

Foundation personnel to  introduce the project to  the  carmtnity. The 
management information system (MIS) will canpile information f r m  



loan applications which can be used to monitor the indicators of 
goal and purpose achievement such as assets and number of 
employees. A midterm evaluation is scheduled i n  year three to  
review the Foundations' performance and assess progress and policy 
constraints. The results of the midterm evaluation w i l l  be used to  
recanmend changes i n  project design and operations and recommend 
means to  address policy issues. A f i n a l  evaluation is scheduled i n  
FY 96 to  identify successful aspects and assess replicability. 

E. Summary of Analyses: 

The administrative analysis concentrated on the structure 
of the Foundations, organized around a Board of Directors and three 
departments. The Department of Operations has the principal 
respnsibility for maintaining contact w i t h  branch officers and 
managers. It is the extension officer, defined i n  terms of an 
individual business u n i t ,  that serves as the administrative l i n k  
with client groups. The essential administrative aspect of the 
Famdation is flexibility, responsiveness to  client needs, and the 
adninistrative capability to  generate and maintain clientele. Staff 
incentives are a cri t ical  part of the credit structure. 

The technical analysis concluded that the Foundations w i l l  
operate as intermediate financial institutions, l inking the large 
danestic banks to  s m a l l  and micro entrepreneurs, a sector which is 
currently excluded fran formal financial institution services. 
USAID w i l l  deposit up to $8 million into selected banks i n  the name 
of the Fcundation(s) as a collateral acccunt. The collateral 
account w i l l  have the right of offset and overdraft privileges w i l l  
be negotiated with each bank i n  which there is an acccunt. The loan 
funds account i s  analogous t o  a checking account on which one can 
write overdrafts. Funds w i l l  be drawn on the acccunt as loan demand 
is generated. As the project develops a high quality loan 
portfolio, the Foundation's fund w i l l  be leveraged. Projections are 
that leverage w i l l  increase fran 1:l to  2:l  by the end of project; 
twice the amount of the collateral fund will be available for 
lending. The quality of the portfolio w i l l  be determined by the 
ability of the Fcundations to  p r m t e  credit servkes and sustain 
interest in the project through the establishment of active, 
cmni ty- level  entrepreneur groups. 

a:e emnanic analysis concluded that this project is 
successful in econanic terms wi th  high rates of return. The 
analysis further notes that the projections for the private 
fcundations show them to  be econanically viable. In the absence of 
available data fran Egypt, the analysis draws on the experience of 
Peru, Bangladesh, and India, where similar credit approaches have 
shown direct p s i t i v e  impact on household incanes with increases of 
54 percent to  over 70 percent earned by project beneficiaries. 

The financial analysis, using a lending model wi th  the 
effective rate of interest t o  the borrower a t  26-30% per annum, 
default rates of 1.5%, and inflation projections of 22%, concluded 
that the project would achieve break even in year 3, indicative of 
superior organizational performance. With a more modest set  of 



assumptions, including a 20% end-user cost  and s imilar  a s s q t i o n s  
on defaul ts  and inf la t ion,  the break even point would be reached i n  
year 5. The graphs on page v (a )  demonstrate the  break even 
scenarios for  a s ing le  branch o f f i c e  u t i l i z i n g  both sets of 
assumptions, althcugh the break even point w i l l  a l so  be affected by 
average loan s i z e  and r a t e  of expansion. 

The soc ia l  soundness analysis  concluded tha t  the project  
cortained t h e  necessary elements f o r  success based on The World 
Bank's experience wi th  four large urban c red i t  projects.  The 
lessons f ran The World Bank case a r e  t h a t  grass-roots organizations 
play a c r i t i c a l  role i n  c m n i c a t i n g  w i t h  benef ic iar ies  and 
t ranslat ing the needs of the c l i en t e l e  i n t o  action.  Secondly, 
technical assistance is l e s s  important to c l i e n t s  than c red i t .  
Thirdly, mutual loan repayment guarantees by borrower groups is 
important in  maintaining high repayment levels .  Fourthly, program 
f l e x i b i l i t y  and the a b i l i t y  t o  respond t o  changing needs of 
c l ien te le  is important. A l l  f o u  charac te r i s t ics  have been b u i l t  
i n to  the project .  

F. Cost Estimates and Financial Plan 

SME Project Budget Summary 
(US$ 000, 

Year year Year Year Year Year Year Total 
1 2 3 4 5 6 7  

Collateral  Fund 956 5267 4444 5333 16,000 
Operational Support 345 305 330 980 
Project Management 131 137 13 1 4  295 
Technical Assistance 525 484 91 1,100 
Training 105 160 147 412 
Special Projects 500 500 1,000 
Audits and Evaluations 50 5 0 113 21 3 

Obli a t ion  Plan 
,=-&mm- 

Foundation Act ivi t ies  
Collateral  Fund, 
Operational support, 
Training, Special Projects 

Technical Assistance 
Project Mgmt., 
bng/Short Tern 7. l  

Services 
Evaluations, Audits 

Current Obligation Life of Project 
( FY88 



USAID w i l l  f inaice  all cos t s  of t h i s  project .  No GOE 
contributions a r e  anticipated. A key objective of t h i s  project  is t o  
develop a model fo r  e f fec t ive ly  reaching small and micro enterpr ises  in  
Egypt's urban centers. Previous e f fo r t s ,  which re l ied on p l b l i c  sector  
ins t i tu t ions ,  have not been effect ive.  Therefore, USAID wishes t o  keep 
GOE involvement t o  a minimum. Accordingly, no GOE contribution has  
been included i n  t h e  budget. Host ccuntry contributions w i l l  be mainly 
i n  the form of charges paid by borrowers, f ee s  fo r  t ra ining programs, 
and contributions i n  kicd by Board members. The t o t a l  i n t e r e s t  income 
frun borrowers is expected t o  reach approximately LE 96 mill ion by the 
P A 0  . 

Disbursement of funds t o  cap i ta l ize  the  loan fund w i l l  be 
made according t o  t h e  schedule contained i n  Chart 11, Annex G. 
Tranches w i l l  be released on t h i s  schedule unless lending during the 
act ive quarter s ign i f ican t ly  var ies  f run t h e  projections, i n  which case 
t h e  sutsequent quar ter ' s  allotment would be modified accordingly. 

Each Foundation w i l l  receive advances t o  cover operational 
support, training,  and special  projects.  Each Fcundation will a lso  
receive disbursements i n  tranches i n  loca l  currency purchased w i t h  
project  funds for  capi ta l izdt ion of its Colla teral  Fund which will be 
deposited i n  a bank account i n  the name of t h e  respective Foundation. 
These funds w i l l  not be caningled with funds f o r  operations, t ra ining 
and special  projects. Reimbursement is one of the  preferred methods of 
AID) financing, but, because no funds a r e  available t o  the re la t ive ly  
new Foundations, AID w i l l  advance loca l  currency purchased w i t h  project  
funds t o  finance operating cos t s  for  a t  l e a s t  the f i r s t  three years of 
end use lending. 

11. RECOMMENDATION: -.-- 

The Project Cmittee recaranends t h a t  a grant of $20 mill ion be 
authorized fo r  the Small a d  Micro Enterprise Develop-t~nt Project. The 
grant w i l l  be for  a seven-year period, and obligations w i l l  be made i n  
two increments -- $10 mill ion i n  FY 88 and $10 mill ion i n  FY 92. 



~ a m e  9f c o u n t r ~  ~ a b  Republic Nme of Project: Smdll and Micro 
of Egypt Enterprise 

Developnent project 

m e r  of Project: 263-0212 

1. Pursuant to Section 532 of the Foreign Assistance ~ c t  of 1961, as 
amended ("the Actm), I hereby authorize the Snall and Micro Enterprise 
Developnent Project for the ~ r a b  Republic of Egypt (cooperating country) 
involving a planned obligation of not to exceed $20,000,000 in grant funds 
over a five year period from the date of authorization, subject to the 
availability of funds in accordance w i t h  the A.I.D. Operating Year Budget 
allotment process, to finance the foreign exchange and local currency costs of 
the Project. 

2 .  Tile Project consists of capital and technical assistance to establish 
and capitalize two independent and ultimately self-sustaining Foundations to 
manage a collateral fund to provide small,  short term loans to select small 
and micro enterprises in Cairo and Alexandria. me Project includes financing 
of technical assistance and training for Foundation staff and procurement for 
equipping one main office and several branch offices for each Foundation. 
Business related technical assistance and training w i l l  also be made available 
to  the enterprises themselves. Finally, the Project w i l l  also finance 
subgrants for activities in support of the small and micro enterprise sector. 

3. The project agreement(s) which may be negotiated and executed by the 
officer(s) to whan such authority is delegated in accordance w i t h  A.I.D. 
regulations and delegations of authority shall be subject to the following 
essential terms, covecants and major conditions together w i t h  such other terms 
and conditions as A.I.D. may from time to time deem appropriate: 

(a )  Except as A.I.D. may otherwise agree in writing or as provided 
in paragra* ( 2 )  below, goods and services financed by A.I.D. 
under the Project s h a l l  have their source and origin in t i e  
United Statns or in the Cooperating country. 

(b ) Ocean shipping financed by A.I .D. under the project, except as 
A.I.D. may otherwise agree in writing, shall be financed only 
m Nag vessels of the United States. 



4 .  The grants t o  the Foundations which may be negotiated and 
executed by the of f icer (s )  t o  whom such authority is delegated in  
accordance w i t h  A.I.D. regulations and delegations of authority 
s h a l l  be subject to  the f o l l w i n g  essential  terms, together with 
such other c e m  and conditions as A.I.D. may frm time t o  time deem 
appropriate: 

c a d i  tions Precedent t o  Disbursement 

(1) Disbursements i n  year 1 w i l l  be i n  three stages. In 
stage one, $100,000 w i l l  be released (divided 
equally between the two Foundations) t o  establish 
main offices.  Stage two for  each Foundation w i l l  
begin when it has  h i red  its Executive Director, the 
Foundation's main off ice is equipped and 
operational, and the Technical Assistance contractor 
is i n  place. fie remaining funds for operational 
support for year one w i l l  be released a t  t h i s  time, 
as well as the traininqeducation budget, assuming 
sat isfact ion of (6)  below. Stage three w i l l  begin 
when the Foundation's staff has been hired and 
trained, the accounting and management information 
system have been approved by A.I.D., a t  least one 
branch off ice  has  been established, and the f i r s t  
quarter of lending projections have been submitted 
t o  A.I.D. A t  t h i s  point, the f i r s t  quarter 
col la tera l  fund release w i l l  be made t o  the 
Foundation, assuming all other pertinent conditions 
have been met. 

( 2 )  Prior t o  any disbursement of the col la tera l  fund t o  
ei ther  one of the Foundations, or the i s s ~ a n c e  by 
A.I.D. of any documentation plrsuant t o  which any 
disbursement w i l l  be made for  the col la tera l  fund, 
tha t  Foundation shal l ,  except as otherwise agreed in 
writing, furnish t o  A.I.D. i n  form and substance 
sat isfactory t o  A.I.D., evidence frm a bank or 
banks indicating tha t  the Foundation has entered 
in to  an overdraft agreement, along with a 
description of the terms of tha t  agreerent. 

(3 ) Prior t o  any disbursement of funds under this 
Project t o  ei ther  one of the Foundations, or the 
issuance by A.1 .Dm of any documentation prrsuant t o  
whi& any disbursement w i l l  be made for  the Project, 
tha t  Foundation s h a l l ,  except as otherwise agreed in 
writing, furnish t o  A.I .D. in  form and substance 
ast isfactory t o  A.I.D., evidence tha t  it has been 
legally registered w i t h  the Ministry of Social 
Affairs i n  ~ g y p t ,  



( 4 )  Prior to any disbursement of funds under this 
Project to either one of the Foundations in year 2 
of lending, or the issuance by A.I.D. of any 
doaunentation plrsuant to which any disbursement 
w i l l  be made for the Project in year 2 of lending, 
that Foundation s h a l l ,  except as otherwise agreed to 
in writing, demonstrate to  A.I.D. that it has 
installed, equipped and begun o'perating a main 
office and a t  least one branch office. The same 
condition precedent s h a l l  apply w i t h  respect to  
subsequent years u n t i l  that Foundation demonstrates 
in a fashion satisfactory to A.I.D. that it has 
installed, equipped and begun operating a sufficient 
number of branch offices to efficiently lend funds 
to the target clientele. 

(5 )  Prior to any disbursement of the collateral account 
to either one of the Foundations, or the issuance by 
A.I,D. of any documentation plrsuant to which any 
disbursement w i l l  be made for the collateral fund, 
that Foundation shall, except as otherwise agreed in 
writing, furnish to A.1 .D. in f o n  and substame 
satisfactory to A.I.D., the names of the individuals 
who w i l l  serve as its Executive Director, Operations 
Manager,  ranch Manager ( i f  any identified yet) ,  
Training and Technical Assistance Manager and 
Administrator, w i t h  a clear statement of each 
officer I s  duties and authorities. 

(6  ) Prior to  m y  disbursement of funds under this 
Project to either one of the Foundations for 
activities under the ~echnical Assistance and 
Training components, or the issuance by A.I.D. of 
documentation plrsuant to which any disbursement 
w i l l  be made for these CompnentS, that Foundation 
s h a l l ,  except as otherwise agreed in writing, 
furnish to A.I.D., in form and substance 
satisfactory to A.I.D., evidence that it has  
apppointed counterparts for a l l  long-term technical 
advisors . 

Covenants 

(1) The Foundations sha l l ,  unless otherwise agreed i n  
writing, furnish to A.I .D., i n  form and substance 
satisfactory to A.I .D., prior to  the Foundations 
next fiscal year during each year of the Project: 
(a )  annual audited financial statements; and (b) 
annual implementation and financial plans for the 
Foundation i tself  and each existing and planned 
Branch Office, 



( 2 )  The Foundations s h a l l  ensure that no Government of 
~gypt employees w i l l  be employed by the Foundations 
or Branch offices during the l i f e  of the Project 
without the prior written approval of A.I.D. 

Marshall D. Brown 
~ i r e c t o r  , USAID/Cairo 



BACK- AND RATIONALE 

Introduction: 

Egypt faces a number of formidable challenges over the 
next few years. Foremost among these are high levels of 
unemployment and widespread poverty. The extent of the poverty 
problem is illustrated by recent Government of Egypt (GOE) 
s tatist ics.  They show that, i n  1986, an estimated 15 to 20 percent 
of urban and rural households had annual expenditures of LE 230 per 
capita or less, thus placing them below the minimum level required 
to maintain an acceptable standard of living. An additional 40% of 
the population was close to  the minimal acceptable level w i t h  annual 
expenditures of LE 231 to LE 400 per capita. 

Precise measures of unemployment, which for many years was 
never even officially acknowledged to  exist, are difficult to  
obtain. However, according to a senior official of the ruling 
National Democratic Party, the unemployment level is currently 
around 20% or 2.8 million people. With the labor force increasing 
a t  an annual rate of approximately 2.6%, over 354,000 new jobs w i l l  
have to  be created each year j u s t  to maintain the current high level 
of unemployment. 

Both the GOEts 5-year developnent plan (1987-1992) and 
USAIDts  E'Y 1989 CIS3 address these concerns. 

B. Five Year Developnent Plan (1987-1992) 

The current Plan contains four major -1s: 
1. To increase production and productivity levels; 
2 .  To strengthen the self-sustaining growth of the 

econcmy; 
3. To focus on demographic and spatial aspects of 

development; 
4. To develop national management capabilities and 

strengthen the role of the private sector. 

The proposed program is directly related to  3 of the 4 
major goals. (The project does not address goal #3 on demographic 
and spatial aspects of developnent 1. The project would provide 
assistance to  ma l l  and micro enterprises in the form of short-term 
credit, technical assistance, and training with the objective of 
increasing productivity levels for ma l l  businesses. The project 
also seeks to expand employment. The project is designed to  
strengthen the role of the private sector and improve management 
capability of small businesses. 



?he GOE plan emphasizes greater private sector involvement 
i n  developnent while placing its emphasis on self-reliance and 
export pramtion. These objectives are congruent with t h i s  project. 

C. Relationship to  the FY 1989 CES 

The FY 1989 CDSS indicates that the cr i t ical  problem fcr 
Egypt is low econanic productivity, and the primary factor 
preventing the econcvrry frcm producing a t  its f u l l  p t en t i a l  is an 
econanic system which s t i f l e s  market forces. Although the CBS 
emphasizes policy dialogue to  support economic reLorms, the major 
share of USAID's program during the p l a ~ i n g  period w i l l  be i n  
projects. One of the cri t ical  areas addressed in the Strategy is 
increased productivity i n  private industry. 

TWI of the four specific areas of support to  private 
industry mentioned i n  the C I S  are found i n  the proposed project. 
These include improved banking faci l i t ies  for small scale 
enterprises and management training to  improve business practices of 
small entrepreneurs. 

The C E S  also indicates a strong USAID interest i n  
pranoting more widespread WO involvement i n  developnent programsjin 
Egypt. The proposed project w i l l  ut i l ize WOs which have begun 
working outside the traditional social service areas. 

The Project is also consistent with the primary CDSS goal 
of encouraging greater participation by private enterprises in 
econamic activities as a means of increasing the productivity of the 
econany. This project consists of tm primary activities to  provide 
incentives to  small private enterprise. One is better access to  
credit, and the second is technical assistance designed t o  improve 
management practices. The broad econcmic reforms outlined i n  the 
C B  dealing with productivity and a freer market econany w i l l  be 
supported through the project. 

D. Other Donor Activity 

In addition to  USAID, several other donors have provided 
s u m r t  to  anall scale enterprises i n  Egypt. These include OXFAM, 
Plan International (Foster Parents Plan), -/Catholic Relief 
Services and the World Sink. Detailed descriptions of these 
activit ies are contained i n  Annex M. 

Several conclusions can be drawn fran the experience 
gained through implementation of these activities. These include: 

- Public sector efforts to  assist SMEs have not been 
effective; 



- Group loan mechanisms are feasible; 
- ?here is significant unmet demand for credit, but 

formal credit institutions are not currently capable 
of or interested in serving SMEs; - Close project monitoring/frequent contact with loan 

recipients is a key factor i n  minimizing defaults; - Most activities funded by other donors have been 
designed as social welfare prqrams rather than self 
sustaining business. This  has severely constrained 
their ability to serve larse numbers of businesses 
and has undermined their long term viability. 

PRlJXT DESCRIPTION 

?he goal of t h i s  project is to  expand the economic 
of the micro and small scale (productive) enterprise sector. 

output 
A 

secondary goal is to  increase &nployment and incane among low incme 
residents of Cairo and Alexandria. For purposes of t h i s  project, 
micro enterprises are defined as  owner-operated businesses wi th  one 
to five employees and mal l  enterprises are private firms that 
employ s i x  to  fifteen people. 

B. Purpose 

The purpose of the project is to increase access 
and improve business and technical s k i l l s  of entrepreneurs 
participating in the project. 

to credit 

C. End of Project Status 

By the Project Activity Completion Date (PACD), two 
self-sufficient Foundations w i l l  be operating in Cairo and 
Alexandria. Each Foundation w i l l  be dedicated t o  t h e  provision of 
services to  SMEs, and w i l l  be formed to  stimulate growth and 
developnent of small and micro enterprises by increasing 
productivity, incane and employment in participating firms. Each 
Foundation w i l l  have established a branch office system that can 
serve the needs of about 16,000 borrowers. 

9 Central Bank of Egypt w i l l  not allow canmercial banks to  open 
new branches. 



D. Prc ject Outputs 

The project outputs w i l l  address the major constraints 
faced by micro and small-scale businesses. These include: 

1. Credit -- to increase the availability of funds for 
working capital and investments i n  plant and equipnent i n  
participating enterprises; 

2.  Training i n  basic business subjects for project 
beneficiaries-- to  develop the s k i l l s  necessary to  improve 
management, finance and other aspects of the participants' 
businesses ; 

3. Technical assistance --- t o  help participants apply 
concepts learned i n  training exercises and overcane specific 
problems associated w i t h  their businesses; 

4. Application of improved business and technical s k i l l s ;  

Olltputs 1-4 above w i l l  be measured a t  the level of the 
branch office portfolios. The systm can be readily reviewed i n  
terms of loans outstanding and recovery rates, the number of repeat 
and new borrowers, and the financial viability of t h e  Fcundations 
themselves. 

In addition, other outwts include: 

1. Identification of other impediments to  small and 
micro business operations and developnent of informal 
recanmendations through the Boards for action by the GOE, private 
sector, cooperatives, donor agencies and EW's; 

2 .  Developnent and testing of an effective strategy for 
the delivery of credit and support services to  SMEs i n  Cairo and 
Alexandria that can be readily duplicated in other Egyptian cit ies;  

3. Lastly, specific project outputs w i l l  be related to  
managing the project i tself ,  including: the establishment and 
staffing of a project management unit within two new Foundations; 
developnent and installat  ion of a canputer-assisted project 
management and information system ( M I S  1, and the developent of 
management operations procedures and standards. 

E. Method of Operation 

?he Project w i l l  be managed by two private, nonprofit 
recently-formed Foundations in Cairo and Alexandria. Each 
Foundation's Board of Directors, canposed of camunity leaders, 



businessmen, government o f f i c i a l s  and bankers, w i l l  supervise an 
Executive Director and s t a f f  who, i l l  turn, w i l l  implement t h e  
project  . 

Management of t h i s  project  w i l l  d i f f e r  s ign i f ican t ly  f ran  
previous programs dealing with SMEs i n  a t  l e a s t  one important 
respect. The operating mentality of t h e  Foundations w i l l  be t h a t  of 
the private sector  rather than a char i table  organization. While it 
w i l l  be implemented by nonprofit foundations, its ins t i tu t iona l  
goals w i l l  include reaching large numbers of SMEs w h i l e  achieving 
c m e r c i a l  v i ab i l i t y  (as a self-supporting and growing organization) 
a t  t h e  end of planned USAID f inancial  support. 

The actual  fees  and service  charges paid by t h e  end-use 
borrowers w i l l  be adjusted over the l i f e  of project .  In  order t o  
becane self-sustaining, the charges and f ees  t o  the borrower 
(income) should cover t h e  local  bank 's in t e re s t  r a t e  t o  the  
Foundation, administrative costs,  reserve fo r  loan defaul t ,  and 
allowance for  i n f l a t i on  (expense). The Foundations a r e  not expected 
t o  be able t o  immediately recover their costs.  Operational support 
for  t he i r  i n i t i a l  operations w i l l  be provided. It is t h e  
responsibil i ty of the  Foundations, i n i t i a l l y  ass i s ted  by 
consultants, t o  demonstrate how their canbination of charges w i l l  
y ie ld  f inancial  v i ab i l i t y  within a reasonable period of time. 
Current projections a r e  t h a t  t h e  Foundations w i l l  break even between 
the th i rd  and the f i f t h  year of lending, depending on the r a t e  of 
growth i n  loan port fol io ,  the t o t a l  cmst of funds, and the  leverage 
r a t i o  of co l la te ra l  fund t o  loans extended. 

The primary benef ic iar ies  of t h i s  project  w i l l  be 
approximately 25,000 to 35,000 individual, small and micro 
entrepreneurs. SME operators tend to be very independent and the i r  
business needs a r e  varied. Field research conducted i n  the course 
of developnent of t h i s  project  pointed t o  a high c red i t  demand, as 
well as the need for  t ra in ing  and technical  services,  especial ly  i n  
marketing information and qua l i ty  control. One of the constra ints  
faced by SMEs i n  obtaining c r e d i t  f r an  formal f inancial  i n s t i t u t i ons  
is mutual misconceptions. These include t h e  bel ief  t h a t  providing 
c r e d i t  to  SMEs necessarily involves high administrative costs, 
cumbersane loan application procedures and high risk. These 
perceptions have been overcane i n  other c a m t r i e s  through careful 
design and .implementation, and through formation of borrower groups 
fo r  extens ion. 

In order t o  make it easier  and more cost  e f fec t ive  f o r  the 
banks and the Foundations t o  deal wi th  large numbers of re la t ive ly  
small borrowers, the po ten t ia l  c l i e n t s  w i l l  be organized in to  
groups. These groups wi: . ' . l  help f a c i l i t a t e  loan document 
preparation, identify t ra ining needs, and w i l l  serve as the contact 



point for the extension mrkers fran the Fcundations to  market 
Project services. Each of these groups w i l l  be responsible for 
ensuring that a l l  of their members make timely and canplete 
repayments of their loans. While the group members w i l l  not 
formally guarantee one another' loan, subsequent loans to  the entire 
group w i l l  only be approved upon satisfactory pay-back of the entire 
grcup. MorWVer, it is stressed that each borrwer w i l l  be treated 
as an individual so that he or she can establish a "bankable" credit 
h i s  tory. 

The primary focus of the project w i l l  be t o  provide 
short-ten working capital to  existing productive (manufacturing) 
enterprises. The approach, which has a proven capacity to  reach and 
provide cost effective services to  a large number of SMEs, involves 
four basic steps.l/ - 

- The f i r s t  step is to  establish an intermediary 
organization or Foundation. (The legal formation of Fcundations is 
already underway i n  Cairo and Alexandria). An accounting system 
w i l l  also be established. 

- The second step is t c  choose an appropriate financial 
entity to  which a deposit is made under the name of the Fcundation. 
The Foundation w i l l  open a checking account in the selected 
financial institution and obtain pre-authorized overdraft privileges 
for on-lending purposes to  the SME groups, up to an amount equal to  
the i n i t i a l  deposit. (The budget includes U.S. $8.0 million for 
each of the Foundations.) This is known as a "collateral account 
w i t h  the right of offset". The in i t ia l  deposit or collateral 
account functions as a guarantee against which the banks w i l l  extend 
their own funds, in the checking accounts of the Fcundations up to  
the amount of the collateral account. 

1/ There are many examples around th2 world of successful lending 
to mall and micro enterprises. In Bangladesh, the Grameen bank, 
with loans averaging L.E. 100, has a high quality portfolio of 
180,000 clients and continues to  grw. In Peru, one farndation 
reaches 35,000 clients nationwide after two years of operation, wi th  
a goal of reachins 60,000 in two more years. Indonesia has tw 
separate banking systems that are now lending to  small 
entrepreneurs. The larger of the two systems, the Bank Rakyat 
Indonesia (BRI), has over 200,000 borrowers borrowing an average of 
L.E. 125. BRI's past due repayments were less than 2% i n  mid-1987. 
Indonesia's Bank Pembangunan Daerah is lending to  over 100,000 small 
entrepreneurs i n  East Java alone. 



- The third step is the formation of groups of 
entrepreneurs. The groups, formed of 10 to  15 business 
acquaintances, agree to  self-select their members, approve 
individual loans, and assure timely loan repayments. 

- The las t  step involves loan applications, loan 
approvals, disbursement and collection. This process w i l l  be 
decentralized and simplified w i t h  primary responsibility placed w i t h  
a cmnity-based extension officer . 

A t  the outset of t h e  project, the extension officer from 
the Foundation w i l l  assist i n  organizing the SME groups. The groups, 
by selecting their members, approving individual loans, and assuring 
timely repayment, w i l l  lower operation costs for the Foundation. The 
groups, usually organized by the same line of business, w i l l  be 
unable to receive subsequent credit i f  the overall group repayment 
rate exceeds established parameters. Before a group is declared 
ineligible standard banking practices relating to restructuring 
justifiably delinquent loans w i l l  be followed. Through t h i s  
approach, important peer pressure and respnsibility develops for 
loan repayment. R i s k  to the banks is reduced to  a minimum because 
the collateral account is in the name of the Fcundation. 

Over the l i f e  of project, it is planned that the 
Foundations w i l l  charge the SMEs the real cost of capital, including 
a l l  the administrative costs of managing the portfolio. With t h i s  
approach, the revolving loan fund w i l l  not be decapitalized and 
operational break-even is achievable wi th in  a reasonable period of 
time. A t  the initiation of the project, the primary lender,' or 
bank, has no risk, and in time would be encouraged to  allow a two to 
one ratio (overdraft to  collateral account), t o  the Foundation, 
based on the performance of its SME portfolio.2/ - 

By the end of the f i f t h  year of lending, each of the 
Foundations is expected t o  be serving about 16,000 SME clients. 
Assumptions utilized in the f i n a x i a l  projections (Annex H) are that 
approximately 70% of the borrowers own micro-scale businesses (less 
than s i x  enployeesl and 30% own mall-scale bwimsses, although the 
true ratio w i l l  evolve over time. Loans w i l l  range i n  size fran 
L.E. 1,000 to  L.E. 10,000 (US $4,350 equivalent). The Fmndations 
w i l l  charge the SMEs an amount. sufficient to  cover the cost of 
funds, the cost of operaticrc, and bad debts. 

3 In  the course of the project design, informal m i t m e n t  on t h i s  
point was reached with banks i n  Cairo and Alexandria. 



In addition t o  credit ,  the project w i l l  provide management 
and technical assistance t o  the SMEs, also on a cost recoverable 
basis. Classes and informal group discussions covering topics such 
as  acccunting, marketing, and management w i l l  be offered. Technical 
advice, for  example, on quality control, product design, raw 
material selection w i l l  a lso be offered. Private consultants, 
government programs and other private, nonprofit type organizations 
or NGOs w i l l  provide topics for presentation t o  SMEs. 

Thirty person months of technical assistance and training 
to the Foundations wil l  be required for the Foundations t o  
accanplish the following: 

( a )  t o  ass i s t  i n  s tar t -up and organization; 
(b)  t o  establish lending policies and procedures; 
(c)  t o  develop and ins ta l l  ccmputer programs for  

financial analysis. 

Board members and staff  w i l l  receive training both i n  
Egypt and abroad. The foreign experience w i l l  offer an opportunity 
for selected board members and staff  t o  v i s i t  and acquire some 
understanding of successful nonprofit Foundations i n  other ccuntries. 

A special projects fund w i l l  be established t o  allow the 
Foundations t o  i n i t i a t e  p i lo t  ac t iv i t i e s  or t o  support innovative 
proposals by other NGOIs serving the SME canmunity. 

The USAID/Cairo support t o  the Foundations in  Cairo and 
Alexandria consists of: 

F. Budget Items 

Budqet Items Wldqet in  U.S. Dollars 

Credit Fund ( 8  million for  each Foundation) $16,000,000 
Operat iondl Sup~or t  980,000 
Special Projects 1,000,000 
Technical Assistance S Training 1,512,000 
AID Project Management 295,000 
Evaluation 6 Audit 213,000 --------- 

TOTAL $20,000,000 



111. asT ESTnmrs AND FINANCIAL PLAN 

SME PROJECT BUDGET SUMMARY 
cus$ooo, 

YEAR 
1 

OPERATIONAL SUPPORT 345 

AID PROJECT 131 
MANAGEMENT 

TECHNICAL FSS ISTANCE 632 
& TRAINING 

SPECIAL PROJECTS 

AUDITS & EVALUATIONS 

YEAR YEAR YEAR YEAR YEAR YEAR 
2 3 4 5 6 7 'IQTAL 

NOTE: Sane figures do not add exactly due to rounding. 

Note to Financial Plan: 

1. A key objective of this project is to develop a model for 
effectively reaching micro and small enterprises in Egypt's urban 
centers. Previous efforts, which relied on public sector 
institutions, have not been effective. Therefore, USAID wishes to 
keep GOE involvement to a minimum. Accordingly, no GOE contribution 
has been included in the budget. Host ccuntry mntributions will be 
mainly in the form of charges paid by borrowers, fees for training 
programs, and contributions in kind by board members. The total 
interest incane fran borrowers is expected to reach approximately 
L.E. 96 million by the PACD. The other contributions cannot be 
readily quantified at this point. 

2. Disbursement of funds to capitalize the collateral fund 
will be made according to the schedule contained in Chart 11, Annex 
G. Tranches will be released on this schedule unless lending during 
the active quarter significantly varies fran the overall 
projections, in which case the subsequent quarter's allotment would 
be adjusted accordingly. 



IV. 

A. Project Management 

1. Role ofA.1.D. 

The Mission's Office of Industrial Resources (IS/IR) 
w i l l  have primary responsibility for monitoring the project. With 
the assistance of the various support offices, IS/IR w i l l :  

- review and forward for processing a l l  Foundation 
requests for disbursements; - review Foundation reports and other related 

correspondence, taking action as needed; - monitor project activity, ensuring cunpliance 
with conditions and covenants of the Project Agreement, and take 
management action as necessary; - make regular v i s i t s  to  Foundation offices and 
participating businesses; - report on the project to Mission management as 
appropriate. 

Role of the Foundations 

The elected boards of the two ~ o u h a t i o w  w i l l  have 
the principal responsibilities for: 

(1) Establishing Foundation policy; 
( 2 )  Approving the program budget; 
( 3 )  Determining program direction; 
( 4 )  Participating in fund raising efforts; 
(5) Promoting policy dialogue with the COE; and 
( 6  1 Consulting wi th  USAID/Cairo on the apintment 

of the project's Executive Director. 

The Foundations w i l l  also manage a special projects 
fund of $500,000 each. These funds w i l l  be used by the Foundations 
to  provide subgrants to  nongovernmental organizations to  undertake 
various activities i n  support of small and micro enterprises. 

A schedule of disbursements for t h e  special projects 
funds will be included i n  the PmAG and the subgrant a g r e e n t s  
between A I D  and the Foundations. The funds w i l l  be disbursed into 
non-interest bearing acccunts i n  the name of each Fcundation. 



Eligible activities for funding unt5er t h i s  special 
projects fund w i l l  include those which: 

(1) have high potential for increasing ircanss; 
( 2 )  have significant potential for generating new 

employment ; 
(3)  improve product quality and/or increase 

product ion; 
( 4 )  expand the market for SME products; 
(5) transfer technology; 
( 6 )  accelerate new product developnent; 
( 7 )  improve the policy and/or regulatory environment 

for small  and micro enterprises. 

Proposals for funding w i l l  be review4 and approved 
by the Foundations' Boards. USAID w i l l  audit the Special Projects 
Fund annually to ensure that the funds are being used in a manner 
that is consistent wi th  the Project objectives and that the funds 
are properly accounted for. Detailed guidance on the use of these 
funds w i l l  be provided to  the Fcundations in a separate P.I.L. 

3. Role of the GOE 

The Project Agreement (PROAG) w i l l  be signed by USAID 
and the Ministry of International Cooperation (MIC).  MIC will also 
approve PIO/Ts as necessary. 

B. Implements t ion Schedule 

Project implementation has been divided into two 
categories: Pre-lending activities and lending activities. The 
charts on the following two pages s h w  the key events and the 
projected schedule for reaching these milestones. 

C. Procurement Plan 

The Mission has determined that the procurement of a l l  
technical assistance w i l l  be undertaken by A.I.D. directly. The 
Mission bases this determination on the conclusion that the 
implementing organizations do not have adequate contracting 
capability a t  this time. Their capabilities are expected to  improve 
during the l i f e  of the project, but the Fcundations are still  too 
new to  have the required ability. The Ministry of International 
Cooperation is also unsuited to serve as contracting agent. Use of 
MIC would introduce serious delays i n  project implementation due to  
the Ministry's already tremendous workload. 

Except for eight motorcycles and off-the-shelf purchases, 
a l l  goods and services procured under the grant w i l l  have both their 
source and origin i n  the United States or Egypt. No waiver is 
needed for the motorcycles; a blanket waiver for 125 cc or less 







displacement motorcycles is in effect through March 6, 1989. 
Procurement under subloans to small/micro industries will be made in 
accordance with standard A.I.D. procedures applicable to 
Intermediate Credit Institution (I.C.I.) projects. 

Small and minority-owned firms will be encouraged to 
participate in this project in accordance with A.I.D. regulations. 
Every effort is being and will be made to identify appropriate 
opportunities for such firms in project implementation. The 
Project's evaluation services are suitable for performance, at 
least in part, by a minority firm and we intend to set aside 
evaluation work for a minority contractor. 

The Payment Verification Policy Implementation Guidance 
(WPIG) statements require certain charts, justifications and 
assessments of implementation and financing methods proposed for the 
project . 

Section 1. Chart, as Required by Payment Verification 
Policy Implementation Guidance Statement 5.B.2.a. 

The following chart, as required by 5.B.2.a., lists the 
proposed methods of implementatian and financing for the entire 
project : 



ITEM NO. ACTIVITY 

Far ndation Activities 

Cairo Capita1i.zation 
Cairo Operating Costs 

Alexandria Capitalizatiori 
Alexandria Operating Costs 

Technical Assistance 

MEMaDS OF IMPLEMENTATION AND FINANCING IN SME 
UIP AID FUNDS ONLY 

APPROXIMATE COST HC OR AID 
MEIHO OF IMPLEMENTATION METHOD OF FINAWING $(OOO ) CONTRACT 

AID Direct Grant Di rect Disbursement 8,000 
AID Direct Grant D i. rect ~eimb . w/~dv. 1 , 105 
AID Direct Grant Direct Disbursement 8,000 
AID Direct Grant Di r ect Reimb. w/Adv . 1,105 

Long Term Tech Assistance, U.S. Firm AID Direct Contract Di.rect Pay 

Project Management, U.S.&Local AID Direct Contract Direct Pay 

Services 

Evaluations AID Direct Contrii. :t Direct Pay 

Assessments/Audi ts AID Di.rect Contract Direct pay 

AID 
AID 

AID 
AID 

AID 

AID 

AID 

AID 

1/ Total purchases under this project are less than $250,000 and wi 11 not exceed $25,000 per prchase. Items w i  11 be 
p~rchased in Egypt (shelf item) or in the U S .  Office equi.pnt and motor vehicles (motorcycles and two cars) are the 
items to be prchased. 



Section 2. Justification, as Required Payment Verification 
Policy Implementation Guidance Statement 5.B.2.b. 

reference 
preceding 

operating 

Justifications, as  required by 5,B.2.b., are keyed to  the 
number in the l e f t  most column of the chart on the 
page i n  Section 1. , above. 

Item No. 1: 
Foundation Activities, Cairo Foundation, AID Direct grant. 

Each Foundation w i l l  receive advances to  cover the 
costs (Operating Support, Training and Special Projects 

costs). Each Foundation will-also receive disburs&enl i n  tranches 
in local currency purchased w i t h  project funds for capitalization of 
its collateral account which should be deposited i n  a bank account 
or bank accounts which w i l l  act as a guarantee for loans given by 
the banks. These funds  mus t  not be caningled with funds i n  the 
Foundation operating expense accamts. AID will directly reimburse 
the Foundation costs. The method of implementation w i l l  be a Grant 
outlining the budget for operating costs, capitalization projections 
and general procedures. 

Reimbursement is one of the preferred methods of AID 
financing. Because no funds are a v ~ l a b l e  to  the newly established 
Foundation fran any other source of funding, AID w i l l  advance to  the 
Foundation local currency purchased w i t h  project funds and dollars 
to  finance the operating costs. Replenishment of advances w i l l  be 
subject to  liquidation of previous advances, and review of actual 
expenditure vouchers by AID. Advances normally require assessment 
and Controller's certification of the recipient's abil i ty to  use and 
account for U.S. Govermnt funds. I n  the case of t h i s  indigenous 
Foundation, such assessment and certification is clearly nob 
possible for the in i t ia l  advances, as the organizations w i l l  not 
have the staff or experience until the advances are in place and 
staff capable of handling the advances is hired. U.S. Government 
interests w i l l  be protected, however, since an accarnting and 
internal control system w i l l  have been designed by a technical 
assistance contractor under an AID direct contract before the 
advances are given. In addition, the contractor w i l l  be responsible 
for installation and implementation of the system during its ic i t i a l  
phase. The advance w i l l  be kept a t  a mininum a t  the s t a r t  and 
closely mnitored by the USAID Controller. After enough experience 
has been gained to  properly evaluate the Foundation's ability to 
handle and acccunt for U S .  Government funds, it is anticipated that 
the advances w i l l  follow more routine USAID practice. Even though 
an advance is provided, t h i s  method is still characterized as one of 
the AID preferred methods. 



Item No.2: 
Foundation Act ivi t ies ,  Alexandria Foundation, Same 

jus t i f ica t ion  as fo r  i t e m  No. 1. 

Item No. 3: 
Technical Assistance, Long Term TA - US Firm, AID Direct 

Contract. No jus t i f ica t ion  necessary. 

Item No. 4: 
Technical Assistance, US and Local, A I D  Direct Contract. 

No jus t i f ica t ion  necessary. 

Contract. 

any other 

Item so. 5: 
Technical Assistance, Evaluations - US Firm, A I D  Direct 
No jus t i f ica t ion  necessary. 

Item No. 6: 
Audits, A I D  Direct contract, no jus t i f ica t ion  required. 

Section 3.  Detailed .- Assessment, as  Required by 5.B.2.6. 

"If local  currency is t o  be made available t o  an I C I  o r  t o  
organization responsible fo r  control l ing and reporting on 

the use of such funds, the-mission should f i r s t  assess the 
organization's f inancial  management procedures and related in te rna l  
controls. Such an assessment should a l s o  be performed as a 
prerequisite fo r  providing grants t o  indigenous WOs. Subsequent . 
audit  or  evaluation reporting on the project  should measure 
performance i n  reference t o  the assessments made under 1. above, as 
well as other appropriate factors." 

A s  previously s ta ted  i n  the jus t i f ica t ion  fo r  giving 
advances fo r  Foundation o p r a t i n g  costs ,  a f u l l  scale assessment 
cannot precede t h e  f i r s t  tranche of cap i ta l iza t ion  o r  else there 
will be nothing t o  assess.  Our i n t e r e s t s  w i l l  again be protected by 
having i n  place an accounting and in te rna l  control  system designed 
by a technical  assistance contractor before the f i r s t  tranche 
disbursements a r e  made. Any subsequent disbursements w i l l  be 
dependent on successful evaluation of t h e  Foundations' handling of 
the i n i t i a l  cap i ta l  given them and t h e i r  following of t h e  prescribed 
accounting and control  systems. 

Section 4. Evaluation of the  Need for  Audit Coverage 

Payment Policy Verification Statement 6. requires: 

"PP's a re  t o  include an evaluation of the  need f o r  audi t  
coverage i n  l i g h t  of potent ia l  risks and a r e  t o  describe planned 
contract and audi t  coverage by the host  government, AID, and/or 



independent plblic accountants. Project funds should be budgeted 
for independent audits unless adequate audit including assessments 
of the Fcundations coverage by the host country is reasorably 
assured or audits by third parties are not warranted as, for 
example, in the case of direct AID amtracts or 'direct  placement of 
participants by AID". 

Independent audits and suhnission of certified financial 
statements by the Fcundations are a project requirement. Funds have 
been se t  aside under the evaluation and audit line i t e m  of the 
project for management and canpliance type audits by local CPA 
firms. The cost of using CPA firms to  produce certified statements 
is a legitimate expense under our operating support grant. These 
grants are, of course, also auditable by A.I.D. 's  Regional Inspector 
General's Office. 

D. Technical Assistance and Training 

TA and training to  establish the Cairo and Alexandria 
Foundations w i l l  be required for 30 mnths. This assistance w i l l  be 
instrumental i n  introducing key managerial approaches and technical 
s k i l l s  to  the Foundations' Board members and staff .  In  view of the 
fact that Egypt has very few SME programs, it w i l l  be difficult to  
locate experienced staff capable of running the planned activities. 
The TA and training required w i l l  provide an o~.ientation to  the 
Foundation Board members and staff of the type of program envisioned 
i n  the project design and establish reliable accounting and 
procurement systems. 

The Executive Director, who init ially w i l l  also run the 
Operations Department, w i l l  be the program manager for each of the 
Foundations. He or she w i l l  be the f i r s t  employee hired by the 
Fcundations and w i l l  have responsibility for recruiting, training 
and managing other staff members. me Executive Directors also w i l l  
be the point of contact for the Ia and training. 

Structure of Assistance 

AID w i l l  contract w i t h  a U.S. institution for project 
direction and specialized short term advisors. There will be a fu l l  
time U.S. advisor in Egypt who w i l l  provide technical direction and 
also supervise the Egyptian subcontractor. The U.S. institution 
w i l l  have one or more subcontracts w i t h  an Egyptian firm or firms. 
These local firms w i l l  place one f u l l  time advisor each i n  the Cairo 
and Alexandria foundations and also provide short term consultants. 

2. Nature and Scope of Technical Assistance 

The TA w i l l  be used to  provide specialized advice to  



the Foundations over a tm-and-a-half-year period. A t  the same 
time, these advisors and consultants w i l l  be constantly engaged in 
training of s taf f .  

TA w i l l  be required for each Foundation: 

- a t  the outset of the program t o  orient the 
boards and executive directors as to  the program philosophy, its 
clientele, its principal characteristics; to  advise on staff  needs, 
and to  conduct training act iv i t ies  for s taf f .  

- during the f i r s t  6 t o  12  months to  establish 
management and financial systems and lending policies and 
procedures; to provide guidance in selection of target lending 
c m n i t i e s ;  t o  aid in  organizing SME groups; and t o  organize 
observa"iona1 training experiences abroad; and t o  establish 
procurement methods. 

- during the next 1 2  to  30 months to  review 
program approaches and lessons learned and to  provide guidance on 
redirection. 

3 .  Types and Levels of Effort of Technical Assistance 

i U.S. Institution 

Project advisor (1 for 30 pn) stationed in 
Egypt. 
Project Coordinator (8  pn over 2.5 years) 
located in U .S. Institution. 
Short Term Comultants (15 pn over 2 years) 
Institutional analyst 
SME specialist  
Canputer programmer 
MIS specialist  
SME trainer 

Egyptian Firm 

Project Advisors ( 2  for 30 pn each) 
Project Director (8  pn over 30 months) 
Short Term Consultants (87 pn over 30 
months ) 
Institutional special is t  
Marketing/plblicatior?s special is t  
F j nance/accounting special ist 
Production engineer 
MIS specialist  
SME Trainer 



- Credit consultant 
- Lawyer 

4. Nature and Scope of Traininq 

Training, much of which w i l l  be carried out by the 
shor t  term consultants, w i l l  be directed a t  board members, t c p  
management and operational personnel of t h e  foundations. For the 
most pa r t ,  t ra ining w i l l  be undertaken in-country, on t h e  job. 
In-country seminars and workshops w i l l  a l s o  be u t i l i zed ,  
par t icular ly  during the f i r s t  few months dcring the s tar t -up pried 
for  each foundation. Training through seminars abroad and 
observational v i s i t s  t o  successful foundations i n  other c w n t r i e s  
w i l l  a l so  be provided. 

Training w i l l  be provided by t h e  U.S. and Egyptian TA 
team i n  t h e  manner outlined below. Approximate lencjth of t ra ining 
is indicated by the number i n  parentkesis. The cost  of t ra ining and 
education is estimated a t  $412,000. The budget includes funds for  
in-country workshops and seminars, overseas observat ioml t rave l ,  
p lbl icat ions  and c m n i c a t i o n s  (films/videos). The cos t  of 
consultant t ra iners  is included i n  the TA budget; s a l a r i e s  for  
trainees ( s t a f f  of Foundations) is provided by mnies  allocated t o  
operational support. 

Training a c t i v i t i e s  during t h e  i n i t i a l  months of the  
project  should include: 

- Overseas v i s i t s  for t h e  Executive Directors and 
possibly 1-2 board members, accanpanied by two members of the U.S. & 
Egyptian TA team (one month). 

- Orientation fo r  branch managers ( 2 ) ,  conducted 
by Executive Directors and Za team. Review of project  objectives,  
review of l i t e r a t u r e ,  in-country v i s i t s ,  preliminary contacts with 
Government and PllO programs ( 3  weeks ) .  

- Orientation fo r  Extension Officers conducted by 
Executive Director, ?a team & Branch Managers (Note: t h i s  might be 
done i n  phases with 3 Extension Officers f ran  each foundation 
receiving orientation,  followed a t  a l a t e r  date  by 3 other 
o f f i ce r s ) .  Extension Officers would be introduced t o  project  
objectives and then trained i n  their respons ib i l i t i es  through f i e l d  
v i s i t s  t o  observe SME wrk sites and caranunity locations, orqoing 
PVO programs, e tc .  ( 2  months). 

- Orientation fo r  heads of TA and Training 
Departments conducted by t h e  Executive Director and '1IA team. Review 
of project  objectives ;and l i t e r a t u r e  on various ongoing TA and 



training activities for SMEs in Egypt and elsewhere, meetings with 
various WO and government groups, discussions wi th  universities and 
private consultants to  identify packages of services, etc. ( 2  
months 1 

- Orientation for heads of Administrative 
Divisions conducted by Executive Director and '12\ team. I n i t i a l  
focus of training w i l l  be on accounting & management information 
systems needed & support program (1 month).  

Additional training of branch office personnel w i l l  
occur as the programs expand into additional c m n i t i e s .  

E. Monitorinq Plan 

USAID and the Foundationst Boards of Directors w i l l  be 
responsible for monitoring project performance. During start-up of 
project activities and training of Foundation personnel, frequent 
meetings and reports of the technical assistance team w i l l  play an 
important role. A s  lending and other project activities begin, 
financial statements and reports on loans (number, value, purpose), 
repayment rates, number of new clients, w i l l  becane important. A s  
both Foundations are intended to  become self-sufficient after 
between three and five years, the Foundations' Executive Directors 
and USAID w i l l  particulariy mnitor the rate of expansion and 
quality of the portfolio to ensure that t h i s  target can be met. The 
Fcundationst Board of Directors w i l l  meet monthly. 

Manaqement Information System 

An imprtant early task w i l l  be setting up an MIS 
system t o  generate financial statements and reports on project 
participants. Although t h e  loan forms should be as uncomplicated as 
possible, data on a few key indicators should be collected for 
ini t ia l  loans 2nd updated yearly. These indicators are: 

- of enterprise, 
- Gender of entrepreneur, 
- Estimated levels of production, 
- Estimated average monthly sales, - Estimated net earnings, 
- Assets, - Number of employees ( f u l l  and part-time) and 

their wages. 

This w i l l  allow the project to track progress towards 
the project goal and purpose as indicated i n  the Log Frame under 
"Verifiable Measures of Achievement." 



2. Baseline Survey 

Once tb,e Foundations have been set  up, personnel 
hired and trained, identified Fcundation personnel should undertake 
a very simple baseline survey to identify the number and type of 
micro and small scale enterprises and their perceived needs in the 
f i r s t  areas targeted for assistance. This survey w i l l  give 
Fcundation personnel an o~portunity to  meet entrepreneurs i n  their 
area, distribute information, and introduce and explain the 
program. The survey w i l l  canplement, meetings and other publicity. 
A list of enterprises w i l l  also dlow Foundation staff to evaluate 
the rate of expansion of the loan program and in reaching target 
groups, including m e n .  

3 .  Survey of Benefic,iary Firms 

After the program has been i n  operation between nine 
months to a year, a survey of beneficiary firms should be carried 
out  to help the Foundation assess whether its services are meting 
the client 's needs and additional types of technical assistance and 
training that the Foundation should provide. Th i s  survey should be 
carried out  before the Foundation expands to  <dditional areas to  
correct any problems that occurred in the ini t ia l  project areas. 
Th i s  information w i l l  be very useful for the Midterm Evaluation and 
should be repeated every one to  two years to  make sure that the 
Foundations are keeping i n  touch with client needs. 

4.  Midterm i valuation 

A midterm evaluation w i l l  be carried out not later 
than two years after project activities are initiated. The purpse 
of t h i s  evaluation w i l l  be to  review the performance of the 
Fcundations and their s taff ,  assess progress i n  meeting project 
objectives, and to  recunmend chawjes as needed i n  operations and 
project design. Such an intensive process of evaluation is 
warranted because one objective of the project is to  develop a model 
for effectively reaching micro and small enterprises in Egypt. 

5. Final Evaluation 

In  view of USAID1s long term interest i n  developing 
the potential of micro and small scale enterprises, a final 
evaluation is scheduled for FY 96. If the project has been 
successful, a key topic will be identification of the mst 
successful features of the project for replication and assisting 
USAID i n  developing rezsomble expectations about the amount of time 
needed for implementation of the various project phases. If not, 
USAID w i i l  want a clear understanding of mntributing factors, 
particularly policy constraints, that should be resolved before 
additional efforts are undertaken i n  t h i s  area. 



A. Administrative Analysis 

A s  indicated in the acccmpanying organization chart, the 
Foundations i n  Cairo and Alexandria w i l l  be organized around a Board 
of Directors, an Executive Director, and three departments. The 
three departmnts are the Department of Administration, Department 
of Operations, and the Department of Training and Technical 
Assistance. An Organizational Chart appears on the following page. 

1. The Board of Directors 

The Board of Directors w i l l  have principal 
respnsibility for: i )  establishment of Fcundation policy; ii) 
approval of its program budget; iii) determination of the program 
direction; iv) participation i n  fund raising efforts; v) prmotion 
of policy dialogue with the GOE in support of SMEs; and, v i )  i n  
consultation w i t h  USAID/Cairo, w i l l  appoint the SME projects ' 
Executive Directors. 

2. The Executive Director 

The operations of a program dedicated to  the 
provision of services to  SMEs must be highly streamlined i n  order to 
cover costs. Therefore, it is indispensable to  appoint an 
individual  who w i l l  take pride i n  building an efficient 
organization, as opposed to building an institution noted for its 
large number of staff .  The experience of t h i s  individual should 
indicate h i s  or her capacity to accom;=lish specific objectives with 
limited resources. 

The proposed Organizational Chart portrays a rather 
small central office, given the scope of the projected program 
effort. The central office w i l l  be staffed by 10 to  15 individuals, 
several of whan w i l l  be su-rt personnel. 

I n  addition to  the Executive Director and outside 
support fram lawyers and managerent advisors, there are three 
Department Managers. The Manager in charge of Administration, the 
Manager of Operations, and the Manager of Training and Technical 
Assistance, a i l  of whan report to  the Executive Director. The 
respnsibil i t ies of these departmnt heads are outlined below. 

3.  The Department of Administration 

Administration is responsible for the management 
information system (MIS) of the entire project operations including; 
i contracts and payroll records of a l l  personnel; ii) contracts and 
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payments of a l l  temporary advisors, legal staff ,  and consultants; 
iii) the accounting system for a l l  credit operations and incane from 
other sources such as management assistance classes and paid-for 
TA; iv) a profit and loss statement for each branch office; and v)  
an overall accounting of the entire program to include, a sources 
and uses of funds account, operations cash flow, and a balance 
sheet. The Department of Administration i n  the central office w i l l ,  
among other important functions, act as a control mechanism for each 
of the  branch office credit operations. The daily credit 
information is channsled f r m  the branch offices to  portfolio 
control in the main office, whlch is verified by the monthly bank 
statements, independently cmpiled by the Foundations' selected 
banks. Portfolio control then passes the information to  the 
accounting office. Procedures for reconciling any anomalies between 
accmnts of the branch office and cooperating bank are outlined i n  
Annex F, Technical Analysis of Project Operations. 

4. The Department of Operations 

The Operations Department's main function is to 
provide credit to groups of participating small and micro 
entrepreneurs. To this end, the Department of Operations Manager 
oversees the activities of a group of branch offices, each with its 
own branch manager and extension officers. A t  the outset, the 
Executive Director may also direct t h i s  department. Each branch 
office credit activity is controlled by the canplterized systems of 
both portfolio control located in the Department of Operations and 
the Department of Administration, in charge of a l l  accounting. 
While the organizational chart depicts a separate Training and 
Technical Assistance Department, it is i n  fact an extension of the 
Operations Department, with the course tezchers, technical 
consultants and other, cooperating TA prgrams (e.g., WOs providing 
management assistance to  SMEs) wrking i n  and out of the branch 
off ices. 

Too many SMEs have been observed to  expand a t  too 
rapid a pace during the f i r s t  two or three years of obtaining 
credit, only to  collapse due to  mismanagement. A program providing 
access to  credit has, in addition, an equally important 
respomibility to  the client to  provide access to  management and 
technical assistance. SME entrepreneurs w i l l  often amtinue to  
request ever larger amounts of capital, u n t i l  they reach a level 
where they are unable to manage it profitably. I n  order to  assist 
the entrepreneurs to avoid creating more difficulties than they 
already have, access to  management and technical assistance is 
essential . 



a. Branch Office Managers 

The main function of the branch office manager 
is to  be a cannunicator and p r a t e r  (?f the Foundations' program 
pi:ilosophy and support methodology. The branch manager must be able 
tr effectively c m n i c a t e  and pranote these concepts to h i s  or her 
staff and to  the participating SME entrepreneurs. I t  is not 
necessary that the Managers of the Branch Offices be adept i n  
finance. The canputerized system of portfolio control w i l l  provide 
a l l  of the required financial information i n  a simple format i n  
order to permit adequate control over a significant sized loan 
pxtfolio.  

b. Extension Officers 

A s  explained i n  Annex K,  the Extension Officers 
will be responsible for developing a high quality loan portfolio and 
assessing management training and TA needs of the participating SNE 
owners. The primary source of i n c m  to  cover operational costs is 
internally generated funds (margin charged the borrower over the 
costs of money and operations) of the portfolio. An incentive 
system w i l l  be established to  encourage the Extension Officers to  
manage ever increasing amounts i n  their loan portfolios. I n  
addition, the ExtensLon Officer w i l l  help formulate cost effective 
approaches i n  their consultation with the participants. 

5. Department of Training and Technical Assistance 

The structure of t h i s  department is unlike thc other 
two described above. The Manager of the Department of Training and 
Technical Assistance w i l l  serve as a l i n k  between the demand for 
training and TA activities fran the entrepreneurs, generated by the 
Extension Officers of the Department of Operations, and the supply 
of these services by contracted trainers as the need arises. In 
order to minimize costs, there w i l l  not be any full-time training or 
educational staff other than the Manager of the Department. I n  the 
organizational chart the dotted lines t o  the subdepartments are 
indicative of this contractual relationship. 

The Department Manag5r w i l l  also develop contacts 
w i t h  individuals or canpanies that may be interested i n  absorbing 
sane of the cost of TA to  broaden their sales or experience in 
working with t h i s  massive market. Examples include: 

a. Trading houses interested in developing a new 
market for the sale of machinery. Technicians could be provided to  
train operators of the machinery wi th  their cost absorbed i n  the 
price of the machine(s); 



b. cmpanies required to import parts for national 
production have an incentive to purchase locally. Meetings with 
SMEs and larger-scale manufacturers could be arranged to determine 
the feasibility of such subcontracting arrangements; 

c. University students could be involved i n  a 
project mrking with SMEs. Basic managanent or marketing assistance 
activities by the students have been given academic credits toward 
graduate studies i n  programs i n  Mexico and Thailand. 

The responsibility is to know what is available for 
the c m n i t i e s  to  be served and to u t i J  ize such services wherever 
,possible. I t  should be noted that it is unrealistic to  attempt to 
provide space i n  the Branch Offices for such courses. If the 
program is effective, demand w i l l  exceed available space. A more 
appropriate strategy is to take the course to  the c m n i t y .  

6. Staff Incentives 

I n  order to expand the project, maintain a healthy 
portfolio, wrk toward self-sufficiency and retain good staff ,  both 
Foundations w i l l  utilize an incentive system. 

Extension officers w i l l  be treated by management and 
the accounting department as individual business u n i t s .  Their 
direct costs w i l l  consist of their base salary plus payroll taxes, 
and their indirect costs w i l l  equdl twice their base salary to  cover 
the expenses of support staff a t  the Branch and Head offices. 
Bonuses w i l l  be paid once direct and indirect costa are cowred by 
specified incane generated by the Extension Officer's portfolio. 
This i n c m  is 100% of net incane generated on loans to  micro-scale 
enterprises and only 20% of net incane generated by small-scale 
business loans. The recmnded,  additional incentive placed on 
micro-scale enterprises is included to  encourage both a more rapid 
project expansion and focus on the primary target group. 

The staff incentives are projected t o  begin the 
second quartet of the second year of project operations. Based on 
the surplus incane figure ( total  incane less gross salary or gross 
costs of salary t o  the Extension Officer), the Extension officer 
w i l l  receive 20% as a bonus (see chart 111, in Annex K) . No bonus 
is received if defaults, defined as loans more than 180 days late, 
surpass 1.5% of the managed portfolio. 

The Branch Vmagers and the Branch Secretary are also 
included i n  the staff incentive design. Inclusion of the Branch 
Manager should act as an incentive for the manager to  find ways to  
improve the capabilities of the Extension Officers. The secretary 
is included because h i s  or her workload w i l l  increase with the 
expansion i n  the number of SME clients. 



The Branch Manager's incentive has been calculated a t  
18% of the bonus generated by each Extension Officer, with an 
assumption that there w i l l  be an average of s i x  Extension Officers 
per Branch Manager. 

B. Technical Analysis 

1. The Lending Mechanism 

The Foundations, both by appearance and i n  fact, are 
Intermediate Financial Institutions. They will act a s  the l i n k  
between large danestic banks, which a t  present are lending almost 
exclusively to  large borrwrs ,  and the s m a l l  and micro 
entrepreneurs, who a t  present are nearly totally excluded from 
borrowing from formal financial institutions. 1/ 

A collateral accour~t w i l l  be created by depositing 
funds (up to  U.S. 
$8.0 million for each Foundation) under the name of the Foundation 
into a savings account a t  one or more selected banks. 
Pre-authorized overdraft privileges on checking accounts w i l l  be 
negotiated wi th  the banks, up to  an amount equal to  the i n i t i a l  
deposit. This banking operation is defined as a "collateral account 
with the right of offsetw. Rinds will be drawn on these checking 
accounts as loan demand is generated in the branch offices. The 
loan portfolio w i l l  appear in the balance sheet of the Foundations' 
SME program because a l l  checking accounts of the branch offices w i l l  
be registered under the name of the Foundation. The interest 
generated on the collateral account w i l l  be autanatically reinvested 
into the same account. Retention of interest earnings on the 
collateral account is essential if  the project purpose is t o  be 
achieved. The retained interest w i l l  allow the loan portfolio to  
grow and w i l l  lower the fees charged t o  borrowers sufficiently to  
make the program more affordable t o  the SMEs. 

The structure w i l l  minimize costs since the credit 
canponent of the project pays interest t o  the bank only when loans 
are disbursed. Sirmltaneously, the credit funds are accruing a 
higher rate due t o  the charges assessed for lending the money to  the 

9 Nearly a l l  credit 3 ran the formal financial institutions i n  
Egypt is currently subsidized credit (cost of funds is belw the 
inflation rate). Following what Claudio Gonzales-Vega terms the 
"Iron Law of Interest Ratesn, only the larger or wealthier borrowers 
can gain access to  funds available. 



SME client. A s  the installment payments are recuperated fran the 
client and redeposited into the bank, operating statements 
immediately reflect a decrease in the overdraft ( interest) char52s 
on the checking account. Net interest incane for the project is 
calculated each month simply by subtracting the interest due to  the 
bank (on the overdraft checking account) fran the total interest 
income generated each mnth fran the installment payments. I'he 
information is recorded on each month's bank statement. Except i n  
the case of defaults, the collateral account w i l l  never be drawn 
down. Therefore, disbursements to the collateral account w i l l  be 
treated as expenditures for USAID project mnitoring purposes. 

The financial projections indicate that funds w i l l  
earn 10% per annum when placed on deposit. In  turn the bank w i l l  
charge the Foundations 15% per annm for the overdraft privilege, 
although these figures w i l l  likely change over the l i f e  of project. 
However, it is t h i s  difference that should encourage the banks to  
facil i tate and support the project. 

Auditing procedures for the project should be 
efficient and simplified by utilizing t h i s  system. The capital 
provided as collateral for the credit fund remains i n  the savings 
account. The project's use of the savings acccunt, in terms of an 
investment, is evaluated by the size of the loan portfolio and its 
generation of revenues to  the project, as shown i n  balance sheets 
and profit and loss statements. 

Experience has demonstrated that t h i s  system is 
relatively painless to  the bank. A l l  drawdowns on the overdraft 
facility and repayments are carried on the bank's books as though 
w i t h  a single client, the Foundation. It is planned over the l i f e  
of the project to  leverage the Foundation's fund as the project 
demonstrates the high quality of its loan portfolio. Once the banks 
becane confident of the project, it is expected that they w i l l  
authorize overdraft privileges exceeding the value of the quarantee 
fund. The financial projections show this leverage beginning to  
increase i n  Year 3. The leverage increases gradually until the end 
of Year 5, a t  which time it has reached 2:1, or twice the bank's 
funds for on-lending to  SMEs canpared to  the Famdation's deposits. 

2. Operational Activities of the Branch Offices 

The core of the Foundations' activities is the 
provision of credit and to  a lesser extent management training and . These activities are carried out a t  the Branch Office level. 
The project design contemplates that over a course of approximately 
one year a single branch office w i l l  be in operation to test the 
project design, de-bug implementation systems, make necessary 
operational changes, and train new staff to  open the second branch 



office. Annex M contains a list of camunities in  Cairo and 
Alexandria in  which the project design team carried out feasibi l i ty 
study and project design orientation act ivi t ies.  The project would 
begin in one of these camunities as determined by t h e  Foundations 
and their technical advisors. The successful delivery and 
recuperation of credit w i l l  involve: 

" 

a. Pranotion 

The concept of promotion is inherently 
educational, and therefore, w i l l  play an important role in  the 
ongoing developnent of the program. This t e n  may also be more 
narrowly defined as the i n i t i a l  period of program start-up,  during 
which time the staff  m u s t  canb the targeted camunities t o  
disseminate information on the availability of the new services. 

The operational goal should be t o  limit the 
amount of t ime  that the program staff  must dedicate t o  the costly 
act iv i t ies  of promotion (e.g., 3-6 months in each ccmmunity). If 
the services provided by the program truly meet a need of the m a l l  
and micro entrepreneurs, word of mouth promotion takes over rapidly, 
freeing the staff  for more productive wrk.  Pranotional activity 
also incorporates a very early form of project design evaluation. 
If the news concerning the program is not spreading spontaneously 
through the targeted canmunities, then perhaps the offered services 
might not be appropriate. Were t h i s  t o  be the case, t h e  program 
staff would be encouraged t o  take another look a t  the needs of the 
business people i n  a given cunnunity and modify the project design. 

b. The Oruanization and Recmended Size of the SME 
Grout3 

Given the s ize  of the SME sector in Cairo and 
Alexandria, it is clear that the ease with which any project can 
manage t o  reach even a part of such a population is related to, what 
might be termed, t h e  manageable large-scale end of business groups. 
Projects involving groups of 3-5 business people are very popular 
and work reasonably well, up t o  a certain point. A s  t h e  project 
expands, the administration of these small groups becanes 
increasingly canplex and unwieldy. A s  an example, in  Peru the 
Inst i tute for the Developnent of the Informal Sector ( IDESI) , 
currently wanages approximately 7,000 groups of five business people 
each. In order t o  further expand the project, simplify its 
operations, and reduce costs, the project is modifying its 
methodology in favor of larger groups or associations of businesses. 

The goal of t h i s  project is for the Foundations 
in Cairo and Alexandria to  reach and help organize approximately 
25,000 t o  35,000 SME owners by the end of the f i f t h  year of 



c. The Responsibilities of Business Groups 

The objective of the prmotional activit ies is 
the creation and development of groups of businesses. The p r i n ~ r j  
purpose of these business groups is to facil i tate the delivery and 
supervision of the services which the Fcundation expects to  offer. 
Given the low average value of the loans to the individual SMEs the 
groups are responsible for minimizing operational costs. 

Analysis, Selection and Control 

There are many SME projects that have attempted 
to select p ten t i a l  borrowers using in-horise technical s taff .  
Financial analyses are performed with the purpose of determining 
which business would repay their loans without difficulty or 
delay. The results of t h i s  approach are clear. Late payment rates 
are almost always higher i n  these projects than i n  those that rely 
on a credit selection process managed primarily by the borrowers 
themselves. An internal selection process utilized by most formal 
banking institutions is also much more costly fran an operational 
point of view. 

lending. Operations would certainly be easier if there were 1,000 
groups of 32 businesses instead of 10,666 groups of three. The 
design of the Project encourages the p rmt ion  of larger groups, 
beginning with an average of 1 0  and progressing to  32 by the end of 
the five year period. However, experience will show what the actual 
group size w i l l  be based on social and management considerations. 
The discussions wi th  SME entrepreneurs during the survey work 
concentrated on t h i s  concept. 

The key to the delegated selection process is to 
make it i n  the borrowers own best interest t o  ensure that only 
responsible business people join the group and subsequently receive 
loans. For it is the credit history of the entire group (as if it 
were one client) in the eyes of the Extension Officers that 
determine if final approval is granted for a loan by an individual. 
Only if the repayment rate of the entire group is within 
preestablished parameters (e.g., no la te  payments and less than 2% 
default rate on an annual basis), and the individual's loan proposal 
has already received the approval of the group, is the loan 
disbursed. If the la te  payments of the group exceed t h e  maximum 
rate, then the loan is not disbursed u n t i l  the grcup resolves its 
problem. This holds even if the individual soliciting the loan has 
a positive credit history. The incentive for the individual is that 
i f  t h e  group as a whole maintains a positive credit history, future 
loan requests w i l l  be autanatically approved by the group and 
disbursements w i l l  be made invnediately by the Extension Officer. In 
addition, the total amount of funds invested by the Fcundation in 
t h i s  comrmnity group w i l l  increase. 



The rmifications of such a methodology are 
significant. The entrepreneur quickly realizes that he or she must 
be very careful t o  determine that other members in the business 
group are as responsible as he or she, and that all w i l l  be 
analyzed. A t  t h e  same time, each has  the rnea.ls t o  promptly repay 
the loan amounts. 

I t  is also clear that t h i s  methodology defines 
the primary operational respnsibi l i ty  of the Fcundations - 
orientationdl training. Potential cl ients  need to be oriented in 
the correct formation and management of the business owner group, 
including, but not limited t o  selection procedures to help assure 
respnsible members; the elaboration and analysis of credit 
proposals; and control of the quality of the groups' loan 
portfolio. In addition, the Foundations are conrmitted to 
supervising and canmnicating to each group the l a tes t  information 
amcerning their portfolio, while managing a constant training 
effort  to  upgrade managerial quality of the groups and the 
individuals within them. 

e. Contracts Signed 

In the group mechanism designed for Egypt, each 
SME producer w i l l  use a l l  of the machinery utilized in the business 
t o  contractually guarantee him or herself; any new machinery 
financed by the Foundation loan, or purchased separately will be 
added t o  th is  guarantee. As the Extension Officers progress through 
the formation of groups, each entrepreneur will sign an individual 
contract, a copy of which w i l l  be safeguarded by t h e  group i t s e l f ,  
with the original being f i led in  the offices of the Foundation. 

A second level contract w i l l  be signed by a l l  
the members of the group, serving t o  define t h e  responsibilities of 
the parties involved. Often it has been found that the group 
contract psychologically cements and formalizes the concept of t h e  
group. 

In s u m r y ,  regardhg t h e  credit 
responsibilities of the SME grwps, and the corresponding 
responsibilities of the Foundation, the above mentioned group 
contract mechanism should acccmplish t h e  following: 

For the SME Group- 

+ specify responsibilities for overall 
supervision of the portfolio within the parameters established by 
the Foundation, including the formal approval of loans presented by 
their members; 



* define and organize training act ivi t ies;  and 

* provide space for the Extension Officers of 
the Foundation to  realize their periodic v i s i t s  to  the group. 

For the Foundation-- 

* provide capital i n  the form of group 
approved loans; 

* stipulate periodic v i s i t s  programmed by the 
Extension Officers t o  maintain the accamts and t o  deliver 
information concerning t h e  quality of the group and individual 
portfolios; and 

* offer educationaland training 
opportunities, as determined by the group. 

f .  Traininq and Technical Assistance for SMEs 

One of the more important functions of the 
extension officer in the Project is t o  organize training programs 
for SME entrepreneurs. Training here is seen as an integral part of 
increasing productivity of SMEs. 

The training officer w i l l  organize training 
programs that deal directly wi th  the entrepreneur's problems. These 
w i l l  vary widely ranging fran general management seminars 
(marketing, production, financial, general management) to  
industry-specific wrkshops or technical problems. 

Training programs w i l l  vary according to  need. 
S m  programs may extend one f u l l  day or several days. S t i l l  others 
may be conducted for 2-3 hours in the evenings. 

Aside fran the extension officer and other 
qualified Foundation s taf f  , resource people fran private industry, 
government groups, WOs and specific technical experts w i l l  be 
invited t o  participate in the training. An orientation course will 
be held a t  the beginning of the branch ac t iv i t i es  in order t o  
explain several services offered by the Foundation and t h e  project 
objectives . 

The role of the Training and Technical 
Assistance Manager t o  advance the availability of t h i s  support t o  
SMEs w i l l  include: 



1. Identification of SME Canmunity 
Management/TA Needs 

While the prcmotional activities are taking 
place a t  the outset of project implementaticn, the 17A Manager w i l l  
need :o enter the target canmunities and survey the management and 
TA needs of SiYEs planning to participate. A s  the project becomes 
operational, the Extension Officers w i l l  provide the best resource, 
along wi th  the SME participants, i n  c x t l i n i n g  key areas of training 
or TA. 

2 .  Developnent of a Manaqement Traininq/TA 
Network 

A primary role ctf the Manager is that of 
facilitator and liaison between SME group- and public and private 
enti t ies which provide management or TA assistance. V i s i t s  w i l l  
need to be made to  ~ u b l i c  and private enti t ies to  analyze their 
capabilities, t h e  extent of coverage of target beneficiaries, costs 
of operations, and interest i n  providing training or ?a activities 
to groups of SMEs. 

3 .  Referrals--Contract Negotiations 

I n  some cases SME entrepreneurs w i l l  have 
management training or T74 needs of the type that are already 
available i n  Cairo or Alexandria through the IDDC or a WO. In  t h i s  
inst.cnce, what may be required is nothing more than alerting the SME, 
to a given service and providing instructions to  the owner on how to 
apply for the service. 

Other needs w i l l  require that the TA 
Manager develop letters of agreement or contracts between selected 
enti t ies and/or individuals, and SME groups, outline conditions for 
management or TA assistance. It w i l l  be impo~tant that the 
contracts have clearly defined performance standards by which the TA 
Manager can measure the effectiveness of the assistance provided. 
For example, a number of training sessions w i l l  be contracted to  
teach break-even analysis, and the trainer shwld be required t o  
demonstrate that a set  percentage of participants are capable of 
carrying c u t  a similar analysis on their own. Another topic might 
include a course on developing a business plan, or a plan to  better 
manage working capital. 

SME participants w i l l  be required to  pay 
scene portion of the training costs i f  assistance is provided by 
private entities or sane WO's. One of the bes t  determinants of 
training or TA effectiveness, when cost are involved, is the 
willingness of the SME participants to  f ind  ways to raise the 
necessary funds. 



g Operational and Financial Projections 

The operational characteristics of the credit 
program and financial projections are presented i n  Annex G, 
Financial Analysis. Key information, summarized below, is 
representative of a single Foundation and its Branch Offices. 

End of Year 
(1) ( 3 )  ( 6 )  

Sranch Off ices 1 4 4 

Extension Officers 7 24 2 4 

Groups per Extension Officer 8 20 2 2 

Average Group Size 13 30 33 

mta l  Businesses 
* Micro 
* Small 

Average Loan Value ( L .E . ) 
* Micro 1,375 2,375 3,000 
* Small 5,750 8,750 10,000 

Financially, the Foundations w i l l  require a 
. subsidy for a t  least three years to  cover an operating deficit. 

Thereafter, the Foundation w i l l  be able to generate excess revenues 
over expenses. These excess revenues would be available to  support 
e,xpanded operations and/or lower charges to  clients. 

Gross Incane 

Less: Cost of funds, defaults 
and loss to  inflation 

Equals: Finarxial Margin 

Incane Projection 

End of Year (L.E. 000) 
(1) (3) ( 6 )  

Less: Cost of Operations 

Equals : Surplus (deficit 

Less: Suksidy 

Equals: Excess Revenues 



C. Econcmic Analysis  

A small-scale credit project's financial statement is 
often a convenient place to  s ta r t  i n  generating information an 
econcmic costs and benefits. In this project we do not yet possess 
the information necessary for such quantitative analysis. Instead, 
a qualitative analysis was made using four questions. Answers to 
the questions argue i n  favor of AID investment i n  the propxed 
project . 

1. Is it econamically beneficial to uti l ize A I D  funds 
for t h i s  micro and sma l l  business project? 

Other experience wi th  such assistance has 
demonstrated conclusively that such a project is justified fran a 
cost/benefit perspective. These projects are among the most 
successful i n  econcmic terms and generate high econanic rates of 
return. 

2 .  Is the private foundation proposal economically 
viable? 

Small and micro enterprises i n  Egypt are expected to  
have less than a 2 percent default rate when borrowing a t  a 30 
percent rate of interest. Given this assumption and international 
evidence, lending to such enterprises is rational and financial 
calculations conclude that the Foundations w i l l  break even before 
the PAO. 

3. A t  the borrower level, what is the net impact of the 
loan? 

Impact could be determined by individual enterprise 
profitability (sales, value added, net profit and productivity) and 
sus tainability ( increased investment and Sales growth). Impact is 
also measured by levels of gnployment created. Evidence fran other 
developing countries concludes that the impact is substantial. In 
Peru, a developnent bank disbursed US $42 million i n  loans to  3,000 
small entrepremurs and after s i x  years saies increased by 160 
percent and value added to  each firm was US $16,000. I n  the Peru 
case, annual sales increased by 31 percent and rofits increased by 
54 percent. A second example is £and with US f 16.3 million Grameen 
Bank project i n  Bangladesh where household incanes increased 70 
percent over 2.5 years. This average annual incane increase 
canpares to  a national average of 2.6 percent. A World Bank 
Calcutta-based project of loans to  the tailoring sector concluded 
that rates of return to incane are very high, averaging a t  least 60 
percent. 



Other areas of positive impact are: 

(a )  Since formal sources of credit are virtually 
unavailable to  small entrepreneurs, they t u r n  to  the informal sector 
for credit. The cost of credit £ran the informal sector is several 
percentages higher +khan the rates offered in t h i s  project. 

(b) Reinvestment of earnings into new productive 
activities and diversification are important indicators of impact. 
In the case of the Grameen Bank project, one incane-generating 
activity increased dramatically and the number two income-generating 
activities increased by 20 percent. This finding demonstrates that 
rural poor have s k i l l s  that are under-utilized because of lack of 
capital, and when capital is made available, part of the resulting 
increase i n  profit is rlinvested into other productive activities. 

(c )  Savings mobilization and utilization of formal 
institutions for savings was fcund in Jamaica and Costa Rica. 

( d l  I n  terms of impact on employment and cost per 
job, Slayney and Otera report that small and micro enterprise 
pranotion contribute a t  a consistently lower investment per job than 
medium and large industry withjn the same subsector& 

4.  What are indirect benefits or wider economic impact 
£ran programs providing small and micro business loans? 

International experience provides evidence that small 
and micro business are major contributors to  overall econanic 
growth. Positive income changes have multiplier affects. 

D . Financial Analyses 

The primary assumptions used i n  the financial models shown 
i n  Annex H are that: 

1) A collateral fund w i l l  be established i n  a lozaI 
bank which earns an interest rate of 10% per m u m ;  

2 )  Funds w i l l  be lent f ran the bank t o  the Foundations 
as an overdraft a t  15% per annum; 

3) The end user cost of funds is 30% per annum 
effective, which w i l l  be gradually lowered to  26% by year 5; 



4 )  The default rate is 1.5% per annum; 

5 )  ?he annual inflation rate is 22% per annum over the 
l i f e  of the project; 

6) Beginning i n  Year 3 of lending, the local banks 
gradually begin lending a t  higher than a 1:l ratio of collateral 
fund to  loans extended ratio up to 2: l  by Year 5 of lending. 

Under the model se t  forth i n  Annex H, using the above 
assumptions, the Foundations would break even i n  the second quarter 
of Year 3 of lending, which would indicate exceptional performance 
for a new organization. (See Chart IV, Break-Even Analysis i n  Annex 
H. 

It is not practical to  explore a l l  of the variables of 
deposit, on-lending, inflation, and default rates and their effect 
on end-user rates. However, as a sensitivity analysis, t h e  
following set  of parameters yielded break-even i n  financial and 
econanic terms by the last quarter of Year 5: 

i: 10% return on collateral fund deposit; 
2) 12% on lending rate to  the Fcundations; 
3 )  20% per annum end-user effective interest rate; 
4 )  1.5% default rate; 
5) 22% inflation rate. 

This would still be acceptable i n  terms of a goal of 
establishing self-supporting Foundations that can continue to 
address the needs of the small entrepreneur clientele. 

All of the assumptions w i l l  be tested over the LOP. Based 
on available information, the assumptions used i n  the financial 
projections seem reasonable. The deposit rate used for the banks 
(10% per annum) represents cunmercial rates. An on-lending rate of 
15% would represent a good incane foz the local bank depending on 
their actual level of involvement. (In a similar lending program i n  
Indonesia where the bank was taking on a l l  of the transaction costs, 
administrative costs were approximately 6%.) The inflation rate 
utilized is 22% per annum, which may be low, but is b e d  on current 
information. The system is designed to  have positive growth a t  t h i s  
rate. The default rate w i l l  only be shown by time, but seems to  be 
a reasomble figure based on similar programs in other countries. 

Overall, the projections show positive growth in the face 
of inflation. Actual differentials w i l l  be established by the 
Foundatiorrs, and the growth in loan portfolio w i l l  depend upon these 
differentials. A l l  of the rates w i l l  continue to  vary, but with 
careful implementation and monitoring, the system should be 
financially sound. 



E. Social Soundness Analysis 

1. Social Feasibility 

a. Socio-cultural Context: 

The project w i l l  be carried out i n  Cairo and 
Alexandria and w i l l  be aimed a t  existing micro and small-scale 
entrepreneurs. 

Recent estimates suggest that s m a l l  and micro 
enterprises account for 40 percent of total  industrial employment i n  
Egypt. The vast majority of these businesses lack access to  the 
services of established formal financial institutions. A s  a whole, 
these entrepreneurs work i n  an environment characterized by a high 
degree of canpetition and low wages. 

Most SMEs lack access to  formal training and 
technical assistance programs. They are also frequently hampered by 
a limited knowledge of basic business s k i l l s .  Despite these 
constraints, small and micro enterprises typically demonstrate a 
higher incremental improv~nent i n  productivity and new employment 
generation for each dollar invested than larger enterprises. 

A survey of the SME sector, conducted in 1988, 
revealed that most entrepreneurs started out as apprentices and then 
broke off to  s t a r t  their own businesses. Employment patterns favor 
non-family members; seventy percent of all workers surveyed were 
hired outside the family. 'Dm-thirds of the entrepreneurs operate 
their businesses i n  rented quarters. The entrepreneurs surveyed 
demonstrated considerable ingenuity, resourcefulness and 
creativity. By capitalizing on the~e~strengths,  it should be 
possible to  achieve subtant ial  increases i n  production, 
profitability and employment. 

The vast msjority of respondents expressed an 
interest in expanding their business. Such plans included the 
purchase of new machinery, expanding the number of work shifts ,  
buying more raw materials and opening new sales outlets. The cost 
of such expansion was estimated a t  between L.E. 10,000 and L.E. 
30,000 by the respondents. 

b. Constraints Faced By SMEs: 

Various constraints to  the growth of SMEs have 
been identified. These include: 

a)  Difficulty i n  obtaining financing t o  expand 
existing businesses. This was given as the most serious 



constraint. Very few of the entrepreneurs interviewed were able to  
secure loans fran formal credit institutions. Informal credit 
mechanisms are used; the practice follwed most often is to purchase 
and se l l  materials on credit, and/or participate i n  an informal 
credit organization ("gamayaw) with family and/or friends. 

b) Marketing was a constraint to business 
stability and growth. 

C )  ?oar management practices and lack of 
technical s k i l l s  i n h i b i t  productivity. 

2. Social Issues Inf luencinq the Project : 

During project developnent, two main social issues 
were identified which could affect project success. 

a )  Participation and the role of t h e  individual i n  
the formation of groups: 

Although most of the SME canmunities i n  Egypt 
are collections of similar enterprises, suggesting a basis for 
cooperation among one another, SME owners are generally very 
independent and circumspect about their transactions and financial 
status. During preliminary discussions with SMEs, the idea of 
joining a group or relying on others to  obtain a loan was resisted. 
The ini t ia l  reluctance to  participate i n  an informal group to secure 
loans was because: i)  me individuals expressed some doubt about the 
ability to  form informal working groups; and, ii) The concept of one 
group merrber guaranteeing repayment of another's loan was viewed as 
not i n  the f i r s t  individual's interest. However, when it was 
explained that formation of the group would benefit all the members, 
the idea was accepted. 

Formation of informal credit groups with+-n the 
SME carvrunity is one of the cri t ical  elements i n  the project. Such 
groups w i l l  lower operation costs and faci l i ta te  credit extension 
and collection. Rather than a formal guarantee by each member for 
repayment of loans by other group members, a canpranise is proposed 
whereby subsequent loans to  the group w i l l  be contingent upon 
satisfactory repayment performance of the entire group. With t h i s  
methodology, peer pressure acts as a group guarantee. In  time, 
other advantages may evolve out of group action such as purchase of 
raw materials or opening new market channels. The group mechanism 
is advantageous to  the Foundation as well because i t  has the 
potential to  influence larger numbers of people, develop a 
significant loan portfolio, and achieve self-sufficiency more 
quickly. 



b. Social/Reliqious Concerns: 

Eighty percent of the Egyptian population are 
Moslems. Therefore, it is necessary to  be sensitive to  the Islamic 
prohibition against interest i n  describing payment for financial 
services. Rather than using such terminology as "interest 
rate/chargesW, terms such as "cost recovery" or "cost of lending" 
are used. Small-scale businessmen who participated i n  discussions 
on project design were aware of the cost of delivering credit 
because the most c m n  form for accessing mrking capital for SMEs 
is supplier credit; the effective interest cost of such a credit 
system is two or three tines the estimated end-use cost for r o j e c t  
credit. By utilizing SME groups i n  management of credit delivery 
and collection system, the cost of credit w i l l  be lowered. 

3.  Social Impact: 

An indication of the likely impact of t h i s  project 
can be determined by examining the experience of the World Sank i n  
four large urban projects and three smaller WO credit programs i n  
Egypt . 

The World Bank projects were located i n  E l  Salvador, 
Guatemala, Manila, and Calcutta. Ussons f r m  these projects 
include : 

a )  The role played by voluntary agencies is 
crit ical  because of their firsthand knowledge of the clientele. 
WO's operating as grass-roots organizations are able to  c m n i c a t e  
with the beneficiaries about the program, screen potential 
borrowers, and maintain interest i n  loan repayments. 

b) Technical assistance was not a necessary 
canponent i n  the projects. Many of the micro-enterprises assisted 
were involved in simple productive activities which did not require 
technical assistance. 

c )  With respect to  loan recovery, mutual loan 
repayment guarantees by borrower groups were an important aspect of 
project success along with frequent disbursement and collection of 
loans, imnediate action on defaults, and bu i l t - in  warning indicators 
for problem cases. 

d )  It was essential to  have sufficient flexibility 
to change the program to  meet the needs cf 'he target group. 

I n  Egypt, the Coptic Evangelical Organization for 
Social Services (CEOSS) small scale credit programs are considered 
among the most successful credit programs implemented by private 



voluntary organizations. Field staff are trained i n  camrmnity 
developnent and small business creation. Since 1983, the credit 
fund has increased fran L.E. 52,550 to  L.E. 100,000 wi th  a default 
rate of 2%. A group enterprise canponent is one of the imovative 
features of CEOSS activities. The program supports both cooperative 
and worker-owned enterprises. 

OXFAM supports two incane generating credit 
activities i n  Cairo. 

a )  zabbaleen Small Industries Credit Program (ZSIP) 

The project basically consists of a revolving 
loan fund to  extend credit to  camrmnity residents to  upgrade their 
waste recycling capabilities through the use of appropriate 
machinery. The credit fund is managed by the Garbage Collectors 
Society a t  Moqattam, a WO. Loans vary i n  size from L.E. 200 to  
L.E. 10,000 per client. The program does not include a group 
guarantee mechanism. The default rate has been almost 25% and the 
Fund was further decapitalized due to the use of a 7% interest rate 
a t  the outset. The rate has since been raised to 10%. 

b) Incane Generation for Female-Headed Households: 

This L.E. 100,000 credit program provides loans 
and s k i l l s  training to  female heads of households i n  the Moqattam 
garbage collector's settlement and the adjacent cmunity.  Groups 
of women are formed to select loan recipients and guarantee loans. 
The group functions as a pranoter of innovation and new technology 
to the ccnmunity. Loan sizes range fran L.E. 75-200 and technical 
assistance is provided directly to  the goup. The default rate is 
1.7% per annum. 

4. Spread Effects 

A t  the individual beneficiaries' level, there w i l l  be 
a substantial, positive effect on jobs created and i n c m  
generated. We anticipate reinvestment of additional earnings i n  new 
or expanded productive activities. Indirect beriefits w i l l  accrue to  
the wider econany because incane changes a t  the beneficiary level 
will have a multiplier effect, 

5. Repliability and Sustainability 

Flexibility and adaptability of the program to 
different cannunity needs is important. The OXFAM and CEOSS 
programs both underwent modification to  better f i t  w i t h  c m n i t y  
needs. This project must retain the same flexibility SJ that its 
ultimate goals can be reached, 



self-sustainability is b u i l t  into t h i s  project 
design. By the P A a ,  sufficient interest incane w i l l  be generated 
to  achieve financial self-sufficiency with end-user charges as low 
as 20% per annum. Self-sustainability is also predicated on the 
existence cf canmunity-level groups to  prcmote loan extension, 
guarantee repayments, and act as  a conduit for technical assistance 
to the cammunity. 

V I .  CONDITIONS FRECEDW AND 

The Foundations are new institutions and the Project itself 
will fund establishment of the accounting system for each 
Foundation. The firs: year of the Project is primarily for 
establishing the main offices and branch offices, hiring and 
training the staff ,  and beginning both the short and long term 
technical assistance. 

1. Conditiors Precedent 

( a )  Disbursements i n  year 1 w i l l  be i n  three stages. In 
stage one, $100,000 w i l l  be released (divided equally between the 
two Foundations) to  establish main offices. Stage two for each 
Foundation w i l l  begin when it has hired its Executive Director, the 
Foundation's main office is equipped and operational, and the 
Technical Assistance amtractor is in place. ?he remaining funds 
for operational support for year one w i l l  be released a t  t h i s  time, 
as well as the training/education budget, assuming satisfaction of 
( f )  below. Stage three w i l l  begin when the Foundation's staff has 
been hired and trained, the accounting and management information 
systems have been approved by A.I.D., a t  least one branch office has 
been established, and the f i r s t  quarter of lending projections have 
been suhnitted to  A.I.D. A t  t h i s  point, the f i r s t  quarter 
collateral fund release w i l l  be made to  the Foundation, assuming a l l  
other pertinent conditions have been met.  

(b) Prior to  any disbursement of the collateral fund to  
one of the Foundations, or the issuance by A.I.D. of any 
documentation pursuant to  which any disbursement w i l l  be made for 
the collateral fund, that Fcundation shall,  except as otherwise 
agreed in writing, furnish to  A. I.D. i n  form and substance 
satisfactory to  A.I.D., evidence fran a bank or banks indicating 
that the Foundation has entered into an overdraft agreement, along 
w i t h  a description of the terms of that agreement. 

( c )  Prior to  any disbursement of funds under t h i s  Project 
to either one of the Foundations, or the issuance by A.I.D. of any 
documentation mrsuant to  which any disbursement w i l l  be made for 
the Project, that Foundation s h a l l ,  except as otherwise agreed in 
writing, furnish to  A.I.D. i n  form and substance satisfactory to  



A.I.D., evidence that it has been legally registered with the 
Ministry of Social Affairs i n  Egypt. 

(d) Prior to  any disbursement of funds under t h i s  Project 
to either one of the Foundations in year 2 of lending, or the 
issuance by A.I.D. of any documentation pursuant to  which any 
disbursement w i l l  be made for the Project i n  year 2 of lending, that 
Foundations shall, except as otherwise agreed to  in writing, 
dmnst ra te  to A.I.D. that i t  has installed, equipped and begun 
operating a main office and a t  least one branch office. The same 
condition precedent shall apply w i t h  respect to  subsequent years 
u n t i l  that Foundation demonstrates i n  a fashion satisfactory to 
A.I .D.  that it has installed, equipped and begun operating a 
sufficient number of branch off ices to  efficiently lend funds to tne 
target clientele . 

( e )  Prior to any disbursement of the collateral account 
to either one of the Foundations, or the issuance by A.I.D. of any 
documentation pursuant to which any disbursement w i l l  be made for 
the collateral fund, that Foundation shall,  except as otherwise 
agreed i n  writing, furnish to  A.I .D.  i n  form and subtance 
satisfactory to  A.I.D., the names of the individuals who w i l l  serve 
as its Executive Director, Oprations Manager, Branch Manager ( i f  
any identified yet) ,  Training and Technical Assistance Manager and 
Administrator, with a clear statement of each officer's duties and 
authorities. 

( f )  Prior to  any disbursement of funds under t h i s  Project 
to either one of the Foundations for activities under the Technical 
Assistance and Training canponents, or t.he issuance by A.I.D. of 
documentation pursuant to  which any disbursement will be made for 
these canponents, that Foundation shall, except as otherwise agreed 
i n  writing, furnish to  A.I.D., in form and substance satisfactory to 
A.I.D., evidence that it has appointed counterparts for a l l  
long-term technical advisors. 

2. Covenants 

a. The Foundations shall, unless otherwise agreed i n  
writing, furnish to  A.I.D., i n  form and substance satisfactory to 
A.I.D., prior to  the Foundations next fiscal year during each year 
of the Project: 

(1 1 annual audited financial statements: and 

( 2 )  annual implementation and financial plans for 
the Foundation itself and each existing arid planned Branch Office. 

b. The Foundations shall ensure that no Government of 



Egypt employees w i l l  be employed by the Foundations or Branch 
Offices during the l i f e  of the Project without the prior written 
approval of A.I.D. 

After the lending program has been operating between nine 
months to  a year, a survey of beneficiary f i r m  should be carried 
cut to help the Foundation assess whether i t s  services are meeting 
the client 's needs and additional types of technical assistancc and 
training that the Foundation should provide. This survey should be 
carried out before the Foundation expands to additional areas,to 
correct any problems that occurred i n  the ini t ia l  project areas. 
This information w i l l  be very useful for the Midterm Evaluation and 
should be repeated every t m  years to  make sure that the Foundation 
is keeping in touch w i t h  client needs. 

1. Midterm Evaluation 

A midterm evaluation w i l l  be carried out three years after 
project activities are initiated. The purpose of t h i s  evaluation 
w i l l  be to  review the performance of the Foundations and their 
staff ,  assess progress in meeting project objectives, and to  
recamnend changes as needed i n  operations and project design. Such 
an intensive process of evaluation is warranted because an objective 
of the project is to  develop a model for effectively reaching micro 
and small enterprises i n  Egypt. 

Recent evaluations of USAIDts experience wi th  employment 
generation projects concluded that the policy environment is the 
single most important determination of project success. So that 
t h i s  area w i l l  not be overlooked, the midterm evaluation team will 
also review information collected on constraints on micro and small 
scale enterprise operations and assess progress made i n  addressing 
these constraints. The evaluation team w i l l  recamnend an action 
program to  the Foundations' Executive Director and Board of 
Directors, USAID, and GOE officials. 

2. Final  Evaluation 

In view of USAID's longstanding interest in developing the 
potential of micro and small scale enterprises, a final evaluation 
is scheduled for FY 96. If the project has been successful, a key 
topic w i l l  be identification of the m s t  successful features of the 
project for replication and assisting USAID in developing reasonable 
expectations about the amount of time needed for implementation of 
the various project phases. If not, USAID w i l l  want a clear 
understanding of contributing factors, particularly policy 
constraints, that should be resolved before additional efforts are 
made in t h i s  area. 
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Annex B 

Small and Micro Enterprise Developnent Project 
(No. 263-OlS2 ) 
Project Paper 

A. GENERAL CRITERIA FOR PRQJECI' 

1. FY 1988 continuing Resolution 
Sec. 523; FAA Sec. 634A. 
If money is scught to be 
obligated for an activity not 
previously justified to Congress, 
or for an a m n t  i n  excess of an 
amount: previously justified to 
Congress, has Congress been 
properly notified? 

Congressional Notifications have 
been submitted i n  accordance with 
regular agency practice. 

2 .  FAA Sec. 611(a)( l ) ,  Prior to ( a )  Yes 
obligation i n  excess of $500,000, ( b  ) Yes 
w i l l  there be ( a )  engineering, 
financial or other plans necessary 
to cany cut the assistance, and 
( b )  a reasonably firm estimate of 
the cost to  the U.S. of the 
assistance? 

3 .  FAA Sec. 611(a)(2). If legislative The Peoples' Assembly is 
action is required wi th in  to ratify the project grant 
recipient cantry,  what is basis agreement i n  a timely fashion, 
for reasonable expectation that as it has i n  the past. 
such action w i l l  be canpleted 
i n  time to permit orderly 
accanplishmnt of plrpose of the 
assistance? 

4.  'FAA Sec. 611(b); FY 1988 N/A" .. .. 
contiming Resolution sec. 501. 
rf project is for water or water- 
related land resatrce construction, 
have benefits and costs been 
canpted to the extent practicable 
i n  accordance with the principles, 



standards, and procedures 
established prs lant  to the Water 
Rescurces Planniiig Act (42 U.S.C. 
1962, e t  S?. )? (See A.I.D. 
Handbook 3 or guidelines.) 

FAA Sec. 611(e). 1f project is The Mission Director w i l l  make the 
capital assistance (e.g., required Section 611(e) 
construction ), and total U.S. certification prior to  signing the 
assistmce for it w i l l  exceed project authorization. 
$1 milli-on, has the Mission 
Director certified and the 
Regional Assistant,Adminis+rator 
taken into consideration 
the country's capability to  
maintain and uti l ize the project 
effectively? 

FAA ~ e c .  209. IS project fro 
susceptible to execution as part 
of re&onal or m l t i  lateral project? - - 

rf so; why is project not so 
executed? Information and 
conclusion whether assistance w i l l  
encarage regional development 
programs. 

FAA Sec. 601(a). Information and 
mnclusions on whether project 
w i l l  encourage efforts of the 
country to: ( a )  increase the flow 
of international trade; (b ) foster 
private initiative and competition; 
( c )  enccurage development and use 
of cooperatives, credit unions, and 
savings and loan associations; 
(d ) disccurage monopolistic 
practices; ( e )  improve technical 
efficiency of inas t ry ,  agr ia l ture  
and camnerce; and ( f )  strengthen 
'free labor unions. 

FAA Sec. 601(b). ~nformation and 
conclusions cn how project w i l l  
invese!ment abroad and enccurage 
private U.S. participation i n  
foreign assistance program 
(including use of private trade 

The 
(1) 

Project w i l l  provide: 
previously unavailable credit 

to  shall and k c r o  private 
enterprises i n  Cairo and 
Alexandria; and ( 2 )  training to 
improve the tusiness practices of 
those enterprises, thragh two 
newly established private lending 
f cundations . 

The Training and Technical 
Assistance and evaluation 
components will be procured 
from private U S .  sources 



channels and the services of U.S. 
private enterprise). 

FAA Secs. 612(b), 636(h) .  Describe 
steps taken to  assure that, to the 
maxim extent possible, the 
country is contributing local 
currencies to  meet the cost of 
contractual and other services, 
and foreign cur renci.es owned by 
?he U.S. are utilized i n  lieu of 
dollars. 

FAA Sec. 612(d).  D l x s  the U.S. No 
own excess foreisn a r r e n w  of the 
cant ry  and, i f  so, uhat 

- 

arrangements have been made for its 
release? 

FY 1988 Continuinq Resolution N/ A 
Sec. 521. If assistance is for 
the production of any commodity 

Small and micro enterprises 
themselves w i l l  contribute local 
currencies to  offset Fmndation 
expenses through loan repayment. 
The Fcundations also intend to 
sol ic i t  donations within Egypt. 
I n  order to  maintain their 
independence, the Foundations have 
not scught a GOE contribution. 
Egypt is not an excess currency 
a n t r y  so U.S. dollars w i l l  be 
needed to prchase local currency. 

for export, is the c - m d i t y  likely 
to be i n  surplus on world markets 
a t  the time the resulting 
productive capacity becomes 
operative, and is such assistance 
likely to cause substantial injury 
to U.S. producers of the same, 
similar or competing ccrrPnodity? 

FY 1988 Continuinq Resolution NO 
Sec. 553. W i l l  the assistance 
(except for programs i n  Caribbean 
Basin Initiative ccuntries under 
U.S. Tariff Schedule "Section 807," 
which allows reduced tar i f fs  on 
articles assembled ahroad from 
U . S .-made canpnents ) be used 
directly to  procure feasibility 
studies, prefeasibility stuiies , 
or project profiles of potential 
investment i n ,  or to assist the 
establishment of faci l i t ies  
specifically designed for, the 



manufacture for export to the United 
States or to third country markets 
i n  direct canpetition w i t h  U.S. 
exports, of textiles, apparel, 
footwear, handbags, f l a t  goods (such 
as wallets or coin p r s e s  worn on 
the person), work gloves or leather 
wearing apparel? 

13.FAASec. 119(g) (4 ) - (6 ) .  Willthe ( a )No  
assistance (a  ) support training ( b )  NO 
and education eff&ts which G r o v e  ( c )  No 
the capacity of recipient countries ( d )  No 
to prevent loss of biological 
diversity; ( b )  be provided under 
a long-term agreement i n  which the 
recipient country agrees to protect 
ecosystems or other wildlife 
habitats; ( c )  support efforts to 
identify and survey ecosystems i n  
recipient countries worthy of 
protection; or ( d )  by any direct 
or indirect means significantly 
degrade national parks or similar 
proteqted areas or introduce exotic 
plants or animals into such areas? 

14. FAA 121(d). I f  a Sahel project, N/ A 
has a determination been made 
that the host government has an 
adequate system for accounting 
for and controlling receipt and 
expenditure of project funds 
(either dollars or local currency 
generated therefrom )? 

15. FY 1988 Contiruing Resolution. If N/A 
assistance is to be made to a 
United States WO (other than a 
cooperative developnent 
organization), does it obtain a t  .. .. 
least 20 percent of its total 
a ~ u a l  funding for international 
activities from sources other than 
the United States Government? 

16, FY 1988 Continuing Resolution Sec. The Foundations may seek WO 
541. If assistance is being made registration with AID once they - 



available to  a W O ,  has khat are fully established. 
organzation provided upon timely 
request any document, f i l e ,  or 
record necessary to  the auditing 
requirements of A.I.D., and is the . 
W O  registered with A.I.D.? 

17. FY 1988 Continuing Resolution Sec. N/A 
514. If funds are beins oblisated - 
under an appropriation &cam; to 
which they were not appropriated, 
has prior approval of the 
Appropriations C m i  t tees of 
Congress been (Stained? 

18. FY 1988 Continuing Resolution Sec. N/A 
515. If deob/reob authority is - 
sought to be exercised i n  the 
provision of assistance, are the 
funds being obligated for the same 
general p r p c a ,  and for ccuntries 
wi th in  the sane general region 
as originally obligated, and have 
+-he Appropriations Camnittees of 
both Houses of Congress been 
properly notified? 

19. State Authorization Sec. 139 (as Upon .;igning of the Grant 
interpreted by conference Agreement, the date of such signing 
report ) . Has confirma tion of the will be cabled and the fu l l  text 
date of signing of the project w i l l  be sent by pouch. 
agreement, including the a m n t  
involved, been cabled to  State LIT 
and A.I.D. LM; within 60 days of 
the agreement's entry into force 
wi th  respect to  the United States, 
and hes the ful l  text of the same 
agreement been pcuched to  those 
same off ices? (See Handbook 3 ,  
Appendix 6G for agreements covered 
by  is provision ). .. .. 

B. FUNDING CRITERIA FOR PRaJECl! 

1. Economic Spport Fund Project Criteria 

a .  FAA Sec. 531(a). W i l l  t h i s  yes 
assistance promote economic and 



political stability? To the yes 
maxirmm extent feasible, is this 
assistance consistent with the 
plicy directions, plrpses, and 
programs of Part I of the FAA? 

b. FAA Sec 531(e 1. Will this No 
assistance be used for militarv - 
or paramilitary plrposes? 

c. ~MSec.609. Ifcamoditiesare N/A 
to be granted so khat ~ l e  

will accrue to the 
recipient country, have Special 
Accant ( canterpart ) arrangements 
been made? 



SC(3) - ITEM CIIECKLIST 

Listed below are !h statutory item. which normally w i l l  be covered rcutinely 
i n  those provisions of an assistance agreement dealing w i t h  its 
implementation, or covered i n  the agreement by imposing limits on certain uses 
of funds. 

These items are arranged under the general headings of ( A )  Procurement, 
( B ) Construction, and (C ) Other Restrictions. 

?AA Sec. 602(a). Are there 
arrangements to permit U.S. 
small business to participate 
equitably i n  the furnishing 
of commodities and services 
financed? 

FAA Sec. 604(a). W i l l  a l l  
procurement be from the U.S. 
except as otherwise determined 
by the President or under 
delegation from him? 

FAA Sec. 604(d).  If the 
cooperating ccuntry 

Yes; solicitation notices w i l l  be 
pblished i n  accordance with 
standard Agency procedures. 

Yes 

Yes 

discr iminates against marine 
insurance companies authorized 
to do business in the U.S., 
w i l l  ccsranodities be insured 
i n  the United States against 
marine risk w i t h  such a company? 

FAA Sec. 604(e); ISDCA of 1980 N/A 
Sec. 705(a). If non-US. 
procur-t of agricultural 
'&mmodity or p r d c t  thereof is -. - 
to  be financed, is there provision 
against such procurement when the 
damestic price of such canmodity 
is less than parity? (Exception 
where commodity financed c a l d  
not reasonably be procured i n  U S . )  



5. FAA Sec. 604(g). W i l l  construction 
or engineering services be procured 
frcm firms of advanced developing 
ccuntries which are otherwise 
eligible under Code 941 and which 
have attained a competitive 
capability i n  international 
markets i n  one of these areas? 
(Exception for those can t r i e s  
which receive direct economic 
assistance under the FAA and permit 
United States firms to ccmpete for 
construction or engineering 
services financed from assistance 
programs of these ccuntries. ) 

6. FAA Sec. 603. Is the shipping 
excluded from cmpliance w i t h  the 
requirement i n  section 9Ol(b) of 
the Merchant Marine Act of 1936, 
as amended, that a t  least 50 
percent of the gross tonnage of 
canmodities (carpted separately 
for dry bulk carrlers, dry cargo 
liners, and tankers) financed 
shall be transported on privately 
owned U.S. flag c m r c i a l  vessels 
to ehe extent such vessels are 
available a t  fa i r  and reasonable 
rates? 

7 .  FAA Sec. 62l(a 1. I f  technical 
assistance is financed, w i l l  such 
assistance be furnished by private 
enterprise on a contract basis to  
the fullest extent practicabla? 
W i l l  the faci l i t ies  and resoul-ces 
of other Federal agencies be 
utilized, when they are particularly 
suitable, not canpetitive w i t h  
'private enterprise, and made -. .- 
available withcut undue interference 
with danestic programs? 

Yes 

Yes 

property is financed on *ant basis, 
w i l l  U.S. carriers be used to  the 
extent such service is available? 



FY 1988 Con t inuinq Resolution 
Sec. 504. If  the U S ,  Government 
is a party to a contract for 

Yes 

procurement, does the contract 
contain a provision authorizing 
termination of such contract for 
the convenience of the United States? 

N 1988 Continuinq Resolution Yes 
Sec. 524. I f  assistance is for 
m n g  service through 
proaremeilt contract prrsuant to 
5 U.S.C. 3109, are contract 
expenditures a matter of plblic 
record and available for wblic  
inspect i.on (unless otherwise provided 
by law or Exeat-ive order)? 

FAA Sec. 601(d) .  If capital 
(e.g., construction) project, w i l l  
U.S. engineering and professional 
services be used? 

FAA Sec. 611(c). If contracts for 
construction are to be financed, 
w i l l  they be l e t  on a canpetitive 
basis to  maxhm extent practicable? 

FAA Sec. 620(k) .  If  for 
construction of productive 
enterprise, will aggregate value 
of assistance to be furnished by 
the U.S. not exceed $100 million 
(except for p r d c t i v e  enterprises 
i n  Egypt that were described in the 
6 ), or does assistance have the 
express approval of Congress? 

FAA Sec. 122 ( b  ) . If developnent 
loan repayable i n  dollars, is 
interest rate a t  least 2 percent per 
annum during a grace period which is 
not to exceed ten years, and a t  least 
3 percent per annum thereafter? 



2 .  FAA Sec. 301(d). If fund is 
established solely by U.S. 
contributions and administered by 
an international organization, does 
Comptroller General have audit 
rights? 

3 .  FAA Sec. 620 ( h  1. Do arranganents Yes 
exist to  ensure that United States 
foreign aid is not used i n  a manner 
which, contrary to the best 
interests of the United States, 
promotes or assists the foreign aid 
projects or activities of the 
Conmunist-bloc ccuntries? 

4 .  W i . 1 1  arrangements preclude use of financing: 

a. FAA Sec. 1 0 4 ( f ) ;  FY 1988 yes 
Continuing Resolution Secs . 525,  
538. (1 ) To pay for performance - 
of abortions as a method of family 
planning or to motivate or coerce 
persons to practice abortions; ( 2 )  
to pay for performance of 
involuntary sterilization as 
method of family planning, or to 
coerce or provide financial 
incentive to any person to undergo 
sterilization; ( 3 )  to  pay for any 
biomedical research which relates, 
i n  whole or part, to  methods or 
the performame of abortions or 
involuntary sterilizations as a 
means of family planning; or ( 4 )  
to lobby for abortion? 

b. FAA Sec. 483. To make 
reimbursements, i n  the form of 

Yes 

cash payments, to  persons whose 
i l l i c i t  drug crops are eradicated? .. ._ 

c. FAA Sec. 620(g). To yes 
compensate owners for expropriated - - - 
or nationalized property, except 
to compensate foreign nationals i n  
accordance w i t h  a land reform 
program certified by the President? 



d. FAA Sec. 660. To provide 
training,  advice, or any f inancial  
support fo r  police, prisons, or 
other law enforcement forces,  
except for narcotics programs? 

e. FAA Sec. 662. For CIA 
ac t iv i t i e s?  

f .  FAA Sec. 636( i ) .  For 
prchase ,  sale, long-term lease,  
exc!ange or guaranty of t h e  s a l e  
of motor vehicles manufactured 
outside U.S., unless a waiver is 
obtained? 

g. E'Y 1988 Continuing Resolution 
Sec. 503. To pay pensions, 
annuities,  retirement pay, or 
adjusted service  compensation for 
mil i tary personnel? 

h.  FY 1988 Contiming Resolution 
Sec. 505. To pay U.N. 
assessments, arrearages o r  dues? 

i. FY 1988 Continuinq Resolution 
Sec. 506. To carry cu t  provisions 
of FAA section 209 ( d )  ( t r ans fe r  of 
FAA funds t o  m l t i l a t e r a l  
organizations for  lending )? 

j. FY 1988 Contiming Resolution 
Sec. 510. To finance t h e  export 
of nuclear equipment, fue l ,  or  
technology? 

k. FY 1988 Contiming Resolution 
Sec. 511. For the  plrpose of 
aiding the e f f o r t s  of the  
government of such camt ry  t o  
repress the legit imate r i gh t s  of 
t h e  powlat ion of such ccuntry 
contrary t o  the Universal 
Declaration of Human Rights? 

1. FY 1988 Continuing Resolution 
Sec. 516; S t a t e  Authorization 
Section 109. To be used for  

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 



designed t o  support or  defeat 
leg is la t ion  pending before Congress 
t o  influence i n  any way the  mtcune 
of a p o l i t i c a l  eleckion i n  t ie 
United States, or for  any pbli.city 
or propaganda p r p o s e s  not 
authorized by Congress? 



Listed below are statutory criteria applicable to: ( A )  FAA funds generally; 
( B  ) (  1 ) Development Assistance funds only; or ( B ) ( 2  ) the Economic Support Fund 
only. 

A. GENERAL CRITERIA FOR CCUtVRY ELIGIBILITY 

1. FY 1988 Continuing Resolution No 
Sec. 526. Has the President - -. - - 

certified to the Congress that 
the government of the recipient 
ccuntry is failing to take 
adequate measures to prevent 
mrcotic drugs or other 
controlled substances which are 
cult.i.vated, produced or 
processed i l l i c i t ly ,  i n  whole or 
in part, i n  such country or 
transported thrcugh such 
ccuntry, from being sold 
illegally within the jurisdiction 
of such ccuntry to United States 
Government personnel or their 
dependents or from entering the 
United States unlawfully? 

2.  FAA Sec. 481(h). (This  N/ A 
provision applies to assistance 
of any kind provided by grant, 
sale, loan, lease, credit, 
guaranty, or insurance, except 
assistance from the C h i l d  Survival 
Fund or relating to  international 
narcotics control, disaster and 
refugee rolief, or the provision 
of food or medicine. ) If the 
recipient is a "major i l l i c i t  
drug producing camtry" (defined 
as a ccuntry producing during 
a fiscal year a t  least five m t r i c  
tons of opium or 500 metric tons 
of coca or marijuana) or a "major 
drug-transit cantry' (defined as 
a ccuntry that is a significant 



direct scurce of i l l i c i t  drugs 
significantly affecting the United 
States, thrcugh which such drugs 
are transported, or through which 
significant sums of drug-related 
profits are laundered with the 
knowledge or complicity of the 
government), has the President i n  
the March 1 International Narcotics 
control Strategy Report (INSCR) 
determind and certified to the 
Congress (without Congressional 
enacLJnent, within 30 days of 
continuous session, of a 
resolution diapproving such a 
certification ), or has the 
President determined and certified 
to the Congress on any other date 
(with enactJnent by Congress of a 
resolution approving such 
certification ), that (a  ) during the 
previous year the ccuntry has 
cooperated fully with the United 
States or taken adequate steps on 
its own to prevent i l l i c i t  drugs 
produced or processed i n  or 
transported thrcugh such ccuntry 
frm being transported into the 
United States, and to prevent and 
p n i s h  drug profit laundering 
i n  the camtry, or that ( b )  the 
vital national interests of the 
United States require the provision 
of such assistance? 

3 .  Drug Act Sec. 2013. (This  section N/A 
applies to  the same categories 
of assistance subject to  the 
restrictions in FAA Sec. 481(h ), 
above. ) If recipient ccuntry 
'is a mmajor i l l i c i t  drug 
producing ccuntryg or "major drug- 
transit a n t t y m  (as defined for 
the prpose of FAA Sec 481(h)), has 
the President submitted a report to 
Congress l i s t i n g  such ccuntry as 
one (a  ) which, as a matter of 
government policy, enccurages or 
facil i tates the prcduction or 



distribution of i l l i c i t  drugs; 
( b )  in which any senior official 
of khe govermnt engages i n ,  
encourages, or facilitates the 
production oc distribution of 
illegal drugs; ( c )  i n  which any 
member of a U.S. Government 
agency has suffered or been 
threatened w i t h  violence 
inflicted by or with the camplicity 
of any government officer; or ( d )  
which fa i l s  to provide reasonable 
cooperation to  lawful activities 
of U.S. drug enforcement agents, 
unless the President has provided 
the required certification to 
Congress pertaining to U.S. 
national interests and the drug 
control and criminal prosecution 
efforts of that ccuntry? 

4 .  FAA Sec. 620( c ) .  If assistance N/ A 
is to a qovernment, is the 

liable as debtor or 
unconditional guarantor on any 
debt to a U.S. citizen for goods 
or services furnished or ordered 
where (a  ) such citizen has 
exhausted available legal remedies 
and ( b )  the debt is not denied or 
contested by such government? 

FAA Sec. 620(e)(l) .  If assistance N/A 
is to a government, has it 
(including any government 
agencies or subdivisions ) taken 
any action which has t h e  effect 
of nationalizing, expropriating, 
or otherwise seizing ownership 
or control of property of U.S. 
'citizens or entities 
beneficially owned by them 
without taking steps to 
discharge its obligations 
toward such citizens or entities? 

6. FAA Secs. 620(a), 620(f), 620D; No 
FY 1988 contiruing Resolution 
Secs. 512. Is recipient 



cant ry  a C m n i s t  cantrv? If 
so, has the President determined 
that assistaqcs to the ccuatry 
is important ku the national 
interests of the United States, 
that the recipient country is 
not controlled by the international 
C m n i s t  conspiracy, and that such 
assistance w i l l  further promote the 
independence of the recipient 
ccuntry from international cunnunism? 
W i l l  assistance be rrovided to 
Angola, Cambodia, Cuba, Iraq, 
Syria, Vietnam, Libya, Iran, 
or Scuth Yenen? W i  11 assistance 
be provided L-o Afghan:' stan 
withcut a certification? 

FAA Sec. 620 ( 1). Has the country 
pernut-ted, or failed to take 
adequate measures to prevent, 
dmage or destruction by mob 
action of U.S. property? 

FAA Sec. 620( 1). Has the cauntry 
failed to enter into an invesCmnt 
guaranty agreement w i t h  QPIC? 

ccxlntry seized, or imposed any 
penalty or sanction against, any 
U.S. fishing vessel because of 
fishing activities in international 
waters? ( b )  If so, has any 
deduction required by the 
Fishermen's Protective A c t  beer. 
mde? 

FAA Sec. 620(q); FY 1988 
Contiming Resolution Sec. 518. 
( a )  Has the government of the 
recipient country been i n  default 
for more than s i x  months on 
interest or principal of any loan 
to the ccuntry under the FAA? 
( b )  Has the camtry been i n  default 
for more than one year on interest 

(a ) Yes; however a bilateral 
agreement rescheduling such debt 
was signed 11/14/87. 



or principal on any U.S. loan under 
a program for which the FY 1988 
Continuing Resolution appropriates 
funds? 

11. FAA Sec. 620(s) .  If  contemplated 
assistance is development loan or 
£ran Economic Support mnd, has 
the Administrator taken into 
account the percent of the 
country's budget and amount of the 
ccuntry's foreign exchange or other 
resources spent on military 
equipment? 

FAA Sec. 6 2 0 ( t ) .  Has the country 
severed diplomatic relations wi th  
the United States? If  so, have 
relations been resumed and have 
new bilateral assistance agreements 
been negotiated and entered into 
since such resumption? 

13. FAA Sec. 620(u ). What is the 
payment status of the country's 
U.N. obligations? If the 
ccuntry is i n  arrears, were 
such arrarages taken into 
account by the A.1  .D. Adminstrator 
i n  determining the current 
A. I .D . Operating Year mdget? 
(Reference may be made to the 
Taking into Consideration memo.) 

14. FAA Sec. 620A. Has the President 
determined that the recipient 
country grants sanctuary f ran 
prosecution to  any individual 
or grmp which has carnnitted an 
act of interrational terrorism 
or otherwise supports 
international terrorism? 

15. ISDCA of 1985 Sec. 552(b). Has 
the Secretary of State determined 
that the ccuntry is a high terrorist 
threat country after the Secretary 
of Transprtation has determined, 
plrsuant to  section 1115(e )(  2 ) of 

Yes, taken into acccunt by e%e 
Administrator a t  time of approval 
of Agency OYB. 

~ g y p t  is current on its UN 
obligations. 



the Federal Aviation Act of 1958, 
that an airport in  the ccuntry does 
not maintain and administer effective 
security measures? 

FAA Sec. 666(b). Does the country 
objecf, on the basis of race, 
religion, national origin or sex, 
to the presence of any officer or 
employee of the U.S. who is present 
i n  such ccuntry to carry cut 
economic development pzagrms under 
the FAA? 

FAA Secs . 669, 670. Has the 
a n t r y ,  after ~ugus t  3, 1977, 
delivered to any other camtry 
or received nuclear enrichment 
or reprocessing equipment, 
materials, or technology, without 
specified arrangements or 
safeguards, and without special 
certification by the President? 
Has it transferred a nuclear. I 

explosive device to  a non-nucl-r 
weapon state, or i f  such a state,  
either received or detonated a 
nuclear explosive device? (FAA 
Sec. 620E permits a special waiver 
of Sec. 669 for Pakistan. 1 

FAA Sec. 670. I f  the country is 
a non-nuclear weapon state,  has 
it, on or after ~ugus t  8, 1985, 
exported (or attempted to export) 
illegally fran the United St::tes 
any material, equipnent, or 
technology which would contribute 
significantly to  the abil i ty of 
a ccuntry to  manufacture a nuclear 
explosive device? 

1- of 1981 Sec. 720. Was the 
ccuntry represented a t  the Meeting 
of Ministers of Foreign Affairs 
and Heads of Delegations of the 
Non-Aligned Countries to  the 36th 
General Assembly of the U,N. on 
Sept. 25 and 28, 1981, and failed 
to disassociate i tself  frcm the 



comrmnique issued? If so, has the 
President taken it into account? 
(Reference may be made to  the Taking 
into Consideration memo. ) 

20. FY 1988 Continuing Resolution No 
Sec. 528(b).  Has the recipient 
m n t r y  been deteriniried by the 
President to have engaged i n  a 
consistent pattern of opposition 
to  ?-he foreign policy of the 
United States? 

2 1 - w 1988 Continuina Resolution No --- - - -- -- ---. - -. 

Sec. 513. Has the duly elected 
Head of Government of the 
camtry been deposed by mli tary 
coup or decree? I f  assistance 
has been terminated, has the 
President notified Congress that 
a democratically elected 
g~vernment has taken office 
prior to the resumption of 
assistance? 

22. FY 1988 Continuinq Resolution No 
Sec. 576. Has the country 
been c laced on'the list 
provihed for i n  Section 6 (  j ) 
of the Export Adminj.str2tion 
Act of 1979 (currently Libya, 
Iran, Scuth Yemen, Syria, Cuba 
or North Korea )? 

3 7 .  FY 1988 Continuing Resolution yes 
Sec. 543. Does the r ec i~ ien t  - - -  . - 

country fully cooperate k i th  
t h e  in'fernational- refugee 
assistance organizations, the 
United States, and other 
'governments in facilitating 
lasting solutions to refugee 
situations, including 
resettlement without respect 
to race, sex, religion or 
natural origin? 



B. FCNDING SOURCE CRITERIA FOR COUNTRY ELIGIBILITY 

1. Developnent Assistance Ccuntry Criteria 

FAA Sec. 116. Has the DeparCmnt N/A 
of State determined that this 
government has engaged in a 
consistent pattern of gross 
violations of internationally 
recognized human rights? If so, 
can it be demonstrated that 
contemplated assistance will 
directly benefit the needy? 

FY 1988 Continuing Resolution 
Sec. 538. Has the President 
certified that use of DA funds 
by this ccuntry wculd violate 
any of the prohibitions against 
use of funds to pay for the 
perfornance of abortions as a 
method of family planning, to 
motivate or coerce any person to 
practice abortions, to pay for the 
performance of involuntary 
sterilization as a method of 
family planning, to coerce or 
provide any financial incentive 
to any person to undergo 
sterilizations, to pay for any 
biomedical research which relates, 
in whole or in part, to methods 
of, or the performance of, 
abortions or involuntary 
sterilization as a means of family 
planning? 

2. Economic Support Fund Country Criteria 

FAA Sec. 502B. Has it been 
.determined that the country 
has engaged in a consistent 
pattern of gross violations of 
internationally recognized 
human rights? If so, has the 
President found that the 
ccuntry made such significant 
improvement in its human rights 
record that furnishing such 
assistance is in the U.S. 
national interest? 



FY 1988 Continuing Resohtion N/ A 
Sec. 549. Has t h i s  ccuntrv met its 
drug eradication targets o; 
otherwise taken significant steps 
to h a l t  i l l i c i t  drug production or 
trafficking? 
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started up and capitalized through grants under the project. 
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Administrator 



611(a) Determination 

Project activities include capitalization of two nonprofit 
Foundations, in Cairo and Alexandria, technical assistance and 
training for the Foundation staffs and installation and operation of 
the Foundations' respective main and branch offices. 

Technical Assistance 

$1,281,000 has been allocated to meet the dollar and local currency 
costs for long- and short-t m technical assistance over the first 2 
1/2 years of the project. **$ Project contemplates contracting with 
a U.S. firm to provide a Prbjec; Advisor stationed in Egypt for 30 
person months, a U.S. based Project Coordinator for 6 person months 
and 15 person mnths of short-tam consultants, all for a total of 
$398,000 in year 1, $346,000 in year 2 and $151,000 in year 3. The 
U.S. firm would be expected to subcontract with one or more  gypt ti an 
firms to provide two Project Advisors for 30 person months each, a 
Project Director for 8 person months and 87 person months of 
short-term consultants, for a total of $187,000 in year 1, $198,000 
in year 2, and $24,003 in year 3. 

Training 

Training will be carried out by the U.S.-Egyptian technical 
assistance team, thus costs for the trainers is included in the TA 
budget allocation. For the most part training will be conducted 
with Xundation Board menbers, top management and operational 
pez-some1 on the job. Trainees' salaries are included in the 
operational support budget allocation. $230,000 has been allocated 
for the remaining dollar and local currency costs: conducting 
in-country workshops and seminars, observational travel to the U.S. 
and third countries, plblications and carmunication tools. 

Operational Support 

$980,000 has been allocated for dollar and local currency costs of 
office installation and Foundation operating costs not met by the 
loan portfolio. . Ihe Foundations are expected to read the 
break-even' point not later than the 5th year of lending. $345,000 
is budgeted.'f&year 1. for equipping one main offi.~ and one branch 
off ice for eactr' mdatiar! and salaries and expenses for the four 
offices for ~ l b .  year. main office installation is budgeted at 
$105,000 with Le 17,900 annual salaries and expenses. Ea& branch 
office installation is budgeted at $5,450 with LE 8,775 annual 
salaries and expenses. $305,000 is budgeted for year 2 when 3 
additional branch offices are to be established. $330,000 is 



b~dgeted for year three, when 4 more branch offices should be 
opened. The Foundations are expected to be able to fund these costs 
plus any new branch offices from their own loan portfolio resources 
after year 3 of lending. 

Each Foundation will be capitalized in the amount of $8,000,000 over 
four years. Capitalization will be in stages as the Foundations are 
established and develop reliable accounting systems. The 
Foundations1 lending mechanism is detailed in the Technicdl Analysis 
section of the Project Paper. $500,000 will also be allocated to 
each Foundation to finance innovative activities to support the 
smal: and micro business sector. These activities will be subject 
to prior USAID approval. 

As the foregoing shows, all plans necessary to carry out this 
project and a reasonably firm estimate of the cost to the United 
States Government have been canpleted. 



Annex E 

'Ihe Project Paper anticipates the award of grants to the two Foundations 
without canpetition. Such noncunpetitive awards must be justified to the 
Missionls grants officer based on one of the exceptions set forth in  andb book 
13, Chapter 2, section 2B.3. Canpetition is not required for these grants 
because the Foundations 'have exclusive ... capability, based on ... 
specialized facilities or technical canpetence, or based on an existing 
relationship with the cooperating country or beneficiaries.' 

Although the Foundations are brand new, they are the only institutions of 
their kind in Egypt. Note the detailed discussion in the Project Paper of the 
lack of credit for small and micro enterprises; there is no credit because 
there are no institutions providing any. IS/IR considered implementing this 
project through existing WO small business credit projects or the producer 
cooperatives system, but none was judged suitable due to their small size 
and/or their dedication to providing credit at subsidized rates. mese 
Foundations hope to achieve self sufficiency by project's end. mere may be 
U.S. institutions with capabilities in this area, but one of our goals is 
establishing indigenous capability. In short, the success of this pro-ject 
depends on the establishment of these two independent Foundations; if they 
don1 t receive these grants the project cannot proceed as designed. 

clearance: 

IS/IR, Edward Baker VC& 



ANNEX F 

APPRWAL, OF AWAKES AND APPRWAL OF AW2NES 
I N  E X E S  OF 30 DAYS CASH REQUIREMENTS 

~5 Mission Director of USAID/&"$, I nave determined that the advance 
financing in  this project paper s implementation and financial plan is 
warranted. Xrr addition, I hiive determined that inplemntation of this Project 
( E b .  263- 0212 ) w i l l  be seriausly interrupted or impeded by applying the 30 
day rule to  advances paid under the Treasury Check method. I hereby approve 
the granting of up to  a 90 day revolving advance to  the organizations and GOE 
agencies i~ lement ing  this  p o j e c t  a s  required by the methods of 
implementation and financing section of th is  Project Paper. 

!This appoval is based upon considerations and justifications discussed i n  the 
methods of implementation and financing section of this  Project Paper to which 
this  approval is a part  thexeof. 

In accordance with Handbook lB ,  Chapter 15 a l l  recipients of advances must 
have a Financial Management System adequate for controlling and accounting for 
U.S. Goverment funds. me USAID Controller w i l l  make such a d e t e n n i ~ t i o n  
before the f i r s t  advance is nade. 

CO-E: APPROVED: 5h,hdL! 
mrshal l  D. &own 

Oon troller Ditector 

In the case of profi t  making 
fee this  a p ~ w a l  is granted 
and is being granted for the 

concerns or non-profit organizations charging a 
for financing under Host Country Cbntracts only 
purpose of allowing for increased caapetition 

and/or lowei &ices. A l l  solicitations for services w i l l  clearly indicate 
that  a&ance financing w i l l  be available and the terms of the advance 
financing w i l l  be clearly stated. 

Advances to p ro i i t  making concern: or non-profit organizations charging a fee 
under an A I D  Direct a n t r a c t  c a .  cnly be approved by AID Washington. 



Annex G 

TECHNICAL ANALYSIS 

The Lending Mechanism 

The Farndations, both by appearance and i n  fact, are Intermediate Financial 
Institutions. They w i l l  act as the l i n k  between large domestic banks, which 
z t  present are lending almost exclusively to  large borrowers, and the small 
and micro entrepreneurs, who a t  present are nearly totally excluded from 
borrowing from form1 financial institutions. - 1/ 

A collateral acccunt is created by depositing funds (up to u.s.$ 8.0 million 
for each Fcundation) under the name of the Fcundation into a savings acccunt 
a t  one or more selected banks. Pre-authorized overdraft privileges on 
checking acccunts are negotiated with the banks, up to an amount equal to  the 
ini t ia l  deposit. T h i s  banking operation is defined as a "collateral acccunt 
wi th  the right of offset". Funds w i l l  be drawn on these checking acccunts as 
loan demand is generated i n  the branch offices. The loan portfolio w i l l  
appear i n  the balance sheet of the Foundations1 SME program because a l l  
checking acccunts of the branch offices are registered under the name of the 
Fcundation. The interest generated on the savings fund or collateral acccunt 
is autmt ica l ly  reinvested into the same accamt. 

The structure is efficient since the credit ccmponent of the project pays 
interest to  the bank only when loans are disbursed. Simltaneatsly the credit 
funds are accruing a higher rate due to the charges assesed for lending the 
money to the SME client. A s  the installment payments are recuperated from the 
client and redeposited into the bank, operating statenents immediately rnflect 
a decrease i n  the overdraft ( interest)  charges on the checking accamt. Net 
interest income for the project is calculated each month simply by subtracting 
the interest due to the bank (on the overdraft checking acccunt) from the 
total interest income generated each month from the installment payments. The 
information is recorded on each mnths bank statement. 

The financial projections indicate that funds w i l l  earn 10% per annum when 
placed on deposit. In turn the bank w i l l  charge the Fcundations 15% per annum 
for the overdraft privilege, although these figures w i l l  likely change over 
the l i f e  of project. HQJeVer, it is t h i s  difference that should encarrage the 

. banks to facil i tate and support the project. .. .. 

Nearly a l l  credit from the fomal financial institutions i n  Egypt is 
currently subsidized credit (cost of funds i s  below the inflation rate). 
Following what Claudio Gonzales-Vega terms the "Iron Law of Interest Ratesw, 
only the larger or wealthier borrowers can gain access to funds available. 



Auditing procedures for the project should be efficient and 
simplif.i.ed by utilizing t h i s  system. The capital provided as 
collateral for the credit fund remaj.ns i n  the savings accamt. The 
project's use of the savinys accant,  rn terms of an invesCmnt, is 
evaluated by the size of the loan portfolio and its generation of 
revenues to  the project, as shown i n  balance shee t s  and profit and 
loss statements. 

Experience has demonstrated that t h i s  system i.s relatively 
painless to the bank. A l l  drawdowns on the overdraft facil i ty and 
repayments are carried OT, '-+e bank's books as though w i t h  a single 
client, the Famdation. I t  is planned over the l i f e  of the proje& 
to leverage the Fcundation's fund as the project demonstrates the 
high quality of its loan portfolio. Once the banks become confident 
of the project, i t  is expected that they w i l l  authorize overdraft 
privileges exceeding the value of the quarantee fund. The financial 
projections show t h i s  leverage beginning to increase i n  Year 3 .  The 
leverage increases gradually until  the end of Year 5, a t  which time 
i t  has reached 2:1, or twice the bank's funds for on-lending to 
SME's as cmpared to  the Fcundation's deposits. 

G , Operational Activities of the Branch Off ices 

The core of the Fcunda5.0nst activities is the provision of 
credit and to a lesser extent management training and TA. These 
activities are carried cut a t  the Branch Office level. The project 
design contemplates that over a ccxlrse of approximately one year a 
single branch office w i l l  be in operation to test  the project 
design, de-bug implementation sys t~ns ,  make necessary operational 
changes and train new staff to open the second branch office. Annex 
4 contains a list of conmunit.i.es i n  Cairo and Alexandria in which 
the project design team carried cut feasibility study and project 
design orientation activities. The project would begin i n  one of 
these c m n i t i e s  an determined by the Foundations and their 
technical advisors. The successful delivery and recuperation of 
credit w i l l  involve: 

i. Promotion 

The ~wncept of promotion is inherently educational, and 
therefore, shculd never cease to  play an important role i n  the 
on-going development of the program. Th i s  term may also be more 
narrowly defined as the in i t ia l  period of program ..s_tar t-up, during 
which time the staff :lust ccmb the targeted camunities to 
diseeminate information on the availability of the new services. 

The qera t ioml  goal should be to limit the amcunt of time that 
the prqram staff m s t  dedicate to  the costly activities of 
promotion (e.g., 2-6 ,nonths i n  each c m n i t y  ). If the services 
provided by the program truly meet a need of the small and micro 



entrepreneurs, then word of mouth promotion takes over rapidly, 
freeing the staff for more productive work. Promotional activity 
also incorporates a very early form of project design evaluation. 
If the news concerning the program is not spreading spontaneously 
echrcugh the targeted carrmunities, then perhaps the offered services 
might not be appropriate. Were t h i s  to  be the case, the program 
staff should be encouraged to take another lcok a t  the needs of the 
business people i n  a given c m n i t y  and modify the project 
design. 

2. The Organization and Recommended Size of the SME 
GrcUpS 

Given the size of the SME sector i n  Cairo and Alexandria, it is 
clear that the ease by which any project can manage to  reach even a 
part of such a poplation is related to, what might be termed, the 
managable large-scale end of business grcups. Projects involving 
groups of 3-5 business people are very poplar and wock reasonably 
well, up to  a certain point. A s  the project expands, the 
administration of these small groups becomes increasingly complex 
and unwieldly. A s  an example, i n  Peru the Institute for the 
Development of the Informal Sector (IDESI), currently manages 
approximately 7,000 groups of five hsj.ness people each. I n  order 
to further expand the project, simplify its operations and reduce 
costs, the project is modifying its methodology i n  favor of larger 
grcu 9 or associations of businesses. 

The g a l  of t h i s  project is for the Fandations i n  Cairo and 
Alexandria to  reach and help organize approximately 32,000 SE 
entrepreneurs i n  five years. Operations would certainly be easier 
i f  there were 1,000 grcups of 32 businesses instead of 10,066 grcups 
of three. The design of the Egyptian project encarages the 
promotion of larger grcups, beginning wi th  an average of 10 and 
progressing to 32 by the end of the five year period. The 
discussions wi th  SME entrepreneurs during the survey work 
concentrated on t h i s  concept. 

3. The ~esponsibil i t ies of Business Groups 

The objective of the promotional activit ies is the creation and 
development of grmps of businesses. The primary plrpose of these 
business grarps is to facil i tate the delivery and..supervision of the 
services which the Famdation expects to  offer. Given the low 
average value of the loans to  the individual SMEts, the grcups are 
responsible for minimizing operational costs. 



a. Analysis, Selection and Control 

There are many SME projects ?-hat have attempted to  select 
potential borrowers using in-house technical staff .  Financial 
analyses are performed with the Furpose of determining which 
businesses would repay their loans withcut difficulty or delay, The 
r e a l t s  of this approach are clear. Lat? payment rates are almost 
always higher in these projects than in those that rely on a credit 
selection process managed primarily by the borrowers themselves. An 
internal selection process utilized by mst  formal banking 
institutions is also, mch rmre costly frcm an operational point of 
view. 

The key to the delegated selection process is to  make it 
i n  the borrowers own, best interest to  ensure that only responsible 
business people join the group and subsequently, receive loans. For 
i t  is the credit history cf the entire grcup (as if  it were one 
client) ,  i n  the eyes of the Extension Officers that determines if 
final approval is granted for a loan by an individual. Only if  the 
repayment rate of the entire group is within pre- established 
parameters (e.g., no late payments and less than 2% default rate on 
an annual basis), and the individual's loan proposal has already 
received the approval of the group, is the loan distursed. If the 
late payments of the group exceed the maxhum rate, then the loan is 
not distursed u n t i l  the group resolves its problem. This holds even 
if the individual soliciting the loan has a positive credit 
history. The incentive for the individual is that i f  the group as a 
whole maintains a positive credit history, future loan recpests 
approved by the group are autanatically and immediately dishrsed by 
the Extension Office!:. I n  addition, the total a m n t  of funds 
investe3 by the Fardation i n  t h i s  camrmnity group w i l l  increase. 

The ramifications of such a methodology are significant. 
The entrepreneur quickly realizes that he or she m s t  bevery 
careful to  determine that the other members of the tusiness group 
are as responsible as he is, j u s t  as they are going to  analyze him, 
and that each has the means to  promptly repay the loan amounts that 
they request . 

It is also clear that t h i s  methodology defines the primary 
operational responsibility of the Fcundation- orientational 
training. Potential clients need to  be oriented i n  the correct 
formation and mgement  of the business owners 'gtaups, including 
but  not limited to; selection procedures to help assure responsible 
mders ;  the elaboration and analysis of credit proposals; and 
control of the quality of the groups' loan portfolio. I n  addition 
the Fcundation is canmitted to supervising and carmunicating, to  
each group, the latest information concerning their portfolio, while 
managing a constant training effort to upgrade managerial quality of 
the groups, as well as, the individuals within them. 



b. Contracts Signed 

I n  the group mechanism designed for  Egypc, each SME 
produc~r  w i l l  contractually guarantee him or  herself  using a l l  of 
the machinery u t i l i zed  i n  the h s i n e s s ;  any new machinery financed 
by the Fcundation loan, or plrchased separately  w i l l  be added t o  
t h i s  guarantee. A s  the Extension Officers progress through the 
process of forming a grcup, each entrepreneur w i l l  s ign an 
ind.ividua1 contract ,  a copy of which w i l l  be safeguarded by the 
grcup i t s e l f ,  w i k h  t h e  o r ig ina l  being f i l e d  in  t h e  of f ices  of the  
Fcu ndation . 

A second level  contract  w i l l  be signed by a l l  t h e  members 
of t h e  grcup, serving t h e  plrpose of defining t h e  respons ib i l i t i es  
of t h e  par t ies  involved. Most often the group contract  
psycholologically cements and formalizes the concept of the grcup. 

In summary, regarding t h e  c red i t  r e s p n s i b i l i t i e s  of t h e  SME 
grcups, and t h e  corresponding responsibit ies of the Famdation, the 
above mention group contracts should: 

For the SME Grap-- 

specify respons ib i l i t i es  for overal l  supervision of t h e  
portfo1i.o within t h e  parameters established by the Foundation, 
including t h e  formal approval of loans presented by the i r  members; 

* include t h e  def in i t ion  and organization of t ra ining 
ac t iv i t i e s ;  and 

provide for  space for t h e  Extension Officers of the 
Foundation t o  rea l ize  their periodic v i s i t s  t o  t h e  group. 

For the Fandation- 

provide cap i ta l  the  form of grcup approved loans ; 

* s t i p l l a t e  periodic v i s i t s  programed by the Extension 
Officers t o  maintain the accounts and t o  del iver  information 
concerning t h e  qua l i ty  of the  grcup and individual portfolios;  and 

* offer  e d ~ ~ a t i o ~ l  and t ra in ing  opportunities, a s  determined 
by the  group. .. .. 

H. Training and Technical Assistance for  SMEs 

One of the most important functions of the extension of f icer  in  
the proposed project  is t o  organize t ra in ing  programs for  SME 
entrepreneurs. Training here is seen as an integral  par t  of 
i.ncreasing productivity of SMEs. 



The training officer w i l l  organize training programs that deal 
directly w i t h  khe entrepreneurs problems. These will vary widely 
ranging fran general management seminars (marketing, production, 
financial, general management) to  industry specific workshops or 
technical problems. 

Training programs w i l l  vary in &ration, sane may be conducted 
as  full-time activities rar-ging from one f u l l  day to  several days, 
others over the weekend, and still others as part-time activities 
conducted 2-3 hcurs in the evenings. 

Aside frcm the extension officer acd other qualified staff 
working i n  the Fcundaticn, resource prsons fran private industry, 
government grcups like IDDC, WOs and specific technical experts 
w i l l  be invited to  share their expertise with the entrepreneurs. An 
orientat.i.on ccurse shculd be held at- the beginning of the branch 
activities i n  order to explain several services provided by the 
Fandation and its objectives. 

The role of the Training and Technical Assistance Manager to 
advance the availability of t h i s  support to  SME's w i l l  include: 

1. Identification of SME ConaruniL-y Manaqment/TA Needs 

While the promotional activities are taking place a t  the cutset 
of project implementation, the TA Manager will need to enter the 
target c m n i t i e s  and survey the management and TA needs of t h e  
SME'S planning to  participate. A s  the project becms  operational, 
the Extension Officers w i l l  provide the best r emrce ,  along wi th  
the SME participants, i n  cutlining the key areas of training or TA 
need. 

2 .  Development of a Management Trainj.nq/TA Network 

A primary role of the Manager is that of facilitator and 
liaison between khe SME groups participating in the project cmd 
other entities, p b l i c  and private, that afford management or TA 
assistance. V i s i t s  w i l l  need to  be made to p b l i c  and private 
entities to  further understand their capabilities, coverage i n  terms 
of target beneficiaries and geographics, costs of operations, and 
interest in providing their training or TA activit ies to  grcups of 
SME's participating i n  the project. 

.. .. 
3 ,  Referrals--Contract Negotiations 

I n  some cases SME entrepreneurs w i l l  have management training 
or TA needs of the type that are already available in Cairo or 
Alexandria (IDDC or a WO). I n  t h i s  instance, it may be nothing 
more than alerting the SME of a given service and directing the 
owner to where and how to sign up. 



Other needs will require, in coordination b5th the SME groups, 
that the Tl Manager develop letters of agreement or cantracts 
between selected entities and/or individuals who will provide 
management or TA assistance. It will be important that the 
contracts have clearly defined performance standards by which the TA 
Manager can measure the effectiveness of the assistance provided. 
As an example, in addition to the rPunber of training sessions 
contracted to teach say, break-even analysis, the trainer should be 
required to demonstrate an agreed upon percentage of participwits 
who are capable of carrying out a similar analysis on their awn. 
The topic auld be developing a business plan, or a plan to better 
manage working capital, etc. 

For assistance frm other than GOE entities or sane WO's, C-he 
SME participants will be required to pay sane portion of the 
training costs. One of the best determinants of training or IIA 
effectiveness, when costs are involved, is the willingness of the 
SME participants to find ways to raise the necessary funds. 

I. Operational and Fimcial Projections 

The operational characteristics of the credit program and 
financial projections are presented in Annex H, Financial Analysis. 
Key information summarized below, is representative of a single 
Fcunda tion and its Branch Off ices. 

. . 
End of Year 

(1 1 ( 3 )  ( 5  1 

Branch Off ices 1 4 4 

Extension Officers 7 24 2 4 

Groups per Extension Officer 8 20 20 

Average Group Size 13 30 3 3 

Total msinesses 
* Micro 
* Small 

Average Loan Value (L.E.) 
* Micro 1,375 2,371 .. 3,000 
* Small 5,750 8,750 10,000 

Financially, the Fcundations will require a subsidy for nearly 
three full years to cover an operating deficit. From the end of 
year three on, the Famdation is able to generate excess revenues 
over expenses. These excess revenues would be available to support 
expanded operations and/or lower charges to clients. 



End of Year (L .E. 000 ) 
( 1 )  ( 3  1 (5 1 

Gross Incane 188 4,323 11,217 

Less: Cost of funds, defaults 
and loss to inflation 176 3,977 9,946 

Equals : Financial Pargin 12 346 1,271 

Less: Cost of Operations 287 702 8 35 

Equals : Surplus (deficit  ) (275 1 (356 436 

Less: Subsidy 275 35 6 0 

Equals: Excess Revenues 0 0 436 



FINAKIAL ANALYSIS 

Client and Loan lkrm Description 

Small industries (5-15 employees) represent 30% of intended 
clients, w i t h  micro-enterprises (less than 5 employees) making up 
the other 70%. Small industry loans average L.E. 5,000 in the f i r s t  
year, rising to  an average of L.E. l0,OOO after 5 years. Average 
loan term is 12 months. Micro-enterprise loans average L.E. 1,000 
in the f i r s t  year and L.E. 3,000 after 5 years, Average loan term 
is 9 months. 

Default Rate 

?he default rate is estimated a t  1.5% per annum. Only through 
experience w i l l  it be  known if this is a reasonable asslmption, 
however we base our assumption on similar lending programs i n  
Indonesia and the Daninican Replblic which have default rates under 
2% per annum after 3-4 years of lending. 

Collateral Account 

hinds w i l l  be deposited i n  participating banks by the 
Farndstionls); the banks w i l l  provide the Famdation(s) w i t h  
pre-authorized overdraft rivileges. These funds are drawn dam on 
a quarterly basis fran a ! 8 million dollar AID grant to  each 
Foundation for use in providing credit to  SME, This grant w i l l  
constitute the guarantee. During the f i r s t  eight quarters, the 
collateral account closely follows the value of the loan portfolio. 

.At  the s ta r t  of Year 3, assuming a portfolio of high quality, 
the banks accept overdraft privileges i n  an amcunt exceeding the 
deposited guarantee, The leverage of the fund is projected to  
increase gradually fran 1:l to  2:l and by the end of Year 5, the 
total value of the loan portfolio is projected t o  be slightly 
greater than twice the value of the collateral accamt. 

Cost of Funds 

The cost of Funds refers to  charges by the participating banks 
for maintaining checking accamt overdrat t privileges, and is 
assumed to be 15% per annum. lhis cost represents the comnercial 
market rate. If access to  legs expensive funds is negotiated by the 
Foundations, the corresponding cost to  the end-user entrepreneur can 
also decrease. 



(me cost of operations is projected a t  15% though Year 3 when 
it is lcwered t o  12.5%. In Year 4, it is decreased again t o  11%. 
me cost of operations is called the differential and includes 
operational expemes, inflationary losses and defaults. Inflat ion 
loss is on the savings a e u m t  (inflation less interest earned on 
the deposit) and mrst be covered by incane generated by the loan 
portfolio. Inflaticn is assumed t o  be 22% per ar~~urn, basd on QClE 
data. If inflation is higher or lower than this figure, this would 
affect losses accordingly and end use rates would be adjusted. 

Staff Salaries and Incentives 

Exterrsion Officers are treated as individual profit and loss 
centers. Direct c o s l  include the base salary of extension officers 
plus payroll taxes; indirect costs are calcuated a t  twice this 
ammt to  cover the expense of support staff a t  the Branch %d Head 
Offices. Bonuses w i l l  be paid after direct and indirect costs are 
covered fran certain incane generated fran the managed portfolio; 
190% of net incane generate3 on loans t o  micro enerprises w i l l  be 
included, but only 20% of the n e t  incane generated by the mal l  
entrepreneur loans. Of this modified total net in-, the 
Extension Officer w i l l  receive 15% as a bonus. No bonus is received 
if defaults, defined as loans more than 180 days past due, surpass 
1.5% of the portfolio. . 

The Branch Manager's incentive has been calculated as 18% of the 
bonus generated by each Extension Officer, and it is ass& that 
there w i l l  be an average of s i x  Officers per Manager. The 
Secretary's incentive is equal t o  30% of the Manager's bonus. In 
total, 22.32% of total incane is used as incentives. 

Break-Wen 

Breakeven is achieved in Year 3 of lending, assuming a default 
sate of 1.5%, a differential of 159, inflation a t  22%, and end-use 
lending rates of 30% per annun. Given car~nercial costs of funds, 
survey results indicate that the total cost of funds wmld be 
acceptable to  the small and micro entrepreneurs. The differential 
need not be t e d  an interest oout, but rather the cost of lending 
or service Wrge. This wncept appears to  be acceptable t o  the 
small borrower. .. .- 

Given the non-profit status of the program, the above 
differential may be lowered once break-even is achieved. This is 
projected to  occur near the end of Year 3 of lending, and again 
during year 4. 



The imprtance of negotiating an adequate leverage on the 
collateral or savinqs accarnt can be seen in Chart IV; 
break-even is achieve3 only when the program is successful in 
securing a greater than 1:i ratio between the loan portfolio 
and the collateral account. Even when the default rate is 
lcwered t o  0.5% per anmrm, break-ven is still not achieved 
with a 1:l ratio, due to the fact that the inflationary losses 
on the deposited guzrantee absorb raost of the gross incane. 
'Ihe decline in the financial differential is possible only with 
an increasing ratio, oonvetting this elenent into a key 
institutional objective. 

Notes to  the Financial Projectiom 
Charts I-VI 

'Ihe following series of six charts contain primary 
assuptiom being used i n  the develapnent of the Small and 
Micro Enterprise Project. The charts are inter-related, but  
each one shows sane unique analysis. 

CHART I 

Chart I shows variables on the top line. In the electronic 
version of this spreadsheet, the variables can be changed; 
those changes are then reflected throughout the subsequent 
charts. 

Annual Losses 1.5% 
Interest (Annual Effective) 30.0% 
Cost of K (Bmk Funds 1 15.0% 
Inflation Rate (Annual) 22.0% 
Bank Interest (Annual) 10.0% 

Number of Branches 

The purpose of showing the number of 
demonstrate the relationship between the 
the number of externion officers. 

Extension Officers 

branches is to  
number of offices and 

The assumptions on Program grwth are affeped by numbers 
of extension workers. No additional officers &re projected 
after Year 3 to allow for operational consolidz tion. i 
Groups per Officer 

\ This is a key assumption aff e ~ t i n g  program yrowth. 
\ 



Average Group Size 

Note that meabership size per 
extended over time. By the f if# 
size r e a e s  its maximrm level of 

Total Businesses 

qaup expands as the program is 
year of implementation the graup 
33 . 

This figure is the resl l t  of multiplying the number of pranoters 
by the number of grcups per officer by the average grcup size. 

Average Lnan Size 

The chart reflects expansion of loan size over time. The 
average size of loan may expand more quickly than projected. 

Loan Portfolio-Loan Disbursals 

75% of new businesses receive loans during the quarter in which 
they appear on the charts, a reasomble assumption given educational 
needs before loans should be disbursed. The remaining 25% are 
included i n  the calculations for the fcllouing quarter. An average 
loan t e n  for micro businesses is nine months; and an average loan , 
term for mall businesses is twelve mnths. Wring the fcurth 
quarter of the f i r s t  year, 90% of the f i r s t  quarter businesses 
receive a second loan. Wring the f i r s t  quarter of the second year, 
90% of the second quarter businesses receive a second loan, and so 
on. 80% of f i r s t  quarter businesses receive a third loan during the 
third quarter of the second year, etc. 

man Portfolio - Installments 

Installment payments are made monthly for both micro and small 
businesses. One payment is made during the quarter in which the 
loan is disbursed. Three are made in the following quarters until 
only tw payments are lef t ,  which are cancelled i n  the next quarter. 

Gross Portfolio 

Disbursals less installments. .. .. 
Defaults 

me annual loss figure given on line one ( 1.5% 1 raised to  the 
1/4 power as a quarterly calculations applies to  the value of the 
gross portfolio of the same quarter. 



N e t  Portfolio 

Gross portfolio less defaults. 

GUmT I1 

Guarantee Fund 

This fund is referred to  as a 'collateral fund with right of 
offsetm. me size of the fund shar ld  have a direct relationship 
with the value of the loan portfolio. 

Current Va lue  

The current value is detenined by the inflation rate, the 
interest rate paid by the banks on the collateral deps i t ,  and the 
support which the operations may offer fran earned interest incane. 

Inflation 

The inflation figure is 22 percent (noted cited a t  the top of 
Chart I) and raised to  the 1/4 p e r .  This figure applies to  the 
previous quarter's current value of the collateral fund. 

Deposit Incane 

The interest value f ran Chart I (10 percent) raised to  the 1/4 
paver and amlied t o  the pteviam quarter's current value of the 
guarantee (collateral) fund. A l l  interest incane is channeled to  
the guarantee fund until the current value is greater than the 
acaurulated value, a t  which point the excess is applied to  
operational costs until break-even is achieved. 

Net Portfolio 

Fran Chart I 

Gross Incane 

The interest rate variable fran Chart I is raised to  the 1/4  
pawer and applied to  the present quarter's net'pottfolio. 

Cost of Funds 

The Cost of K (fran Chart I )  is raised to  the 1/4 p e r  and 
applied to  the present quarter's net portfolio, 



Loss of Capital 

Fran Chart I, represented as defaults. 

Financial Margin 

Gross Incane less Cost of Funds plus Loss of Capital. 

Incane for Operations 

This cunpares the current value of the guarantee fund with the 
accumulated vaue. If the current value is over 5,000 greater than 
the acamulated value, then the difference is applied t o  the 
operations. 

Businesses Attended 

Fran Chart I, this is the total number of businesses serviced by 
one extensior, worker. 

Loan Disbursals 

The assumptiom used here were described in Chart I. 75% of the 
businesses contacted receive their loaxxi in one quarter and 25% 
receive their releases in a subsequent quarter. 

Installments,~Gross Portfolio, Defaults, Net Portfolio, Gross Incane 

Please refer to Chart I for a description of these figures. 

Gross Inccme mltiplied by the variable Net Incane fcund a t  the 
top of Chart I. This net incane figure only affects the subsequent 
calculations for the incentive system described below. 

Incentive Systen - Extension Officer 

Net monthly earnings are L.E. 350, yielding g -quarterly figure 
of 1,050. Diverse benefits increase this figure by 2 (support for 
overhead) to  obtain a m i n i m  incane of 3,000. The basis for 
calculating the incentive system is LE 3,000. In order to  build an 
incentive system favoring micro businesses, 100% of earned interest 
incane is applied to  the incentive ciilculations. In the case of 
small businesses, only 20% of the interest i n m e  generated by the 



larger small business loans w i l l  be included in the incentive 
system. This is t o  place a strong incentive pranoting the snaller 
loans. bzO+nl.  Incunew refers to  the sum of this adjusted interest 
incane. Ihs incentive bonus is  equal t o  15% of any surplus between 
the ad j'jsted interest incane arid twice the gross salary. If la te  
payments increase, the bonus drops. This system treats the 
individual extension officer as ;i profit and loss center. 

Incentive System - Branch Manager and Branch Secretary 

A manager receives a bonus cdlculated a t  18% of each extension 
officer's incentive. The secretary earns 30% of the manager I s  

bonus, since h i s  cr her work load increases as the number of ,, 

businesses attended increases. 
CHART IN 

Break-Even 

The break-even calculation is made assuming that a branch office 
has s i x  extension officers. me figures here do not coincide 
precisely w i t h  the figures in Chart I since the personnel strategy 
is to hire three individuals in the first year who w i l l  establish 
new offices i n  the second year. The same applies for those hired i n  
Year 2 for the f cur new off ices planned for Year 3. 

Businesses Attended 

Businesses attended is a figure frun Chart I11 for one extension 
officer, multiplied by the 6 officers assumed herein. 

Net Portfolio, Gross Incane 

Chart 111 figures fran c,ross incane times 6. 

Financial Costs - Cost of Funds, Defaults 

The corresponding variable fran Chart I, Column 1 elevated to  
the 1/4 power and applied to  the Net Portfolio figures. 

Financial Costs - Guarantee Support 

Gross Incane less the sum of Cost of Funds &d- Defaults. A l l  
excess inccme is directed f i r s t  to  the guarantee fund u n t i l  its 
accumulated value equals its capitalized value. 

Net Incame 

The Net Portfolio of t h i s  one branch office is canpared to  the 
total Net Portfolio fran Chart I. The resulting percentage is 
applied to  the Available Incane fran Chart 11 to determine the total 
Available Incane which should be applied to  t h i s  branch office. 



Salaries 

Calculations fran Chart 111. Payroll taxes are assumed t o  be 
42.8571%. 

Administration 

Administration costs are estimated a t  L.E. 6,465 per quarter, 
but  the personnel costs of the manager, the secretary, and the 

' 

messenger are subtracted. A 10% yearly increase is assumed. 

Total  Personnel costs plus Administration 

Surplus (Deficit 

Availzble Incane less Total Expenses 

Break-Even Analysis 

Break-even was analyzed under several scenarios. me figures i n  
the le f t  column, ( 2 . ~ .  15.0%; 0.5%; 1:l) refer respectively t o  the 
spread between interest incane and the cost of capital; the default 
rate; and, the leverage on the guarantee fund. The bottan scenario 
is the preferred one. 

CHART V 

A Profit and Loss statement is constructed for the entire 
program, assuming that the program w i l l  have a total  of 8 branch 
off ices and one main off ice. 

Total Gross Inccme, Portfolio Incane, Deposit Incune, Cost of Funds, 
Defaults, and Inflation Loss 

Taken fram Chart 11. 

Financial Margin 

In- less Financial Costs 
.. .- 

Operating Costs - 8 Bran~! Of f  ices 

The total cost of 1 branch office is considered for Year 1, plus 
the 3 extra extension officers accamted for i n  Chart I. In  Year 2, 
four branch offices are included, plus 4 additional extension 
officers also accanted for i n  Chart I. Only i n  Year 3 is the total 
cost of one branch off ice simply multiplied by 8. 



Operating Costs - 1 Central Office 

L.E. 48,000 quarterly cost with 10% annual increase. 

Operatins Costs - Depreciation 

Office installation investments accounted for in the Sources and 
Uses of Funds Statement !Chart VI) are assumed to  depreciate fully 
in 5 years. 

Surplus (Deficit 1 

Financial Margin less Operating Costs 

Chart VI: 

This is essentially a balance sheet t o  check i f  TWal Sources 
and Total Uses are equal. 
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be made to the 

andlysis; second, sane 
their shadow and 

1. Can AID funds be justified for the / project? 

2. Is each of the foundations viable 1 
3. Net impact of a marginal loan a t  /the borrower level 

4. Impact of micro and s m a l l  busine '  loans on the overall econany. i. 
We now discuss these in turn: I 

project (IGBP) . is a representative sarnple 
of small and that AID traditionally 
involves about such projects 

by Blayney and Otero 
Micro-enterprises: 

for AID'S 
S u ~ p o r t , ~  N ~ B n b e r ,  1985): 

1 and micro-enterprise projects 
irrpacts conclude that, in 
these projects are among-e m s t  
generate high econamic rates of 

.. .- 
Furthermore, (i) t h  elopnen t of non-governmen t lending 

institutions thrcugh the would serve to  pramote AID'S private 
erwhelming concentrat ion of loans 
inesses enplaying less than 10 

e distribution, another key 



2. The second question posed in the f i r s t  paragra* relates  to the 
econanic viabi l i ty  of each of the foundations. In principle, a 
project is econanicaUy viable if the benefits exceed the cost, 
suitably priced and discounted. The cos t . to  the foundation of 
making a loan t o  small or micrc-enterprises is the alternative 
benefit forgone by not being able to lend elsewhere. That is, 
w e  have t o  judge the relat ive m e r i t s  of constrained lending 
versus unconstrained lending. From an econanic and developaent 
viewpoint, marginal loans (investments) in  snall and 
micro-enterprises in Egypt are  expected t o  have less  than 2% 
default r a t e  when they borrow a t  30% ra te  of interest. The 
answer t o  the fcurth question (see below) catalogues also the 
econarry-wide beneficial impacts of investing in  small and 
micro-enterprises in Egypt. Overall, we may reasonably argue 
that lending t o  such enterprises in Egypt is 'rational'. W e  may 
note, also, that  financial calculations indicate that each of 
the fcundations is expected t o  break even by the end of the 
third year. 

3. The third question posed above points us i n  the direction of 
investigating borrower-level inpact of loans made through the 
MSBP. That is, we ask about d i rec t  incme changes by looking a t  
an individual enterprise's p r m i l i t y  (lwel of sales, value 
added, n e t  profi t ,  and productivity) and a t  its sustainabili ty 
(increased investment, sales growth over time, level of 
indebt&ness). In addition w e  ask about d i rec t  q loyment  
created in terms of full-time jobs created (which may include an 
analysis of the cost per job created) . Evidence fran several 
developing countries e, g. Peru, Bangladesh, India, Honduras, 
Doimincan R e l i c ,  Colanbia indicates that the impact is 
substantial, as is seen in the following extract fran Blayney 
and Otera: 

(i) Peru. In Peru, between 1975 and 1981, the Rural 
Dwelapnent mud (m) of the Industrial  Bank of Peru 
(BIP) , a developaent lank disbursed awoximately 6,200 
laam total ing over $ U.S. 42 million t o  abcut 3,000 
small entrepreneurs. Survey data a t  the end of s i x  years 
showed an increase of 160 percent in  avs.gige declared 
sales of borrowers, fran the the  of the f i r s t  loan t o  
the date of the survey (average s i z e  of loan in th is  
program was about $ US. 2,500) . Annual value added a t  
the time of the survey uas $ U.S. 16,000 per finn. Each 
loan dollar extended was found t o  produce, on the average 
a $ -29 increase in gross incane per year. Sales 
increased a t  an average of 31 percent annually, while n e t  
prof its went up about 54 percent annually. 



In tenns of impact on incane, the R W  project amtributed to an 
average yearly increase of 53.5 percent in  net incane for 
borrowers. mat is, on the average, a $ U.S. 1.00 loan generated $ 
1.41 net profit. mpressed in the aggregate, th i s  project generated 
$ U.S. 60.5 million fran $ U.S. 42 million in  loans. 

(ii) Bangladesh. The experience of the Grvneen Bank Project 
(GDP) in Bangladesh also show a positive impact on 
beneficiary incanes. In four years, t h i s  project 
operated in 1,250 villages reached through 86 branches, 
and extended over 115,000 loans for a to ta l  of Taka 195 
million t o  over 58,000 borrowers, landless rural  poor JJ. 

On average, household incane rose about 70 percent in  naninal 
terms over 2 4 2  years amng the beneficiaries of the GBP. This 
data ms collected by two outside evaluators using randan sanples of 
600 and 175 (World Bank, 1985). This increase is canpared t o  the 
average increase in incane for landless rural poor in Bangladesh, 
which the study quotes is a t  best 2 -6 percent per annun. 

(iii) India. The data on incane increases of loan recipients 
subsequent t o  receiving a loan were recorded for the 
World Bank Calcutta Urban Developnent Program 11. 
Evidence of the impact incane show highly favorable 
results. Household incane among borrowers in the sample 
of 631 ( i n  a project that  extended over 8.8 million 
rupees in credi t  through nearly 3,500 loans) , 2/ 
increased by an average of a t  least 60 percent: me data 
on incane changes by subsector showed tha t  inme 
increases for borrowers in the tailoring business 
sxceeded 200 percent, approached 50 percent in 
manufacturing and repair f i r m ,  and reached more than 20 
percent i n  trade and other services. 

The study points out that while the increases in tailoring are 
atypical, one can establish an upper limit for incaae in the other 
two ac t iv i t ies  by factoring in the earnings of waged enployees. 
Using the going r a t e  for unskilled labor, the author calculates an 
increase i n  annual incane among owners and workers sanewhere between 
82 percent and 117 percent of the loan t o  the 'and. concludes that,  
"even if the true figures lie close t o  the minimum qiven above, the 
rates of return t o  incane in th is  project a r e  still very highn. 
(mrld  Bank 1985) . 
1/ $ U.S. 1.00 = 12 Takes (TK.) (1985). 

$ U.S. 1.00 = 10 Rupees (Rs) (1981) . 



Several other benefits accrue to  enterprises that receive loans 
under B B P .  The demand analysis (Annex G) points out the 
opportunity costs to such enterprises of not being able to  access 
credit readily k ~ e n  they need it. Typically, the effective rates of 
interest fran informal and other sources were several percentage 
points higher than those envisaged under ISBP. Entrepreneurs i n  the 
metal sector admitted of "hidden costs' involved in such informal 
systems of acquiring credit. Formal sources of finance are 
virtually non-existent. ("Very few entrepreneurs have been able to 
secure loans fran formal banking institutions"). 

Another aspect of borrower-level benefits relates to  the 
reinvestment of earnings into new productive activities. That is, 
the diversification of productive activities is an important 
indicator of change i n  the behavior of the clients resulting fran 
the project's impact. With added incane, entrepreneurs may s h i f t  
resources to  a new activity that may yield cash incane, or may 
invest it to  s tar t  a new enterprise while continuing the f i r s t  one. 
The Grameen Bank Project shows that whereas before the ?rogram, 50 
percent of the beneficiaries listed one incane-generating activity, 
after t h e  program that figure was less than 10 percent. Similarly, 
the number of beneficiaries wi th  two incme-generating activities 
increased by 20 percent, while 24 percent of those interviewed 
reported three incane-generating activities. These findings suggest 
that the rural poor have s k i l l s  and abil i t ies that are underutilized 
because of lack of capital, and that when capital is made available, 
a t  least part of the resulting increase i n  profit is reinvested into 
productive activities (World Bank, 1985). 

Finally, possible savings mobilization resulting from ISBP 
provides an additional measure of the f u l l  impact of the project on 
borrowers, incane. Arguments that the poor, l i v i n g  a t  subsistence 
levels, have no savings, and cannot save were ccuntered i n  a variety 
of recent studies. I n  Costa Rica and Jamaica, low-incame households 
have savings, and i n  the case of Costa-Rice, preferred to  save i n  
"formal institutions' but claimed ignorance of procedures and 
terminology. The Egypt case is likely to  bear this out further. 

A s  regards job creation, Blayney and Otero report that small and 
micro enterprise promotion contribute to  this objective 'at a 
consistently lower investment cost per job than medium and large 
industty within the same subsectorsT. .. .. 
4. The fourth question in paragraph one asks about the indirect - benefits or econamy-wide impact of micro and small business 

loans. International experience w i t h  such projects provides 
overwhelming evidence that small and micro-enterprises are major 
contributors to overall econanic growth. Income changes occur 



not only a t  the beneficiary level, but also outside the assisted 
enterprise through backward and forward linkages, incane rnult ip l ie rs  
and consumer benefits. A f indl  secondary impact will accrue through 
leveraging of the guarantee fund, expected t o  reach 2:l in the la te r  
years of the project. 

From a l l  of the above, primarily qualitative, considerations, w e  
can forcefully argue in favor of the propsed project together w i t h  
AID contributions t o  it. 



Annex J 

SOCIAL SOUNDNESS ANALYSIS 

The objective of this social scundness analysis is three-fold: 

First, to describe the social landscape of the project area, 
broadly sketching a profile of the target --lation i n  order to' 
demonstrate the feasibility and ccmpatability of the project w i th in  the 
social and cultural environment. The analysis is concerned with how well 
the project fits into the social landscape. We have results of social 
research undertaken i n  the design of the project i n  E g y p t  which is a 
useful resource to define the social context of the project. There is 
also an extensive body of literature frun other projects in Egypt and 
elsewhere. 

Secondly the analysis seeks to demonstrate the likelihood that new 
institutions or practices introduced by the project w i l l  be diffused 
among other groups. I n  this instance the analysis is concerned not only 
wi th  project sustahability but  wi th  spread effects as well. 

Thirdly the analysis examines likely social impact or the 
distribution of benefits. 

A. Sociocultural Feasibility: A Profile of the Small and 
Micro-Scale Enter~rise Sector 

The project area encompasses the two urban centers of Alexandria 
and Cairo. I n  Egypt, as elsewhere, there are numerous definitions for 
Small-Scale Enterprises. A concensus was reached among the project 
design team, based on a review of the literature and persons interviewed 
i n  both the plblic and private sector. The definition of micro-scale 
enterprise includes those private firms that employ ten or less people 
and small-scale enterprises are the private firms that employ 15 or 
less. SME's are further defined as existing businesses with fixed, 
movable assets of L.E. 5,000 to 25,000 (machinery and equipnent). 

Despite the Large sums of money which have been invested i n  small 
enterprise studies i n  Egypt, satisfactory and reliable survey results 
have yet to be made. On one point there is agreement - the sector is 
growing very rapidly i n  the urban areas, especially in Cairo and 
Alexandria. There are an estimated 250,000 manufacturing establishments 
i n  Egypt employing between ten and f i f ty  employees, The latter grcup, 
w i t h  abaut 650,000 employees accamts for &cut 40% of total indtstrial 
employment. Over 75% of these businesses are located i n  either the 
Greater Cairo or Alexandria area. They prate a wide range of products 
including garmets, food products, leather goods, cosmetics, wooden 
furniture and fabricated metal products. 



U S E  production is concentrated i n  the area of final consumer 
gwds. I n  terms of percentage of the total mrk force, the largest 
groups i n  the ISIC 4-digit level are; furniture (12.4%), fabricated 
metal products ( 12.2% 1, and tailoring ( 10.5% 1. Very small u n i t s  
play an important role i n  this sector, with 37% catecprized as 
one-person shops, and another 28% w i t h  only one employee. 

Available studies on W1s i n  Egypt reveal problems typical 
to the sector. SME1s experience poor access to financing for 
mrking capital and invesb3nents, due primarily to a lack of 
collateral and l i t t l e  contact w i t h  established financial 
institutions. High levels of canpetition exist with local producers 
accanpanied by low income levels. Low incane is also due to limited 
inventories and products, yielding a low return on labor. There 
prevails an inadequate knowledge of basic business, management and 
technical operations, especially chose s k i l l s  necessary to expand 
businesses, enter new product lines and enter new markets. There is 
a lack of access to needed training and technical assistance i n  
rudiinentary business practices, marketing, pricing and technical 
aspects of busineses, and certain legal impediments (or absence of 
incentives) exist to formalize businesses and employing workers. 
Based on AID and World Bank experience wi th  SME support projects 
arand the world, it has been f a n d  that productive sector 
(manufacturing/artisanal 1 SSE Is demonstrate the highest increments 
i n  productivity and new employment generation for each dollar 
invested i n  the participating firm. 

A market analysis was undertaken i n  May 1988 as part of 
project development to  determine social characteristics of small 
eneerprises. Indepth interviews were taken of 45 SME1s i n  four 
manur~cturing sectors (a  non-randun sample). The sectors included 
ready-made garments, leather, metal and woodwork. These f a r  
sub-sectors were selected because they play a significant role i n  
private sector atplt and have a potential for further expansion. 
The individual interviews were supplemented by grcups meetings w i t h  
an additional 25 small-scale business people. (See AMeX N for a 
more detailed discussion of the survey) 

One of the plrposes of the analysis was to..g~esent a 
socio-cultural profile of small-scale entrepreneurs, the tar;=t 
group of the program. 

The majority of SSE entrepreneurs who participated i.n t h i s  
study started cut as apprentices and then broke-off to s tar t  their 
own business. Most micro-entrepreneurs i n  the survey are 
enterprising people who have established their workshops thragh 
hard work and perserverance. Two-thirds of the study poplation run 
their businesses i n  rented shops and the remaining one-third own 
their business locations. T h i s  is not surprising given the very 



high cost  of property i n  the comrmnities of Cairo and Alexandria. It 
is estimated that  75% of the t o t a l  number of SSE's Egypt a r e  located 
i n  Cairo and Alexandria. 

m s i n e s e s  studied operated for an average of 12.5 years. 
Entrepreneurs with t h e  greatest  longevity i n  business work i n  t h e  
leather and footwear industry, while the  sub-sector with t h e  newer 
entrants is ready-made clothes. The most c m n  ownership pattern 
i.s t h e  s ingle  proprietorship wi th  27 entrepreneurs or 60%, fallowed 
by family ownership a t  27%, and fewest were class i f ied as 
partnerships w i t h  just  s i x  entrepreneurs, or 13% of t h e  t o t a l .  

Employment patterns favored ncn-family workers with 70% of 
a l l  workers hired a s i d e  t h e  family. I t  was famd tha t  the 
b s i n e s s e s  with the higher fixed asse t s  had the  greatest  amount of 
employment. In the sample, the average of t o t a l  assets  is 
L.E. 14,521, w i t h  the  low end a t  L.E. 7,966 i n  leather and footwear 
manufacturing and the  high of L.E. 26,070 for t h e  metal industry. 

Average gross sales per month a r e  just  over L.E. 16,280 with 
the low end of t h e  scale  among leather and footwear business a t  jus t  
under L.E. 4,770 and the highest monthly gross sale f igure  of L.E. 
37,315 for  t h e  metal industry. Production sales figures per month 
were a l s o  u t i l i zed  t o  help estimate t h e  current, shop capacity of 
the sample of enterprises vis i ted.  The average operating capacity 
for the t o t a l  45 enterprises was nearly 52%. The ready-made garment 
business demonstrated t h e  highest operating capacity of 67%, while 
leather and footwear had an estimated capacity of only 32%. The 
last two figures represent a f a i r l y  accurate picture of the current 
s ta tus  of the  garment and leather industries. The ready-made 
clothing industry is enjoying a boan and is expanding very rapidly. 
The expansion is being f e l t  by the micrc+scale enterprises a s  well, 
and their owners admit t o  good sales during t h i s  period. On the 
other hand, the  leather and footwear industry seems t o  be passing 
thrcugh a d i f f i cu l t  phase due mainly t o  the considerable increase i n  
raw material prices and marketing problems. 

The most common marketing approach of the SME entrepreneurs 
interviewed is d i rec t  sales t o  final custaners.-With the exception 
of s i x  entrepreneurs (garments and lea ther )  who sell a portion of 
the i r  production on t h e  international market, t h e  r e s t  s e l l  
danestically (57% local and 38% regional sales). 

Major Financial and Management Constraints 

me of the objects of t h e  survey was t o  determine what 
f inancial  and management constaints a f fec t  t h e  small-scale 
entrepreneur. The survey sought detailed responses on c red i t ,  the  
varicus formal and informal c red i t  scurces, and how t h e  SMEfs a r e  
managed. The survey resu l t s  conclude tha t  there was a potential  for 
expansion but that  lack of c red i t  for cap i ta l  was a constraint. 



Very few entrepreneurs have been able to secure loans fran 
formal sector banking instiutions. Five of the entrepreneurs 
interviewed said they were able to secure bank financing. One loan 
was for a house, the rdning far were enterprise investments. 
nJo of the far enterprise loans were arranged thrcugh special 
programs of HIPCO (the Handicraft Industries and Productive 
Cooperative Organization) and DIB (the Developnent Industrial Bank) 
for small-scale industry. 

In practice the productive cooperatives do not lend money. 
Very few entrepreneurs said they had dealings with a cooperative. 
Conditions for membership include presentation of a canmercial 
license, registration and tax cards, plus an initial membership 
fee. They went on to say that the cooperatives provide few useful 
services. The businessman who received the DIB loan borrowed L.E. 
150,000 to expand his small-scale, furniture business. The loan was 
repayable over 10 years with 13% interest plus L.E. 50 service fee. 
Of the two remaining proprietors to receive a bank loan, one was 
able to secure a loan amnting to 
LA. 1,500 (garme:,2-3 industry). Collateral provided included 
promissory notes ~d the guarantee of a plblic sector employee. The 
last entrepreneur to receive a bank loan was operating a metals 
industry shop and obtained L.E. 20,000 to plrchase machinery and 
equipnt. The remaining respondents, many of whan deal with banks 
for other services such as savings or checking acmnts, stated that 
banks require a higher collateral than they ctxlld provide, and that 
they cculd not locate a bank willing to provide small loans to 
businesses with limited assets. 

The interview findings point to more difficulty in securing 
bank loans among the micro-scale entrepreneurs. Most use a variety 
of informal mechanisms. A conrmon practice among the garment, 
leather and metals industry entrepreneurs is to plrchase raw 
materials on credit. Althcugh sane material suppliers require a 
major cash payment up front, and a short term to repay, (one-tm 
months), the total plrchase price remains six to eighteen percentage 
points higher. The furniture manufacturers interviewed all are 
forced to pay cash for theis lumber. The alternative to high cast 
supplier credit is for the business owner to requeag an advance 
payment for contracted orders and pay the supplier cash. Thirty of 
the 45 business owners followed this practice to provide themelves 
with the necessary working capital. 

Borrowing f ram family/f riends or participating in "Gamayaw 
are c m n  scurces of business finance (26 and 27 of the 45 
interviewers respectively ) . %amayaW is practiced everywhere in 
Egypt to cover personal or family expenses or to pay business 
debts. The obligatory-savings, lottery-credit system requires a 
mnthly payment of fran L.E. 50 to 100 for a period 10 to 12 months, 



as agreed among members. MBnbers draw lots  to  determine which month 
they can ut i l ize  the entire group savings. 

Partnerships appear to  be dying out in  the ks iness  
camunities interviewed. Only one entrepreneur obtained credit fran 
a friend acting as a s i lent  partner, or "morsharkah." "Morsharkahm 
is usually an unregistered transaction and apparently is often 
between friends and neighbors. The amount borrowed was L.E. 5,000. 
The agreement between them was to invest the money for one year, 
af ter  which the entire amcunt plus approximately 2cjq of the profit 
would be paid to t h e  s i lent  partner. 

After finance, marketing was inentioned as the most serious 
constraint t o  business s tabi l i ty  and future growth. Observation and 
c m e n t  by the interviewees points to  the need for mgement  and 
technical assistance to  enhance management s k i l l s ,  and improve 
productivity, lowest among the leather goods and wood production SSE 
entrepreneurs. 

When asked abcut their future plans, the vast majority of the 
respondents expressed interest in expanding their businesses. Plans 
included hying new machinery, working two fu l l  shif ts ,  buying more 
raw materials, opening new show-roans, and expanding to  reach the 
export market. Estimated costs of expansion ranged from L.E. 500 t o  
L.E. 50,000, with the majority of the propri.etors responding in t h e  
L.E. 10,000 to  30,000 range. 

Major Social Factors Affectinq the Project 

The surveyors faced two social issues affecting sucess of the 
project . 

(1) The role of the individual in the formation of a group 
is one issue. Althcugh most of the SSE camunities here in Egypt 
are collections of similar type enterprises, suggesting a basis for 
cooperation amng one another, SSE entrepreneurs are  generally very 
independent and secretive abcut their transactions and financial 
status. The idea of joining a group to rely on others to obtain a 
loan and to  nutually support one another is newian$ a t  the cutset 
was rejected. There is an i n i t i a l  reluctance to  becane involved. 

The formation of informal solidarity groups is important to 
success of the project. For such a program t o  have a major impact, 
the largest number of micro-businesses should be reached. The most 
viable method proposed, therefore, was that of informal solidarity 
groups through which credit would be extended and managed. The 
micro-entrepreneurs would form themselves into a grcup of potential 
borrowers. The process of selection would be delegated to the group 
i t s e l f ,  ensuring that only responsible members are  included. 



This idea was presented to each of the entrepreneurs who 
responded t o  the structured indepth interview and t o  an additional 
number who participated in the grcup meetin-. An explanation of 
the program's objectives was given a t  the onset. Its a~proach, 
dealing with the micro-entrepreneurs as  businessmen rather than as 
recipients of subsidized services, was eiqhasized. Ini t ial ly,  
individual businessmen seemed reluctant to endorse their support of 
the project. They were unable to envisage the advantages it wculd 
offer and expressed some dcubt in their abil i ty to form groups. 

A plausible explanation for this  i n i t i a l  reluctance on the 
part of individual businessmen might have been their inability t o  
grasp the concept of the informal group. Hence, it was important 
to redefine and interpret t h i s  concept t o  the real i ty of their 
circumstances and to  focus on their importance, a mechanism *Arcugh 
which cost of credit cculd be reduced. The group meetings promoted 
open discussion and exchange of opinions concerning the  feasibility 
of t h i s  approach. Thrcugh the meetings, the entrepreneurs cculd 
identify a ccrrPnon need for credit and redlize the advantages gained 
fran the program. It was discovered that the reluctance of 
participation centered on the concept of one grcup member 
guranteeing t h e  repayment of another. Following a good 
understanding of t h e  opportunities for assistance offered, they 
expressed enthusiasm and willingness to  participate in such a 
program when it becames available. One of their suggestions, 
hcwever, was that a written description of the project be 

, distrituted among them. 

The advantages of forming groups are  many. The major 
advantage for the SSE project participant is access to  financing. 
I n  Egypt the group members w i l l  not guarantee one anotherst loan but  
instead w i l l  receive subsequent loans only upon satisfactory 
performance or pay-back of the entire group. In th is  way, the 
anticipated peer pressure for limely payment upon a l l  members acts 
as a grcup guarantee mechanism. In  time other advantages a u l d  
evolve cut of the grcup including grcup mmbers prrchasing raw 
materials in t a l k  and opening new market cutlets with canbined 
finished products. 

For the fmndations , the advantages of the'.&cup mechanism 
center aramd the potential to  reach large numbers of people, 
develop a significant-sized portfolio and reach self-sufficiency 
within a reasonable period of time. 

( 2  1 Egyptian Social and Religious Tradition on Payments for - 
Financial Services 

In Egypt religious and social tradition affect the design of 
t h i s  project. With approximately 80 percent of the poprlation 
followers of the Islamic faith, there is need for sensitivity using 
terms to  describe how project beneficiaries w i l l  pay for financial 
sem ices. 



The re l ig ias  issue is quite straightforward. Whenever possible 
the terminology "interest ratesw or "interest chargesn is not us&. 
Rather term such as cost recovery or self sufficiency are used. 

Init ial  reactions were negative to  inchding c a t s  for 
credi?, but attitudes changed after examining current reality. The 
most corrPnon access to working capital for SEE entrepreneurs is 
supplier credit. The businessren realize the real cost of t h i s  
credit (commonly two to three times more than estimated project 
credit costs) and two, they spoke of khe costs to them i n  time, 
paper work and legal fees when they attempted to obtain credit fcan 
formal financial institutions. I n  addition, the entrepreneurs cculd 
appreciate the need for a Foundation to cover costs and if it 
didn't, the project wculd not be able to continue. 

Resolution of the Issues in Project Design 

It was decided that the grcup guarantee concept wwld not be 
implemented i n  Egypt. Rather, subsequent loans wculd be provided to 
individual SSE entrepreneurs only if  the total grcup portfolio was 
performing within acceptable parameters. Th i s  places some 
responsibility on the group for individual performance and for 
additional credit w i t h o u t  requiring an individual guarantee. While 
the effect on the portfolio performance is the same, there was a 
turning point reached i n  the discussions abcxlt the grcup concept 
w i t h  the enkrepreneurs. The entrepreneurs appreciated that there 
were real costs associated with delivering credit and that they 
could have an impact on lowering costs. 

Understanding these two points and further realizing that the 
entrepreneurs were being asked to assist in the management 
responsibilities of the portfolio to help lower costs resulted i n  
the grcup concept being met with enthusiasm. A t  the end, the 
entrepreneurs expressed understanding of the project design and 
realized the advantages of their participating. 

A. Sustainability and Spread Effect of the Project 

I n  order to  examine the issue of sustainability and 
diffusion, the analysis examines activities supported by other 
donors such as the World Bank. The World Bank had fcur projects and 
fran these developed useful lessons and guidelines for sucessful 
projects. There is limited but  useful experience with credit 
programs i n  Egypt thrcugh OXFAM and the Coptic Evangelical Grcup for 
Social Service (CEOSS). We cite these programs and draw general 
conchs ions abcut diffusion. 



The World Bank Is Experience 

spport activities for microenterprises were carried cut 
mainly thrcugh the Urban Developnent Proje- Department of the 
World Bank. The major objective of these projects was to relieve 
urban poverty thrcugh improving access to social services and 
through increasing incomes. While the first goal was easily plrsued 
thrcugh slumupgrading and sites-and-services schemes (construction 
of low-cost hcusing projects, provision of sanitary health 
facilities), the second proved more difficult because there was no 
consensus on the best method to increase incanes and no clear policy 
abcut funding microenterprises. 

The target group was defined as those people or enterprises 
who had no access to institutional support. There was no 
specification of activity, incane level, or assets. And enterprises 
in the service and trade sector were considered as worthy of funding 
as those in the manufacturing sector because they also generated 
j.ncome. The prime objective was to improve productivity rather than 
ko create jobs. 

A further decision had to be made as to the choice of 
collaborating host omntry institutions since the WB does not (and 
catld not) manage projects on its own. It was found that large 
canmercial banks were often unsuiecable because they were not 
organized to handle large numbers of necessarily small loans. 

Important lessons can be learned form the f a r  projects - in 
El Salvador, Guatemala, Manila and Calcutta- funded by the Urban 
Developnent Department of the WB. First, the involvenent of 
voluntary organizations in a supportive role (especially grass roots 
organizations with experience in low-incane areas) was critical 
because of their first-hand knowledge of potential clientele. These 
organizations could explain the program to the participants, 
m a s i z e  the necessity of loan repayment, and screen likely 
borrowers. 

Second, technical assistance was not a necessary canponent of 
these projects. While initially technical assistance was to be 
provided, in none of the f a r  cases was it actually,implemented due 
to borrowers' illiteracy, lack of time to attend training seminars, 
and lack of intersat. Since many of the microenterprises were 
involved in siple productive activities, they did not need 
technical assistance, aside from rudimentary accounting procedures. 
The cases demonstrated that, even withcut technical assistance, 
incane levels and the number of jobs increased. 

The Bank found that five guiding principles shculd be needed 
to make microenterprise support schemes financially viable: 
1) W u a l  loan repayment guarantees by members of borrower groups; 
2 )  frequent collection procedures; 3) i.nunediate action on default 
payments; 4) built-in warning indicators to identify problem cases; 
and 5 )  cost-control mechanisms. 



The program shculd be flexible enough to change if original 
plans are fcund inadequate to meet the needs of the target grcup. 

In Egypt two WOs, CEOSS and OXFAM, have carried cut small 
credit projects for SSEs. 

1. CEOSS: The CWSS Income and Employment Generation 
project was initiated in July 1983 with financing provided by U W D  
and Catholic Relief Services (CRS). Funding was secured to cover 
project activities over a three-year period. The project is 
implemented in Minia Governorate. Its main goal is to promote 
~ral-based incarte-generating and employment projects. 

CEOSS's off-farm income generation program is divided into 
fcur distinct projects. Under the Loans for Developnent activity, 
credit is provided to the very poorest of the self-employed or 
potentially self-employed in Minia and Assuit. Clients are 
extremely poor vendors and others engaged in petty trades and 
services, as well as the totally unemployed whose incomes are below 
LE 20 Egyptian Pcunds per month and may be as low as the LE 5 
Egyptian Pcunds provided thraugh the government social pensions. 
Originally, most af the beneficiaries were very poor women, many of 
whan were widows or divorcees withcut families to s u b r t  them. 
Recently, however, there has been a greater number of men among the 
borrowers. Individual loans have been granted (ranging between LE 
100 - LE 1000) to generate employment and increase incanes thrcugh 
micro enterprises such as grocery/kiosks, animal/pcultry production, 
sewing/knitting machines, irrigation prmps, carpentry and other 
equipnent/tool kits. Loans have also been granted for graup 
enterprises (ranging between LE 3000 - LE 4000) to start businesses 
such as cement brick production, village restaurants and bakeries. 

Implementing Organizations: The program is carried art by 
CEOSS/CRS in 26 villages in 9 districts-6 districts in the Minia 
governorate and 3 in ksuit governorate. CEOSS activities are 
concentrated in al-Minya (50 percent), Cairo and Assuit (40 
percent ), and 10 percent elsewhere in Egypt. CEOSS has a staff of 
325 employees. It is one of the largest Egyptian WOs, and 
considered by many donors to be the most effectfvq,_ The Ministry of 
Social Affairs is an observer on the CEOSS 8-person Board of 
Directors. 

Results: CEOSS has hilt an incane generation canponent into 
a well-established and effective ccrrmunity develomnt scheme in a 
number of town sites in Minia and Assuit. The CEOSS Income and 
Employment Generation project is considered one of the most 
successful credit programs implemented by a private voluntary 
organization. Field staff in charge of loan's disbursement, as well 
as technical assistance and follow-up, are of high professional 



standard as a It of the regular in-hcuse training they receive 
in camunity and small business creation. Each field 
worker is 25-30 project feasibility studies per 
month. 

been measured by the size of credit fund 
to LE 100,000 since pragram 
(2 percent) is a second indication. 

rate should be increased 
administrative costs (10 

percent 1. I 
One of/ the innovative features of this program is the Grcup 

Enterprise prpram. This program promotes the development of 
cooperative and worker-owned enterprises in local canrmnities. The 
current cuts!;anding grcup enterprise projects are seven, each grap 
consists of three individuals. Loans for groups are quite high with 
a m a x i m  value of LE 5000 per grcup. The mst successful grmp 
enterprises supported by CEOSS are: cattle fattening, p l t r y  
raising, ratbit raising, dairy production, furniture manufacturer, 
and carpentry vnrkshops. 

In addition to financial and managerial assistance, CEOSS 
provides loan beneficiaries with training at their ISTA training 
Center. 

2. OXFAM has two credit programs for the urban poor. - 
A. The Zabbaleen Small Industries Credit Program (ZSIP): 

The Zabbaleen Small Industries project (ZSIP) was financed by 
OXFM and implemented at the Moqatea Garbage Collectors (Zabbaleen) 
settlement in Cairo ( 10,000 inhabitants ) . The program's main 
objectives are: a) to increase the income of the zabbaleen thragh 
the introduction of reprocessing technology and specific machines. 
b) to create a healthier environment by providing use for waste 
materials that pose serious health hazards. c) to build the 
institutional capacity of the local WO, Garbage Collectors Society 
(Gameya ) to manage a revolving credit scheme. .. .. .. 

The program bascially consists of setting up a revolving fund 
to extend loans to camrunity residents to upgrade their waste 
recycling capabilities through the use of appopriate machinery, 

Managing Institution: Ttle credit fund has been Inanaged by 
"The Garbage Collectors Society at Mcqattamm ( Zabbaleen Gameya ) , 
which is a private voluntary organization that extends social, 
technical and financial services to the local canrmnity. 

Start-up Date: The ZSIP has been implemented over two 
phases. Phase I was initiated in June 1983 and Phase I1 in June 
1984. 



Size of Credit Fund: Phase I program set up a revolving fund 
of LE: 33,770. An additional LE 60,000 has added during Phase I1 
(July 1984 ). The total size of the credit fund m n t e d  to LE 
93,770. Currently, the revolving fund operates on a LE 138,500 
budget. 

Size of Portfolio: LE 107,991 for machines fran which 33 
clients benefited and LE 18,109 for working capital are extended to - - 
18 clients. 

Procedures of Client Selection: ~pplications are submitted 
to the Gmya office. Client selection is determined by a canmittee 
consisting of 6 board members, the gameya acccuntant and !be 
administrator. Their role is to review applications, assess 
viability of enterprises, and submit recamendations to the board of 
directors for the final decision. A check is then issued to the 
beneficiary. 

Loan marantee: Each client signs a loan contract 
s t ip la t ing  the size of the loan and the terms of disbursement. 
When khe loan is u s e d  for the pxchase of equipment, the machine is 
registered i n  the gameyals name u n t i l  the client repays h i s  last  
installment. Ownership of the machine is then transferred to him. 
A small number of applicants received loans for working capital. I n  
such instances the beneficiary is required to sign a check for the 
amount of the loan, which is used as collateral i n  case of default. 

Observations: 

( A )  The zabbaleen Gameya has been responsible for the entire range 
of program activities, fran selecting loan beneficiaries to 
disbursing loans and monitoring activities. One of the program's 
deficiencies is that individual loan receipients do not receive any 
technical assistance during business start-up. 

(B) The current interest rate ( 10 percent ) has to  be increased to 
enable the Gamp to cover its administrative expenses, and to  
enccurage micro=kusiness owners to  deal wi th  actual costs, inflation 
rates being approximately 20 percent. .. ._ 

(C) Interest rates for the camnercial and service sectors should be 
higher than the charge for industries. This wmld encourage 
micro-industries to invest in the c m n i t y .  

( D )  The Board of Directors has to try enforcing the grcup guarantee 
mechanism to overcome the high default rate m n g  program 
beneficiaries. The grcup guarantee system has proved successful i n  
the same c m n i t y  when administered i n  another incane-generating 
project . 



B. OXFAM: ~ n m e n e r a t i n g  Project for  Female-Headed 
~ o u s e h o h s  

Back round: The I n e e n e r a t i n g  project  for  Female-Keaded 
Hcuseho rP- d s  is a c red i t  and technical assistance program which has - - 

been co-financed by OXFAM and the Ford Famdation. Specific program 
objectives are: 

( A )  Providing female-headed households wi th  loans and/or s k i l l s  
required t o  s t a r t  and manage small incane-generating enterprises. 

( B) Drawing +these women in to  the network of cammicat ion and 
information concerning productive opportunities i n  the canrmnity. 

( C )  Establishing a cadre of trained female personnel i n  low-incane 
c m n i t i e s  capable of maintaining t h i s  program a f t e r  assistance 
program ends. 

The project is being implemented i n  two low-incane 
c m n i t i e s  in  Cairo, the Moqattam Zabbaleen c m n i t y  and t h e  
Manshiet Nasser main settlement.. The program operates through group 
lending. 

Managing Inst i tut ion:  EQI in  cooperation with t h e  Zabbaleen 
Gameya (Garbage Collectors Society), both WOs. 

Start-up Date: August 1986. 

Size of Credit mnd: A t  project start-up,  LE 10,000 was 
allocated for  the revolving fund; LE 4,000 has been disbursed. 

Size of Portfolio: The s i z e  of the port fol io  is LE 5,950 
divided as  follows: 

m i p n e n t  LE 850 7 c l i en t s  
Working Capital LE 2600 24 c l i en t s  
Goats LE 2500 28 c l i en t s  

Client Selection Procedures: The actual  'selection mechanism 
is tha t  of "self-selectiong. ~ r c u p s  a r e  formed by the women 
themselves a f t e r  they a r e  made awaie of t h e  grcup's function and of 
the possibi l i ty  of subsequent loans. 

Procedures for  application, approval, dishrsement and 
collection: 

1. Wanen apply in  grcups t o  t h e  project extension of f icers  who a r e  
appointed fran t h e  c m n i t y .  

2. Written applications a r e  submitted t o  the Gameya. 



3 .  The extension officers meet with the groups to disass their 
individual projects and to insure that the group is cohesive. 

4.  A loan management cormnittee, consisting of members of the 
Gameya, the local priest's wife, and an EQI representative, meets 
once a month. The committee reviews group applications and approves 
loan disbursement. 

5 .  Loan disbursement is carried cut by the Gameya accountant and 
the collection of monthly installments is the responsibility of the 
extension officers. 

Observations: Project philosophy relies on credit group 
guarantees. The credit group is the main guarantee mechanism. The 
members of the g r a p  -sign a contract specifying the total a m n t  
of the loan. So far, repayment has been quite high w i t h  most graps 
meeting payment deadlines. The high repayment rate is a good 
indication of the functional role of credit groups for social 
pressure. Technical assistance is provided directly to the grcup 
rather than to individual beneficiaries through technical courses 
and on-the-job training. Some difficulties are still facing the 
project due to favoritism exercised by the WO board members, and 
l i t t l e  nutual support and cooperation between beneficiaries. 

Conclusions abcut %stainability and Diffusion: The 
characteristics that determine sustainability and diffusion in these - 
cases include: 

( a )  The existence of a c m n i t y  organization that educates p p l e  
on new technology and innovations; 

( b )  The active presence of a camrmnity-level organization as an 
effective voice for the people. 

( c )  The level of credit is tailored to  the level of canplexity of 
the small scale enterprise. 

( d )  Participation of the small-scale entrepreneur in a group which 
selects' loan recipients and engages i n  some type of guarantee for 
individual repayment performance is crit ical  to success. 

C. IMPACT: 

I n  this section, answers to 4 questions serve to structure an 
analysis on impact, I n  general the conclusions strongly support 
t h i s  project, and as with other experience, these projects are among 
the most succsessful i n  economic terms. Social impact is positive 
and beneficiaries achieve high rates of benefits from the project. 



(1) What is the probability that the project w i l l  achieve some 
spread effect? 

I n  terms of the likely spread effect of project benefits, 
sukstantial evidence fran evaluations of other small-scale credit 
activities indicates that a t  the individual incane level, change is 
substantial and that effects on employment and number of jobs 
created is also positive. 

I n  the case of Peru between 1975 and 1981, the Rural 
Development Fund of the Industrial Bank of Peru disbursed 6200 loans 
totally $42 million to 3000 small entrepreneurs. A t  the end of s i x  
years, survey data showed an increase of 160 percent i n  average 
declared sales of borrowers. Each loan dollar extended produced on 
average a $.21 increase i n  gross incane per year. Sales increased 
at  an annual average of 31 percent and net profits increased a t  an 
annual level of 54 percent. 

I n  Egypt, one measure of social impact is the size of the 
credit portfolio and whether that fund expands or contracts. me 
CEDSS program began i n  1983 w i t h  a credit portfolio of LE 52,550 and 
today it has increased to Le. 100,000. The low default rate of 2 
percent is another indication of success. OXFI.:H1s Zabbaleen Smal l  
Industry Credit Program (ZSIP) started with a revolving fund of LE 
33,770 i n  June 1983 and increased to LE 93,770 i n  June 1984. Today 
the OXFAM ZSIP credit fund total LE.138,500. 

( 2 )  Are project activities suitable for replication? 

Exact replication of project activities fran one camunity to 
the next is generally not a wise policy. I n  the World Hank's 
experience with fcur projects, one of the recamnended principles is 
that the program be flexible to change i f  the original plan is famd 
not to meet the needs of the target grcup. Each camunity differs 
i n  its credit needs, and the ability to  adapt the program to the 
unique characteristics of the cannrnity is h p r t a n t .  This 
principal is evident i n  the case of the CEOSS progran when the 
grcuplending portfolio was modified to accanmodate to a smaller 
number cf grcup participants. CEOSS originally.st~ctured its grcllp 
lending portfolio to  grmps of 20 or more members. After sane 
modifications, the number of participants i n  the grcllp was reduced 
to nine or less. Currently, CEOSS extends loans to  7 groups, each 
grmp consisting of 3 individuals. 

I n  the case of t h i s  project design, promotion teams enter the 
camunity a t  khe b e g i ~ i n g  of the project to advertise credit and 
technical services of the program. I t  is this ini t ia l  prmtion 
which w i l l  determine whether there is danand for the services. The 
init ial  survey concluded that there was a demand for credit, b u t  
credit needs vary by c m n i t y  and it will be the task of the 
promotion team to determine what credit needs exist and how to 
tailor the services of the project to  the carmunity. 



( 3 )  Can project activities and benefits be expected to continue 
beyond the l i f e  of the project? 

Projections are that benefits ar!? project activities not only 
wi l l  continue beyond the l i f e  of the project, but  that the credit 
system w i l l  become self-sustaining by year three of the project. I n  
the case of the credit canpnent, a collateral acccunt of U.S. $8.0 
million is set  up for each Foundation into a savings acccunt a t  
selected banks. mnds will be drawn on these accants as loan 
demand is generat* by branch officers. The acccunts and funds made 
available for credit w i l l  each earn sufficient interest to have the 
fcundation self-sustaining by year three. By the end of year 5 the 
leverage of the accant w i l l  have reached 2: l  or twice the banks' 
init ial  funds w i l l  be available for lending to small-scale 
entrepreneurs. The assumptions are that the cost of borrowing w i l l  
be 30 percent per annum and that the default rate on the loans w i l l  
be less than 2 percent. 

( 4 )  What is the probability that there w i l l  be an equitable 
distribution of benefits among small scale entrepreneurs who 
participate i n  the program? 

Projections and prior program experience indicate that 
benefits are distributed equitably amng participating groups of 
enterpreneurs. Evidence from other programs such as the Grameen 
Bank in Bangladish indicates that participants have additional 
income and are able to s h i f t  resources to new activities which yield 
more income. Additional capital to poorer groups such as 
small-scale enterpreneurs is utilized i n  productive ways to increase 
income further. 

In Latin America, the level of beneficiaries served by 
microenterprise intervention varies by the level of social 
complexity of the target grcup. A t  the lowest level, the 
microentrepreneur does not perceive thenselves as entrepreneurs but 
are doing what they can to  support themselves and families. They 
are marginal entrepreneurs and require intensive intervention to 
build self-esteem. A medium level of organization ir~volves 
rnicroenterpreneurs w i t h  a basic understanding of' business 
principles. An example of entrpreneurs a t  Level I1 of complexity 
would include such professions a s  tailoring, small vending and 
street vendors. The most advanced group, Level 111, are 
microenterprises with good business s k i l l s  and a clear understanding 
of business principles and the market opportunities. Assistance 
will vary according to the organizational level of the micro 
enterprise. What worked i n  every instance was the existence of 
small informal grarps within the c m n i t y  to guarantee the loan and 
provide assistance to members. 



This project will be targeted at groups of 1-15 employees 
engaged in khe manufacturing sector. The level of social 
organization with this grcup is Level I1 or 111. The importance of 
creating a viable c m n i t y  organization with active participation 
by beneficiaries is a critical component in the project. 



Annex K 

Administrative Analysis 

As indicated in the accanpanying organization chart, the 
Foundations in Cairo and Alexandria will be organized arcund a Board 
of Directors, and Executive Director, and three departments. The 
three departmnts are the Department of Administration, Department 
of Operations, and the Department of Training and Technical 
Assistance. 

ORGANIZATIONAL CHART 

1. The Board of Directors 

The elected board of directors will have principal 
responsibility for the; i) establishment of Foundation policy, 
ii) approval of its program budget, iii) determination of the 
program direction; iv) participation in fund raising efforts, 
V) pranotion of policy dialogue with the COE in support of SMEs, and 
vi) in consultation with USAID/Cairo, will name the SME projectst 
Executive Directors. 

2. The Executive Director 

The operations of a program dedicated to the provision of 
services to SSEts must be highly streamlined if there is to be any 
hope of covering costs. Therefore, it is indispensable to appoint 
an individual who will take pride in building an efficient 
organization, as omsed to building an institution noted for its 
large number of staff. The experience of this individual should 
indicate his or her capacity to accanplish specific objectives with 
limited resources. 

The proposed Organizational Chart portrays a rather small 
central office, given the scope of the projected program effort. The 
central office will be staffed by 10 to 15 individuals, several of 
whan will be support personnel. .. ._ 

In addition to the Executive Director, outside support from 
lawyers and management advisor, there are three Department 
Managers. The Manager in charge of Administration, the Manager of 
Operations, and the Manager of Training and Technical Assistance all 
report to the Executive Director. The responsibilities of these 
department heads are outlined below. 
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3. Ihe Department of Administration 

Administration is responsible for t h e  management information 
system (MIS) of t h e  entire project operations including; i) 
contracts and payroll records of a l l  personnel, ii) contracts and 
payments of all temporary advisors, legal s taf f ,  and consultants, 
iii) the accounting system for a l l  credit operations and incane f r m  
other sources such as management assistance classes and paid-for 
TA, iv) a profit and loss statement for each branch office, and v) 
an overall accounting of the entire proqram to  include, a sources 
and uses of funds account, operatiom cash flow, and a balance 
sheet. The Department of Administration in the central office w i l l ,  
among other i~~lportant functions, act as a control mechanism for each 
of the branch office credit operations. The daily credit 
information is channeled fran the branch offices to portfolio 
control in the main office, which is verified by the monthly bank 
statements, independently canpiled by the Foundations' selected 
banks. Portfolio control then passes t h e  information to  the 
accounting office. Any anmalies, between the branch office 
accounts and the cooperating bank is provided on t h i s  topic in 
Annex G, Technical Analysis of Project Operations. 

4. The Department of Operations 

The Operations Department's main function is to  provide 
credit to groups of participating small and micro entrepreneurs. To 
t h i s  end, the department of Operations Manager oversees t h e  
act ivi t ies of a group of branch offices, each with its branch 
manager and extension officers. A t  the outset the Executive 
Director may also direct t h i s  departmnt. Each branch office credit 
activity is controlled by the canplterized systems of both portfolio 
control located in the Department of Operations and the Department 
of Administration, in charge of a l l  accounting. While the  
organizational chart depicts a separate Training and Technical 
Assistance Department, it is in fact an extension of the Operations 
Department, with the course teachers, technical consultants and 
other, cooperating TA programs (e.g., WOs providing management 
assistance t o  SSE's) working in and out of the branch offices. 

Too many SME1s have been observed t o  e$Sd a t  a rapid pace 
during the f i r s t  two or three years of obtaining credit, only t o  
collapse due to  mismanagement. A program providing access to  credit 
has, in addition, an equally important respnsibi l i ty  t o  the client 
to provide access of management and technical assistance. SSE 
entrepreneurs w i l l  often continue to request ever larger amounts of 
capital, u n t i l  they reach a level where they are unable t o  manage it 
profitably. In order to  assist  the entrepreneurs avoid creating 
nore difficulties than they already have, access to  management and 
technical assistance is essential. 



Branch Office Managers 

The main function of the branch office manager is to  be a 
canrmnicator and pranoter of the Foundations' program philosophy and 
support methodology. The branch manager rmst be able t o  effectively 
canrmnicate and pranote these concepts t o  h i s  or her staff and, as 
importantly, to  the participating SSE entrepreneurs. I t  is not 
necessary that the Managers of the  Branch Offices be adept i n  
finance. The canputerized system of ,portfolio control w i l l  provide 
a l l  of the required financial information i n  a simple format in 
order to permit adequate control over a significant-sized loan 
portfolio. 

b. Extension Officers 

A s  explained in Annex G the Extension Officers w i l l  be 
responsible for developing a high quality loan portfolio and 
assessing management training and TA needs of the participating SSE 
owners. The primary strategy for covering operational costs are the 
internally generated funds (margin charged t h e  borrower over the 
costs of money and operations), of the portfolio. Further, the 
proposed incentive system for operations office staff encourages the 
Extension Officers t o  manage ever increasing amcunts i n  their loan 
portfolios. In addition, the Extension Officer w i l l  help formulate 
cost effective approaches in the consultation with the participants. 

5 .  Department of Training and Technical Assistance 

The structure of this  department is unlike the other two 
described above. The Manager of the Department of Training and 
Technical Assistance must serve primarily as a l i n k  between t h e  
demand for training and TA activi t ies fran t h e  entrepreneurs, 
generated by the Extension Officers of the Department of Operations, 
and the supply of these services by contracted trainers on an as 
needed basis. In order t o  minimize costs there w i l l  not be any 
full-time training or educational staff other than the Manager of 
the Department. In the organizational chart the dotted lines to  the 
sub-departments are i l lustrat ive of t h i s  contractual relationship. 

This manager w i l l  develop links with a nuher of sources to  
provide appropriate instruction for SME entrepreneurs (e.g., IDDC, 
and WO's) where links can be established. 

The Department Manager w i l l  also develop contacts w i t h  
individuals or canpanies that may be interested in absorbing sane of 
the cost of TA to  broaden their sales or experience i n  wcrking wi th  
t h i s  massive market. Examples include: 



a. Trading houses interested i n  developing a new market for  
t h e  s a l e  of machinery. Technicians could be provided t o  t r a i n  
operators of the machinery with the i r  cost  absorbed i n  the  pr ice  of 
the  machine(s1; 

b. Canpanies required t o  import par ts  for  national 
production have an incentive t o  purchase locally. Meetings with 
SSE's and larger-scalz manufacturers could be arranged t o  determine 
t h e  f ea s ib i l i t y  of such sub-contracting arrangements; 

c. University students could be involved i n  a project  
working w i t h  SSE's. Basic management or  marketing assistance 
a c t i v i t i e s  by the students have been awarded wi th  c red i t s  toward 
graduate studies,  e.g., Mexico and Thailand. 

The responsibility is t o  know what is available for  the 
cannunities t o  be served and t o  u t i l i z e  such services wherever 
possible. I t  should be noted tha t  it is unrea l i s t ic  t o  attempt t o  
provide space in  t h e  Branch Office's fo r  such courses. If the 
program is effective,  demand w i l l  exceed available space. A more 
appropriate s t ra tegy is t o  take the  course t o  the cannunity. 

6. Staff  Incentives 

In order t o  expand the  project, maintain a healthy 
portfolio,  work toward self-sufficiency and reta in  good s t a f f ,  both 
Foundations w i l l  u t i l i z e  an incentive system. 

Extension off icers  w i l l  be treated by management and t h e  
acccunting department as individual operating or  business units .  
Their di rect  costs w i l l  consist  of the i r  base salary plus payroll 
taxes, etc. and the i r  indirect  costs  will equal twice their base 
salary t o  cover the expenses of support s ta f f  a t  the Branch and Head 
offices.  Bonuses w i l l  be paid once d i rec t  and indirect  costs a re  
covered by specified i n m e  generated by the Extension Officers 
portfolio.  This incane is 100% of net incane generated on loans t o  
micro-scale enterprise and only 20% of net incane generated by 
small-scale business loans. The recamended, additional incentive 
placed on micro-scale enterprises is included . to encourage both a 
more rapid project  expansion and focus on the prikary ta rge t  group. 

The s t a f f  incentives a re  projected t o  begin the second 
quarter of the second year of project  operations. Based on the 
surplus incane figure ( t o t a l  incane l e s s  gross salary or  gross costs 
of salary t o  the  Extension Officer . The Extension off icer  w i l l  
receive 20% as a bonus (see chart 111, in  Annex HI. No bonus is 
received i f  defaults ,  defined as  loans more than 180 days iate, 
surpass 1.5% of the managed portfolio.  



The Branch Managers and the  Branch Secretary are a l so  
included i n  the s t a f f  incentive design. Inclusion of the Branch 
Manager should act as an incentive for  the manager t o  find ways t o  
improve t h e  capabi l i t ies  of the Extension Officers. The secretary 
is included because h i s  o r  her wrk-load w i l l  increase with t h e  
expansion i n  t h e  nurnber of SSE cl ients .  

The Branch Manager's incentive has been calculated a t  18% of 
the bonus generated by each Extension Officer, with an assumption 
that  there w i l l  be an average of s i x  Extension Officers per Branch 
Manager . 



ANNEX L 

UNITED STATES GOVERNMENT 

memorandum 
REPLY TO 

Roger L. Russell P.E., P;S/PS &!? 31 6 < 4  
SUwECT: Micro Enterprise Project-Environmental Section (263-0212) 

I 

TO: Peter Downs, PDS/PS 

Please review the following for inclusion in the Project Paper: 

Environmental Section 

The activities of this project qualify for a 'Categorical Exclusionw under the 
provisions of CFR 216.2(c) Sections (2) ( x )  and (xiii). The project provides 
funds to Egyptian private, non-profit organizations which will act as 
intermediate credit institutions whose objective is to assist in the 
capitalization of small businesses of 15 or less employees; providing working 
capital loans of up to 10,000 L.E. and capital for fixed equipnent and 
machinery. AID'S objective in providing financing does not require knowledge 
of or control over the details of the specific activities under the project. 

OPTIONAL F O R M  NO. I 0  
(REV, 1401 
C I A  CPMR (41 CFR)  101-1 l . a  
1014-111 



'I UNITED STATES GOVERNMENT 
1 

O ~ T C :  June 1, 1988 
memorandum 

REPLY TO 
ATTN OF: Roger L. Russell P .E., PDS/PS 

Mission Environmental Officer, Egypt 
SUEICCT: 

Environmental Statement for Project Paper 
Micro Enterprise Project No. 263-0212 

TO: 
Mr. G ~ M  Whaley 
Ms. Kathryn Saterson, ANE/PD/ENV 

?he Mission proposes the following as part of the Project Paper: 

Environmental Section 

The activities of this project qualify for a "Categorical 
Exclusionw under the provisions of CFR 216.2(c) Sections (2)(x) 
and (xiii 1. The project provides funds to Egyptiar. private, 
non-profit organizations which will act as intermediate credit 
institutions whose objective is to assist in the capitalization 
of small business of 15 or less employees; providing working 
capital loans of up to 10,000 L.E. and capital for fixed 
equipnent and machinery. AID'S objective in providing financing 
does not require knowledge of or control over the details of the 
specific activities under the project. 

This project is straightforward as described and no additional 
information would be gained concerning Environmental concerns 
through further study. In the absence of further guidance frcan 
ANE/PD/ENV, USAID/Egypt proposes this memo as concurrence by A I D D  
to a "Categorical Exclusion" for the project. 

OPTIONAL FORM NO. 10 
(RLV. 1-80) 
OSA FCMR (41 CFR) 101.11.8 
1010.1 14 



ANNEX !: 

The analyere presented below are d ram trom lntervlcum w l t h  o f t l c a r a  and 

arnagcrru o t  Lire vnrtouu t n r t l t u t l o n u  ur we 11 rla w r l L l . w t  11u1Lur1.1ln ,111tl l ~ r c v l u u v  

r t ud ia r  rrvnllablc t o  tlre t a m  f ron AID and other ucurcrn. 

I n  1963, the I n u t i t u t a  o f  Smll Indur t ry  (LSSL) u r m  urtubl tshad I n  

cooparrt ion wt th ' IU)  t o  u r r v r  tha p r i v r t a  ractor.  In 1968, th* Pny l~~uur lng  

and I n d u r t r t d  t k r l g n  and D8valop.at Cantar (ULDDC) wa8 r8 t rb l l r had  t n  

cooparrt ion w i th  UNIW t o  re r v r  the publ ic  uactor. I n  1977, the tw 

l n r t i t u t l o n r  war8 merged togrehat under the nam of  EIDUC tu murvr both the 

publ ic  and p r l v r t a  ractor8. 

The center t 8  a f f l l i a c d  w i t h  tha Orgrnlrat ton uf Ynginrertng Cndastrier 

which ruperv i rer  a l l  pub l i c  rac to r  f r c t o r i e r  i n  thm rnginearing l n d u r t r i r 8  

f ia ld .  Th* cuntvr 11 bared i n  Cairo, w i th  branch o f f  i ca r  i n  A l rx rndr t r  and 

I r u i l i a .  The COE, with o t b r  doaorr such r 8  AID, Uorld hak and thm C;TZ, 

provide itr fwdiag. 

IWC providar a wid. crag. of tachaical  rad  u n r y u r i a l  uerv ic r r  t o  m u l l  

rad ndiw ladur t r iar .  Thr crn ta r  o € f r r a  the Co'tlowlny urrv icur:  

Trchaology adaptatioa, choicr and r a l r c t l o n  o f  ucNnrry/uquLynent, 

procarr onyinraring, aathodr rngi luer ing, t lw uCudlr8 and ntrndrrdr, y u a l l t y  



con t ro l ,  l ayouts ,  j l g  and f i x t u r e s ,  and Lndus t r ta l  s a f e t y  training. IDM: 

c o n t a c t s  2,000 perronu each year through the  r x t u n ~ L o ~ r  program. 

Marketing avnrrgement, f i n a n c l a l  management, record-keeplng al:d a c c o u ~ ~ t i n g  , 
productLon aanngrmanc, parronnel  management, product c-oacL~rg and c o ~ t  

nna lya te ,  mnnngeoacrt t r a t n i n y ,  sub-cotrCractlng ~ r a l n l n g .  

Market tnfonraclon,  machinery/ raw macar la l s  s u p p l i e r s ,  Lmportat Lon d a t a ,  

expor t a t l un  da t a ,  Local product ton d a t a ,  Lnduntry c l e u a t f  Lrrrtlun, pruduc0t 

-nu€ ac tu ra  r r ,  and a r e a  uurvey t r a i n i n g .  

Iadur t ry  prof i l e a ,  C e a u l b l l i t y  r t u d l e r ,  teehnlcal /oanayerLal  c n l l a b o r a t  Lon 

wi th  o t h e r  ngrnclea lnvolved i n  SSY duvelopwne.  Thu c u a t v r  a l n u  Iran iln 

i n d u r t r t a l  d a t a  bank t o  t a c l l i t a t e  l n d u r t r t a l  nub-contract lny.  

IUUC doer not providr  credit d l r e c t l y  . Howvur, L C  vrnnv irud rec*uurrucrrlr 

c l ien t .  t o  thm Dlvelopmanc I a d u r t r h l  b o k  (ULI). About one-thlrd of t h e  

c r a c a r ' r  c l l e n t r  arm f i ruaced  by 011. 

Traim&U Crrrw: 
.. - 

'Ihir l a  t h e  corm of th. c e n t e r ' r  opmratlona. The cvn tu r  o f fv ru  a va r lv ty  

of voca t lon r l  and u n r y r w n t  courar r .  In r d d l t l u n  t o  utandard ~ ~ r o g r - s ,  

c u r t a i r e d  on88 are rlro of f a r e d  to ne t  t h e  nuedr of its c l l e n t n .  Cor~ruen 

l a a t  a feu dry* o r  waek., bared on t r a l o l n y  nredu. 



Target Croup: 

Th%LDOC cater8  a l n l y  to  amall and medium Ll~durtr lau whose vork Ecrce 

range* beLveen 5 and 300 people. Tho c l l en tv  urc dlrtlrtbututl r~iaol~g Lllu 

following tnduetrter:  mataL working and Ltght e q l n e e r t n g  - 4YX; t e r t l l e a  uad 

garment8 - 14%; agro-indurtry - 7%; uoudworking - 4%; Leuther - 3%; 

a l r c t r l c u l  and ~ L e c t r o n l c r  - 32; chemlcalu, glnmu, pnpur, roclwtrlwt l w  uncl 

handicraft  - 2% each. 

Thir center  La branch o f f i c r  of the IDW/Cairo and doer not have any of 

t h r  vocational  t r a in ing  f a c i l i t i e r  of Cairo. Houever, LC l n l t l a t &  t ra ln lng 

courrer  In  accounting, coat  accounting, cornputera, prof e c t  demlgn, qua11 ty  

control  and uurketing. Itr p r i u r y  c l l u n t 8  for  t r a ln lny  and tcrchnlcal 

mrimtance a r e  thore e n t a r p r i r e r  vhich a ra  borrowera from the Development 

Iaduutr la l  Bank. 

ma eaa ta r  r u f f a r r  from two u J o r  llmitnttonu. Yirrt, L t  l w  not 

pa r t i cu la r ly  a t t u a r d  t o  tha  n w d r  o t  muller - yi t rupteneurr  .- . Sucondly , the 

burrwclrat lc l n a f f i c i ~ a c i ~ r  typ ica l  of public agunclur u y  rrducu Ltn 

f l e x i b i l i t y  and et fuct ivenerr .  

Navorthulerr, i t  ir f d t  t h a t  th. IDM ha* a g o d  potetr t lal  o t  hcomlng 

ooa o t  the p r inc ipa l  coadul t r  t o  ba ured by t h i s  profact  t o r  t r a in ing  and 



technical aeaiatance to  n i c r o  and small Lnduntrlee. However, L t  Ln 

reromended tha t  the propolred ptoJect make unr of LUUC training m 1 1  

wo~knhopu/ f 'ac t !~ t le~ through cuor;ractanl procuremeurl 11t uprc l t  lr ncrv l r rn  u1ld 

technical  knowledge on evlected t r a l n l ng  cuurnen. 

Name of Lnet l tut ion:  Union of  Production Cnopernt lve~ - 
Buck~round : 

Enabling Lagielat ton f o r  a nyutem o f  v o l u n t ~ r y  producers' ( . o c ) p ~ r i t t l ~ e ~  wau 

f i r r t  puvned 111 1956 u r  Law 317, and uc~u n u h ~ ~ t t t ~ ~ l a l  l y  r e v l ~ v t l  u l r lvr  I.cw 1 1 0  

i n  1975. This law v r r  derlgned to  encourage the maall producerr~ t o  to rn  

coopuruttvea, and empowarm ruch o r g a n i z u t t o ~ r ~  t o  cicdectr~ku H wlde vnr le ty  uI' 

a c t i v i t l e r  on behalf of t h e l r  wmbaru. 

The una l l  r ca l e  producurm w r e  def ined by tlreuu Law8 uu lhunr? 4 t h  ntne 

employeem o r  leer,  and s u m a r i l y  labeled 'harafrytn,' o r  handicrn f t  uorkrra. 

Under the 1975 law, they oparr te under the u l t t a a t e  ruperviulon of the 

MnluCry of t o m 1  Coverruant, whi le  'r8811 ttrduntrlur ,' lega l l y  clef 11rrd as 

tho r r  v i t h  10-50 employeer, are under the ruperviulon of  tha H i n i r t r y  o f  

fadustry. 

Law 317 eatablish.8 8 h i e ra r ch i ca l  structure f o r  prodwClva cooperaliver, 

rr r h m  bolaua 

1. The h a i c  o t  P r i u r y  Prodwt ive  Cooperat tvr:,- i s  formed of a t  11?nut LO 

propr la to r r  from w i t h i n  a riqlr induutry crr cluvLur of  r l u v v l y  re la ted 

h d m t r i r 8 *  I h r r e  u y  b. m y  number of cooparativar w i t h l n  a g i v r n  

lndurtry.  M a r e  arm ampouerrd t o  undrrtake the fol lowtny: 

a. tde'r i t i fy work uypoctunitiaa; 



provide machinery, equipment, mater ia ls and spare parts; 

undrrtnke marketing and exhibt t ionn; 

atudy the market and uaslat  mefaburn tu  l t r l  l o r  Lhalr  producLLoci 

accordingly; 

pravtdc connult tn# uurvtrau reyanl lug p r tdwL 1011 r r ~ r t l  I~IIII l l r y IVIIIL rol ; 

borrow t ctm bunko on m y r l o r t t y  ban l~ UL nu l~ r t l d l ~c t l  I lrLcr~!*L r r l L w  c~~rd 

on-loan t o  members; 

trntlcrtrrkc Ltnport and axport nc t i v  1 t Len (III hvhal C o t  rnlvnlwrn ; 

receive grantr  and loanr from any eource w l t h  whtch L t  huo no cont l l c t  

of  Lntereat; 

charge member~hlp Caeu (no upper L t m l t ) a  

2. The UIIL ted Productive Coop~errtivam : Thts Level o f  coolmr& l ve  

oryarrlzntlon con r i u t r  o f  u n i t u  made up of tw u r  murv buulc ur prl lurry 

co-opr i a  the same o r  re la ted  induut r ier .  I t  i n  empowred t o  undercab 

the aumu a c t l v t t t u u  rr thora L i r t ed  under ( 1 )  above t o r  t h l n  Lnrger #coup. 

Th i r  Level i s  no t  r e a l l y  operat ional  i n  Egypt; 1t e x l r t r  only on paper. 

3 The General Productiva Cooperative: Thin Level o f  organizcct Lon unl ten a l l  

cooparativer o f  a r i n g l a  i adu r t r y  i n t o  tha nat iona l  f ramuork.  I t  i s  

maadatad t o  do tha €oLlouing: 

a. car ry  out productloo-ralated reraarch; 

b. plan conrmyt ton o f  raw m t a r l d m ;  

c. import tau  utrridr; 

purchuct rau u t r r i a l 8  wholard8; 

b u i l d  f actor imr u ran r i ce  induu t r l u a  t o  tha lnduvcry lnvo lve~ l  ; 

orro v8hlc lar  f o r  d i s t r i b u t i a g  raw u t a r i a l r  and d i r t r i bu t ln ( (  products; 

uxport  product8 ; .. .- 

put sa axh ib i t ioar ;  

advurt lua product#; 

e u t r b l l r h  and oparr ta dar ign/anginaar tg  of Elcar; 

provtda tuchnicaL conru l t i ng  uarvlcer so wmburu; 

b u i l d  and oparata vocational t r a l n l ng  cantarn; 



a borrow from banko and on-Loan to  membern; 

n. publtclzc the lnduutry. 

4. The Central Union for  Productive Cooperation: A t  t h i s ,  the hlg&et Level 

u f  productlvc. cooperrtlvu orgrnlzntlo~i,  Lhu 1lr1L Lo~lwlrlc t-uopvrctL Lvun tlru 

Jolnad Lnto a slngle unlon. The rcn t rs l  t,i*ku ot thls u ~ i l u ~ ~  c'ctlLt!r around 

overall encouragement of p r o d u c ~ l ~ c  cooperstlon and eupervlston uf yrclrly 

budyutu ot the cooperatlvuo, am u:lu.;n beLou: 

planning of cooperative productf on; 

cennuu of vorkeru by claauificatlon (Induntry); 

for every Lnduvtry vi th  LOO or more workers, encoura~ing the 

developaent of a coopurat lve; 

encouraging tho vp i r i t  of couparutlu~r through rerearrh, ~.xi~I~nngtl of 

experience vl th  international and Local cooparativea, e tc .  

convttwltlon ulid operation of vocvtlonuL t ru ln l~ tg  ceaterw; 

holding conference8 oa productivv couperntlvuu und eandlng delegate8 

t o  much cut~Eeruncar held by otharu; 

cuordinrtion butwea produetlve roopurcrtiv~m and other L y p m  IJC 

cwperativeu; 

planning uuriatance t o  ~ m k r  cooprattveu in  technical, f inancial , 
Legal, and coopurative a f fa i r s ;  

resoluCioa of coaf l ic t r  betveea cwperativeu and withln board@ of 

dlruccorr of i d i v i d u a l  cooperrtiver. 

A l l  a t  tha them lava l r  of cooperatlver Ln HlPCO . . . the Ayency for 

h o d i c r r f c  Iadurtr iar  a d  Productive Cooparativer. Utabl ished Lo 1973 undar 

thr di rac tonhip  of a Vicr-lUairtet of the U n i r t r y  of Local Coverruont, I t  

w u  i a i t i a l l y  natioaal level  agaricy with r a s p o ~ i b i l i t y  f o r  overall  

.d.ioirtr8tlvm ruparvirioa of cha cooperativer. k part of tha 

decencrrllxatioa p o l l c h r  of tha national governmat, a l4lnlwtrriri Uacree Va8 
larued in  1980 which e r t a b l i r h d  r Dlrectorrhlp of Productive Cooparation in 

each of the Coveraorate8. Slaca that  tin, the p r t u r y  rmrponulhillty of 

HIPCO ha8 b a n  to mtva a8 the national level Ltnk batwen the cuupvratlveu 



and che government/ public ueccor. 

Whl l e  chl s LegnL framework encitlea the produccl ve coopcrat l v e n  CIJ  

undercake A f u l l  range of acclvtclur co uupporc coapernctven, I r r  Cntst, very 

l i cc l e  implemencncLon ha. ensued. I t  appacrrn chuc actlve co-opcr .Ire rare,  and 

uru uovcly co bu tound in lnduucrluu ulrlch lwvc prcuulng m d  tq)pnrt!rtc rc.,lccorlr 

for cooperut l ng . 
Ac che presenc clma, according to Lndivlduals a t   ha Unlon Level, there 

ara approxiaucely 370 priaary productiva (or  rrtrcor) cooprntlvuv ulclr 500,000 

memberu. They lndicatud chat charm are rpproxlaucely 1.5 nl L Lloa crmul L 

vatraprunvurv outel de che pruductivo cooyarncl vu ~reabrruhl p. 

in diucuuvlonv with Unioo reprurencatlvem, uome clur tf lcut lon unn ohculnud 

oa che renricer whlch a re  provided to ~ m k r u :  

Trainin& - Yive percane of chm nut revenue oE member cwparcrtl ven Lu 

placed iaeo r training Luad ( e r t i u c e d  t o  be 100,000 LI annually). Yurt of 

chir fund goam t o  che Unioa and a portion scuyr u t  che local  LavuL. Thu union 

ha8 k e n  p r i u r i l y  iavolved l a  u l u q a a o t  traln:.ng with the rrrtrcuncle of che * 
Friedrich Ekr t  louadatioo. Adequate fuada a re  available for manayemrrrt 

t r ah ing .  tlourvar, voucioaal  training Lundr a r e  needed Loc urnall rcrlu 

mcreprewurr . 
Taehaical arrircance - Tha C.ncr.1 Union h u  a rpecif ic  d a p a r c ~ n t  for 

p rov id iq  cechaical u r i r caaca ,  buc t h i r . e f l o r t , i a  jure rcarcing. 

Credlc - A l l  cr rd ic  ropplird by the Credlc Union 10 tn  kind. Suppller - 
rod t au  maceriala a r r  provlded t o  urb.r cooy~rrc iver  and Linluhed good8 are 

purchuad a t  fixed pricar. 



Conc l u ~ l  one : 

The pruducclvu cooperaciver could provide uccrlrv co thou~ i~ l lda  o t  SSY 'u  who 

are members. Muc v l c h  cha l e g i r l a c i v e  h h c u r y  o t  the coopersclve movraent, 

che confusion over COL concroL, weak leaderuhlp, and rpparutlc Lick of 

v ideupcud support I n  the r m 8 l l  ucala ancurprlnu uuctor, che rrdvluablLlcy ot' 

u r ing  the Cencrnl Union o f  Productiva Cooprrat l veu ueedu aurh more curufuL 

rcudy. The cooparacive acruccure would ba of  very l fmlced benef i t  I n  chu 

extenr ion o f  credic. Houavar, chr 8truceuru rhould be conridered fu r thur  l a  

che dar lgn and.provia1on o f  c rcho ica l  areiucance and training. ColLaboraclon 

i n  there areas d g h c  burc ba undertaken a t  chu l e v e l  of chr Ceneral 

Cooprat iver ,  which h ~ v a  w t a  dlrec?t accerr and koouledga o f  the n e d r  of 

rpec i f  i c  uectorr. 

3. Privacu Voluntary Or~anizat ione:  

A. Producclva P ~ m i l l e 8  Sociacy . 

'Ih. Productlva h m l l i a o  Society war founded uu 8 PVO i n  1967, undvr YVO 

, Act Woe 32. f t o  p r i m r y  fuac t ion  ir t o  unhaqc. chr f d l y  'II pruduccivtcy by 

i n c r a u i q  i t 8  l n c o w  and l a  turn, improva chr f l l r i l y ' o  sundard  of  Liviny. 

I n  addit ion, PIS a l r o  a r r i r c ~  poor f u i l l v r  by pcovtdiny chum u t ch  low 

1nt.rrrt l o m a  and tcaiaiag. I h i a  w l f a r a  uaywnr  o l  cha i r  p r o y r u  rapre rmto  

appror imcely  LOX o f  cha i r  p a r t i c f  pat lag faml l le r .  YYS provlder 1 .~8  membuc 

f a d l i a r  u t t h  raw orrmrial; t o r  rha producrlon u t  ruedy-udu garmuncr vhich 



are wrke ted  chrough PFS- 

'me PYS I n  r l o u r l y  aIt ' i l l .acrrd t o  che W u l n t r y  ol Socl.iL Atl i l l rw. nost ot 

che voclecy workers i n  Cairo are on che M n l ~ c r y ' e  payrol l .  Hevarthclesn, the 

vuclaty l er rul l  by 11 pr l va tu  uertor board or d l  rcvrorn. 

The number of fami l ies  as r i r t ed  by PYS 111 Cdlro I n  over 3, N O ,  11t vhlch 

ronr ')OO arc* IM- l o w  Lila poverty 11 nu. 

PFSICol r o  has ea f cn members 140 rocteelee who produre, among ocher 

c o ~ o d i  t i e r ,  rcedy-mvdu gamencr. Those aembur nuc le t lcu o h c , # l ~ ~  t r  algn l  E l cnut  

por t ion  o f  t he i r  raw o r c e r l a l r  from PYS. They a lso market rom of the1.r 

productloa chrough PYS. 

Training, Technical Asristanca and b r k e t l n g :  

The Soctscy c ra in r  i t r  c l i enc r  l o  the use o f  sewing, embroidury and 

k n i t t i n g  mchinr r .  I t  o f f r r r  c h r r c  and rix-month courrer. I t also suppl ier  

tha c loth,  thruvd and production accuruoriur. The uociuty aarkacm l t u  

produetu throuyh a chain o f  r e t a i l  r t o r r r  and pemanenc exh ib i t s  Ln Cairo and 

Uuxundrla. 

Credit : - 
k a uecondary tuncrloa, the r oc i e t y  provldeu loanr a t  bX tn teruut  t o  

rbouc 300 o f  L t r  n m k t  f am i l i a r  who f a l l  k l o r  th. poverty Llne. The 

redpl rncm rrr uc?ruend i a  d v r a c a  by the M n l u t r y  o f  SoclaL UelEuru. A 

r r l a r i m l r  paycheck ir t y p i c a l l y  accrpcrd am col lacural .  The maxlaum loan ir 

LX 200 (US $90). Such loaar  rtr u rua l l y  uu;d-~or making d o m  puymencu on 

ueving u c h i a r r .  Ilrpaymeacr o f  chrre loanr approach LWX. 

Thir Lnrc i ture  l r  indepndeocly ory.nited und govurned by l c r  own board o f  



dlreccorr  elected from the p r iva te  eeccor. Ic ac t s  a s  an umbrella 

organ1 zaclon t o r  61 r o c t v t i e r  i n  Alexaadrta. Thoue mcmber uoclrclt-n crre 

ucclvu Ln nuarrouv Clulds m o w  which a re  rcndy-mdr c l ~ t h r u  and cmhrul Jery. 

~ b o u c  2,900 f mi l l e r  benrf lc  from PYS progrmu. 

The primary funccionr of the  PYS a re  :- 

Thv procureaclnc oC raw oacarislm d t  wholc.ltnle pr lcar  H I I ~  wcl l l tig ~ ~ o u  t o  

6 1  member uociecler ,  a r  we11 a r  lndivldurl  Cam1 l l e r .  

h r k a t i n g  ot" E lnished productr through , parmcrclrnt r rh l  bl t l  on ctu ve i l  ur 

nac lond  exhibit ionr.  Recall pr ices  a r e  about 102 t o  202 above cur t .  

Thiu provider PPS a vary r ign i f l canc  sonpeclcive edge l n  nnrkttctng. 

A ainor  part  of I t s  p r o y r u  i r  t o  r r r i r c  poor S u i l l t a  (a8 approved by ~ h r  

h:!.t..Eucry ot Socia l  Welfare) through t r a in in8  p r u g r u o  and rmaLL Loanr. 

The n u r k r  of per t ic ipaocr  i n  t h i r  progrum doer nor vxcrrd 1OX o t  the 

t o t a l  member f m i l i e a .  

Currently, PPS/Aleundria har 16 employee8 of whom only one 18 reconded 

from the COE (Wniucry o t  Socia l  Welfare), vh i lu  the  balance of toployeur a r e  

on-PPS' own payroll. 

Thm cargar g r w p  f o r  PIS reprcreacr a very low incom rmgwnc i n  Egypt. 

Soulag a d  g a r r a t  productioa ir th tocur of PYS traiaing. Many of t h e  

c l i eau  ham awet koa i n  bur iarar  a d ,  through PYY t r a in ing ,  r r u  t o r  chu 

f i r a t  tL. k i n #  pcoductivaly e n g q d  a d  nor bava a r k i l l .  

k chum Yt3 c l i r a r r  main addi t ional  rrperlencm, they cuuld beeow r 

lucura l  caryet  group f o r  l o a w  t o  be u d a  by tk new loundacion. Further, t h e  

organlzacional r k i l l a  o t  PtS r u f f  could bo uruful  r8 the Youndatlon k g i n r  t o  

promote group f o c v c i o o  l o  varicua loeacioaa chroughouc Cairo and Alexandria. 



B. Plan Ineernacionrl 

Back# round : 

Plan Incurnnrlonul I s  an f acernmcional l n n c l  r ~ ~ c i o n  bttnc?tl 111 ~ h t .  I1.S ~lndur 

che name of 'Yoocer Parenca Plan.' fc L m  tundrd by prlvacr rlolioru lrom Europe 

and Norch America. In 1981, L C  ocrrced Lcs 6gypclan operaclon. 

Services: - 
Ylvn Intatnvtlonal p r o v i d ~ ~  tha vary poor ufth bru': uupport;. Ed~rcnclucl, 

health, and hygiena a re  high prIorit ia8. Ilacrncly, P.I. ucnrced a vucaclonrl 

ukil l a  program. I n  collaburation 4 t h  IDIIC, t e  hnu n u t  rip I5 vov,atlocinl. 

tralnlng cancurs. Thure d m  a t  proaoclng curputtcry and uhououklng In poor 

c o u u d  cluu. 

Credi c: - 
P a t .  dtrburruu lorn8 rnnying from U 200 t o  LIZ 2,000 r e  no Intareat. In 

1987, they loaned a t o t a l  of LE 147,000. m e  default  race ir  30%. 

Targo c Croup: 

Plra Incrraatioaal r r rvra  impoverished f u i l i e s  vich m a v e r 4 8  lneow of 

tg 80/.onch. Th.7 o p r a c r  ta t h r r r  overcrovded, poverty-ecricken Cairo 

nrighhrhoodrr Old Cairo, Zlehrp  and Aia el Slrra. 'thsir mrrv!~es currently 

reach about 50,000 poph (hoar of houreholdr and Yui l ie r ) .  

P1 .a  facrrearioarl  l a  d r r i # o d  u roc ia l  w l t a r a  rachar than a buainrrr 

opracion. tc ir .or8 cooerraed wlth rubrircrnce rupporr than grnerrcing 

production. I e  r a w  t o  operrcr r f f ic ieac ly  a d  rrrch a broad baa.. 



The otganizaclon ueems t o  be v e l l  connacced ac the grauu-rooce Level.  he 

uci l l  rac1 on of  chuntr connarclonu marl Cu forchrr  ncudy by chc C'ocmdnc l wr. 

Crrrduacav of che vocrclond rk i l l r  progriim ialghc be good cargaca to r  

r rudlc .  



Background : 

OXFAM is an international non-profit organizat~on based in the 
United Kingdom. It was established in the early 40's alter 
World War 11 to carry out relief work in Europe OXFAM started 
to expand its scope of work in the 6O's, from providing relief to 
hungry, sick, or homeless people to placmg much more emphms 
on carrying out development programs. To finance ~ t s  programs 
the organization depended mainly on fund-raising efforts In 
England, priv-te donations, sales from the OXFAM gift shops, and 
income from. ''5 trading company. 

In 1975 OXFAM started its activities in Egypt as part of its 
regional program, which also included Yemen and Jordan. 
Assistance was given in the form of block grants to local groups 
carrying out welfare programs. OXFAM opened an office ir. Egypt 
in 1981 that supports groups working in agriculture, health, and 
d development. The Cairo office currently has six employees: 
three professionals, a part-time consultant, an administrative 
assistant, and a driver. Its annual budget is about LE 350,000. 

OXFAM provides the very poor with basic support in the fields of 
income generation, agriculture, health, and hygiene. OXFAM is 
not an implementing- agency, it assists local soups  technically 
and financially in managing their community-bsed programs. 
Health is a h a  priority on the Cairo office's agenda. Out of 20 

- .  

programs, fowtrar are in the h d t h  sector, including four with 
handicapped parom, three are ineomcgenerating, and three are 
cducat&l k nature. 

Training is a n w  area that OXFAM is planning to develop. It has 
started training PVO staff in program management and in 
innovative trchniqua for inducing comr, mity participation in 
program implementation and self-help. The f ir3t such course 
took place in Cairo, in April 88, and was attended by 20 
participants. The t ra inm consisted of OXFAM local staff and 
PVO program staff. This Id to a closer working relationship 



among both groups and a better understandlng of thelr respectwe 
roles. The course, wh~ch was conducted by a member ot 
OXFM/England education 
department, specializing in management techniques, proved 
to be very successful. Cross-sectoral tralnlng 1s an area In 
which OXFAM would like to expand. 

Credit : 

See discussion of two credit programs which follow . 

Target Group : 
7. . 

OXFAM serves the poorc of the poor by prowding basic services 
and financing social weif are programs. Although, the 
organization places great emphasis on improving the situat~on of 
women, the Cauo office has not succeeded in reachlng a larger 
number. Most of their programs benefit women indirectly, with 
the exception of one income-generating prqram that is directly 
targeted at  women'; Their programs are concentrated primarily in 
Cairo with a few in Alexandria. Their current programs are 
urban based, basically because the Cairo office is run by a very 
mail group of people and they don't want to overextend 
themselves; secondly, half of the Egyptian population lives in 
urban centres. 

OXFAM is primarily a social welfare organization that is more 
concerned with subsbtence support than with generating 
production. They haw recentiy decided to phase out of credit 
programs with ss& 8nd concentrate on training activities. The 
training program are well run and could k! supportive of loans 
to be provided by the Cairo foundation. .. .. 



OXF AM - Credit Program a1 - 

The Zabbalicn Small industries 
Credit Prqram (ZSIP) 

Background : 

The Zabbaleen Small Industries project @SIP) was financed by 
OXFAM and implemented a t  the Moqattam Garbage Collectors 
(2abbalet.a) settlement in Cr;a.ib (10,000 inhabitants) . The 
program's main objectiva are . a) to increase the 'income of the 
zabbaleen through the introduction of reprocessing technology and 
specific machnes. b) to create a healthier environment by 
providing use for waste materials that posed serious health 
hazards. c) to build the institutional capacity of the local PVO, 
-Garbage Collectors Society (Gamya) to manaRe a revolving credit 
scheme. 

The program basically consisted of setting up a revolving fund to 
extend loans to community residents to upgrade their waste 
recycling capabilities through the use of appropriate machinery. 

W a g i n g  institution : 

The credit fund has been managrd by 'The Garbase Collectors 
Society a t  Moqattam' (Zabbaleen Gameyo), which is a private 
voluntary organization that extends social, technical and financial 
d c e s  to the local community. 

Stut-up Date : 

The ZSIP has been implemented over two ;ham. 
initiated in June 1983 and Phase 11 in June 1984. 

9tr of Credit Fund : 

Phase I was 

Phase 1 program set up a revolving fund of LE 33,770. A n  
additional LE 60,000 were added during Phase 11 (July 1984). 
The total size of the credit fund amounted to LE 93,770. 
Currently, the revolving fund operata on a LE 138,500 budget. 



Number of Clients : 

Total outstanding clients are 46, and the total cumuiatlve 
number of clients from June 1983 to date IS 51. 

Number of Loans Provided : 

Total current outstanding loans are 48; the cumulat~ve number 
of loans made are 53. 

Type of Loans : 

Two types of loans . re  extended under thia program : loans for 
purchasing machinery (plastic granulation . xhines,  rag-pulling 
machines, carpentry machines etc. . ) and loans for working 
capital extended mainly to service and commercial enterprises. 

9iu of Portfolio : 

LE 107,991 for machines from which 33 clients benefited and LE 
18,109 for working capital are extended to 18 clients. 

Laa Terms : 

O q a d l y ,  Phase I and Phase 11 programs extended loans for 
investment and working capital a t  7% interest, repayable over 36 
months with a threcmonth grace period. Recently, the Gameya 
Board of Directors took the decision to limit the repayment period 
to a maximum of i8 months with a two-month grace period. 

later-t Rate : 

The project initially charged 7.0s on loans extended. The 
inkrest rate per loan will be increased tq. .lo% in the near 
future. 

Y..imum and Minimum Sue of Lours and Loan Average : 

Lorns disbursed ranad between LE 200 and LE 10,000 per 
beneficiary. Dwing the f i n t  two pham of the program the 
average loan size was LE 2,450. The Gameya Board of Directors 
has recently takm the decision that the ceiling on loans will be 
LE 1000 per applicant. 



Typcr of Clicntr : 

Industrial 
Services 
Commercial 

Default Rates : 

Till April 30th, 1988 total amount of loans disbursed was LE 
126,100. The default rate is 24.5%. 

Lending Criteria : 
e 

For an applicant to receive a loan, he must fulfill * ' * -  following 
criteria : 
a- be a resident of the Moqattarn Zabbaleen Settlement. 
b- have a clear economic need for the loan, and 
c be willing to pay a percentage of the price of the machine or 

set up expenm from his own funds. 

Procedures of Client Selection : 

Applications are submitted to the Gameya office. Client selection 
is determined by a committee consisting of 6 board members, the 
gameya accountant and the administrator. Their role is to 
review applications, a s e s  viability of enterprim, and submit 
recommendations to the board of directort for the final decision. 
A cheque is then issued to the beneficiary, 

Each client s i p  a loan contract stipulating the size of the loan 
and the term!, of disbursement. When the loan is uscd for the 
purchasr of quipment, the machine ia rqirtered in the gameya's 
name until the climt repap his lart instalment. Omerrhip ol  
the machine is then transfeted to him. A small number of 
applicanb received lams for working capital. In such instances 
the beneficiary is required to sign a check for the amount of the 
loan, which is used a3 collateral in case of default. 

to W i n g  Institutions : 

No linka to bankr. Management of the revolving crcdit fund is 
the Garneya's responsibility. 



Collection Procedures : 

Although clients are expected to pay their monthly installments 
at the Gameya, in many cases the Gameya Administrator is 
obliged to go from houu to house to collect late payments 

U s e  of Reflows : 

Repayment of loans, principle and interest, are added to the 
revolving loan fund. Reflows are used for the disbursement of 
additional loans. Non- payment ritks are taken by the Gameya 

Probbm Areas : 
- .  

According to the Gameya Director, the program's current 
def iciences are : 

a- No in-depth s w e y  is conducted in order to assess viability 
of loan prior to its approval. 

b- No effective-action has been taken to date by the Board of 
Directors against late repayments. 

Observations : 

a- The zabbaleen Gameya has been responsible for the entire 
range of progam activitim, from selecting loan beneficiaries to 
disbursing loans and monitoring activities. One of the 
program's deficiencies is that individual loan recipients do not 
receive any technical assistance during business start-up. 

ti The cument  interest rate (10s) has to be increud to enable 
the Gameya to cover its administrative expenses, and to 
encourage rniuo-b!'r.w ownera to deal with actual costs, 
'inflation rate bekq approximately 20%. . 

c Intrrcnt r a w  for the commercial and service sectors should 
be higher than the charge for industries. This would 
encourage micro-industrim to invrst in the community. 

d- The Board of Directon has to try enforcing the group 
guarantee mechanbm to overcome the high default rate 
among program beneficiaries. The group guarantee system has 
proved successful in the same community when administered 
in another incomrgtnerating pro jeck 



OXFAM 
- Credit Program * 2 - 

Income-(irnera ting Project 
for FemaltHeaded Households 

Background : 

The Income-Generating project for Female-Headed Households 15 a 
credit and technical assistance program whrch has been 
co-financed by OXFAM and the Ford Foundation. Specific 
program ob jectivcs are : 
r Providing fen.ile-headed houoeholds with loans and/or akrlls 

required to  tart and manage small income generatrng 
enterprixs. 

b- Drawing thae  women into the network of communrcatlon and 
information concerning productive opportunities in the 
community. 

c Establishing a cadre of trained female personnel in low-mcome 
communitie capable of maintaining this program after 
assistance program ends. 

The project is being implemented in two-low income communities 
in Cairo, the Moqattam Zabbaleen community and the Manshiet 
Nawr main settlement. 
The program operates through group lending. 

Managing Institution : 

EQl in cooperation with the kbbo1.cn Gameya (Garbage Collectors 
Wrty) (pvo). 

Size of Credit Fund : 

A t .  project start-up, LE 10,000 was allocated for the 
revolving fund; 
LE 4,000 has k.n disbursed. 



Number at Clients : 

Total outstanding currently 59 beneficiaries, formmg 
( ~ ~ r i l  30th. 1988) 19 credit groups 

Total cumulative from start to date 59 beneficiar. *s, forming 
19 credit sroupa 

Number of Loans Made : 

Jotal outstanding currently 
Total cumulative 

Type of Loans : 

toans were disbursed for the purchase of equipment, as working 
capitnl, and for the initiation of small animal husbandry projects 
(w3 * 

Size of Portfolio : 

The size of the portfolio is LE 5,950, divided as follows : 
Equipment LE 850 7 clients 
'~Vorking Capital LE 2600 24 clients 
Goats LE 2500 28 clients 

Loma Terms : 

Repayment xheduh are flex& and determined by the type of 
project. The 'kmdmum repaymart period, however, is 24 
montb. No gram period is granted and installments are repayed 
on a monthly basis. .. - 
Iaterast Rate : 

Thq interat rate was initially set a t  1098, and has now ken 
increased to 15% to cover a greater part of the project's 
administrative costs. 



Average Size of Loans : 

The Lverage loan size is LE 100 per applicant. 

Maximum and Minimum Size of Loans : 

There is no ~ e t  minimum, but the smallest loan di5bursed was LE 
75. The maxlmurn loan size, however, is set at LE 200 per 
applicant . 

Type of Clients : 

Indu trial 
Commercial 
Animal husbandry 

Default Rate : 1.7  % 

Lending Criteria : 

To receive a loan, a woman must fullfii the following criteria : 
1- Head a household, i.e. be the main provider for her family. 

This category includm widow, divorcees, deserted wives, 
etc.. . 

2- be mentally and physically capable of participating in an 
income- producing activity. 

3- be ready to join self-formed credit groups consisting of 3 - S 
women. 

The actuai &don mrc)unim is that of 'self-~lrction' . Groups 
are formed by the women themstlvrs after they are made aware 
ob the group's function and of the @ilit' of subsequent loans. 

Procedure for application, approval, disburument and 
cotledion : 
1- Women apply in group to the project extension officers who 

are appointed from the community. 
2- Written applications are submitted to the m a .  
3- The extension officers meet with the groups to discus their 

individual projects and to insure that the group is cohnive. 



4- A loan management cornmitttee, consisting of members of the 
Gamcya, the local priest's wife, and an EQI represen ta t ~ e ,  
meeta once a month. The committee reviews group 
applications and afprovm loan disbursement. 

5- Loan disbursement is carried out by the Gameya accountant 
and the collection of monthly installments is the responsibdity 
of the extension officers. 

Links with Banking Institution : 

None 

Usr of Reflows : 

As a revolving fund. 

Risk : 

Members of the group take the risk of default and delinquency. 

Problems Identified by t h e  Project Manager : 

1- Resistance of some women to meet repayment schedules 
dapite group pressure to do so. 

2- Excluion of the very poor women from the project due to 
unsuitable guarantee requirements and lack of sufficient 
support. 

3- Exercise of favoritism by the wlution committee. 

Observations : 

R w  philo6ophy relies on credit group guarantees. The credit 
group is the main guarantee mechanism. The members of the 
group a contract specdying the total .amount of the loan. 
So far, repayment has been qwte high with most groups meeting 
payment deadlines, The high repayment rate is a good indication 
of the functional role of credit group for social pressure. 
Technical asistance is provided directly to the group rather than 
to individual beneficiaries through technical courses and 
on-the-job training. Some dif ficultir, are stdl facing the project 
due to favoritism exercised by the PVO board members, and 
tittle mutual support and cooperation between beneficiaries. 



Background : 

CEOSS is a Christian community- based private voluntary 
organization which started its activities with a literacy program 
in 1952, in a small Egyptian village in Minia Governorate. Today 
CEOSS is one of Egypt's largest and most experienced community 
development organizations. CEOSS' main goal is to develop 
self-reliance - develop a vill~ge's ability and desire to help itself. 

- CEOGS field workers concehtrate on developing hcal village 
leaders. 

CEOSS' operation is highly structured w ~ t h  three mam 
departments in the fields : of Locai Development, Technical 
Scrvlca, and Learning Resources. Each department comprises a 
number of sectoral program3 ( ~ e  attached Organi7~tional Chart). 
CE(3SS field offices are located in Minia Governorate, with a 
branch office in Cairo. Their work i3 currently divided into five 
s t o n ;  Comprehendve Development, Agriculture, Resource 
Scrvica, Publishing, and Training. 

C E O S  is a community-based, comprehensive development apncy 
which providn multiple x rv ica  to the lower brackets of the 
Egyptian community. The following section briefly describes the 
range and type of b e e s  t h y  extend : 

o -: offer3 classes in 
literacy, home economics, health educat ion , f f i ly  plannina and 
Bible studim. The program alw includes vacational training 
activitirr in carpentry, electrical repair, sewing and knitting. 
Under this program loans and grank are extended to villagers to 
start their own bushesm. 

o P r m  : started over 30 years ago with the 
distribution of chi& to villagers, local honey production was also 
promoted through the distribution of bee colonies to local 



villagers. As a result farmers' incomes were increased through 
the sale of honey and the kc ' s  natural pollrnating act~vity 
improved the crop yield. Cattle fattening farms were set up to 
provide heat  to local communities at  subsidized prices, and to 
%we m a model to surrounding breeder?. 

- Pr0lqtts : have added a productive facet 
to CEOSS' multiple s e ~ c e  activities. its carpentry diop 3ells 
inexpensive furnrture produced by their trarnees. The 'Happy 
Home Center' produces 2000 items of ready-made garments per 
year. These two centers also prov~de trarning and job 
opportunities for local r&dents. 

. . *1h3 (.: 'Das El Thakafa' is one of thc 
largest Christian publishing houses in the Middle East. It 
produces Christian b o o b  which are distributed through street 
vendors and its own chain of store all over the country. 

- C- C a  : is a six-story 
well-equipped coaferrnce facility which can accomodate 100 
people. It wmes as a place of dixussion and study for both 
program participants and staff. 

Credit : 

Since 1980, CEOSS has actively supported the efforts of local men 
and women to initiate andlor expand incomrgenerating 
activities. CE- has received USAID and CRS financial support 
for this program since 1983, under a threeyear Income and 
Employment Generotion project. See discussion of credit project 
which fdows : 

T u g e t  Group : 

target group are the poorer a n d m o s t  disadvantaged 
segments of their communities. Both Christians 6 Muslims ate  
recipirnb of loans. The loan recipients are spread over some 40 
villagm in Minia Governorate. An a m m t  conducted in 1985 
indicated that 41% of the kntficiarir~ were women, more than 
half of the projects funded were new undertakings, and 60% of 
the beneficiaries were neither self-unpfoyed nor holding a steady 
job prior to the receipt of the loan. 



As indicated in the report, CEOSS is one of the largest and most 
succedul local community development organizations Its 
success is the result of a . hlghiy structured operation, wldely 
spread community-based sthff, strong emphasis on trainmg, and 
a strongly motivated team of office-based and field workers 
Close project monitoring by CEOSS fieid statf u the mam lactor 
behind the agency's overall program success and low default 
rates. 

A second contributing factor is training. All 

. . staff 
receive one . \ y z f :  of intensive training In 
employment genera tion programs as part 

CEOSS community 

thtir income and 
of their annual 

two-month training sessions. Written guidelines of program 
goals, eligibility requirements, and field staff responsibil~tres are 
provided to all field staff in their training manuals. 

CEOSS is definitely an agency that has the necessary 
organizational capabilities and flexibility to operate a credit 
program tarseted at  small mtreprenerus. I t  is also capable of 
extending the necessary training and technical assistance required 
for the implementation of a comprehensive program. 



The CEOSS Income and Employment 
Generation Project 

Background : 

The CEOSS Income and Employment Generation project was 
initiated in July 1983 with financing provided by USAID and 
Catholic Relief Servica (CRS). Funding was secured to cover 
project activities over a threryear  durahon. The project is 
implemented in Minia Governorate. Its main goal is to promote 
rural-based incomcgenerating and employment projects. The 
.~roject's main objectiv . were : 
h- to uperadc and r . . ~nd  the exi3ting Loans for [kvulpment 

Program, a program providing crdrt  and technical asistan& 
to income-generating activities and micro-enterprises of the 
very poorest of the self-cmployed or potentially self- 
employed. 

b- to initiate a loan - a:, opposed to grants - component with 
the agency%. existing Community Enterprises program that 
providn technical and f i n a d d  assistance to communrty- 
owned services (e. g. health, education), m well as economic 
ventures with direct community benefit including the 
establishment of a new and separate lending and 
management assistance scheme for private group enterprim 
which are not conntctd to village development committees. 

c- to initiate and rstablish vocational ~ki l lr  training activities for 
young men in carpentry, furniture painting, upholstery and 
palm-leaf work within CEOSS' ongoing slull's training program. 

h r b q  program imphentation, the foUowing modifications were 
introduced to the ori@d 04ectave~ : 
a- Thr Community hbqme program was dtopped and 

auktitukd by a lending &me for private group. The 
program now ptoyidea qdit  and mar;'@rmmt assistance to 
group-owned enterprises. 

Ir Under the vocatioMi skiIIs training program, training in 
woodwrlting har km rephcrd by furniture painting and 
upholstery, paim-led work w substituted by basic 
electricity and construction plestering. 



Start-up Date : 

The proiect was initiated in July 1983. 

Sue of Credrt Fund : 

In July 1983, the praject funds allocated for credit amounted to 
LE 52,550. Currently, the revolving fund operates on a LE 
100,000 budget. 

Number of Clients : 

Total outstanding clients are 718 and the total cumulative 
number of clients from July 198" !o date is 550. 

Number of Loans Made : 

Total current outstanding loans are 218 and the cumulative 
number of loans made were 550. 

Type of Loans : 

Loans were extended under the three program components to : 
individuals, groups, and graduatn of the skills training programs. 
The use of the loans varied from: loans for purchasing tools and 
quipment (sawing machin- represent more than 501 of t h m  
equipment 1 0 ~ s )  to loam for working capital. Some were 
extended to assist people in setting up Animal and Poultry 
breeding schemes. 

Size d Portfolio : 

The total she of the portfolio is LE 100,000; out of which LE 
40,000 were disbursed for equipment to .. 137 _- clients, and LE 
60,000 for working capital to 413 clients. 

The loan repayment period varia  in relation to the size of the 
loan. 'here are k c a l l y  two type of repayment schedules. 
Individual loans of less than tE 200 per client are repayable on a 
monthly bmb over a &-month duration. Loans a h  the LE 
200 bracket are repayable over a duration of 20 - 30 months 



with a grace period of one to two months depending on the .type 
of burinou. While group loans follow a repayment schedule ot 30 
to 36 m~nths,  with a grace period of six months. 

Interest Rate : 

Originally the interest rate was set at 6% per year, currently the 
interest rate is 4% for loans less than LE 300 per applrcant and 
10% for loans of more than LE 300. 

Maximum and Minimum Size of Loans and Loan 
Average : 

'-7 - 
Individual loans range between LE 50 ar LE 3000 per clrunt 
Group loans range between LE 1000 and LE 5000 each. The 
average size loan for individuals is LE 1150, whrle :or groups it IS 

LE 2750. 

Type of Clients : 

Industrid 
sewices 
Commercial 

Default Rate : 

Till April 30th, 1488, the default rate was 2%. 

Lending Criteria : 

For an applicant to receive a loan, he/she must fullfii the 
foUowiry criteria : 
a- be rmidmt of Minia Governorate 
b- have a clear economic need for the loan. 
Initid wnmLy of loan applicants is dong by the field staff 
residing in the villages. 

Client Selection Procedures : 

Applications are submitted to the field worker who is in charge of 
a te- number of villagm in Minia Governorate. In many 
instances, since the target group is the poorest of the poor, the 
field staff play a major role in the scrttning af suitable projects 



and individuals In the villages they are ass~gned to. They prepare 
application requests for applicants, submit them to the revrew 
committee and discuss them with the assigned loan officer. 
In-depth surveys are also compiled on each care, the file is then 
submitted to the technical review comm~ttee for final approval 
This committee comprises the Head of the .Economic ileveloprnent 
department, his assistant, the chief accountant, and the loan 
officer. Approval for any loan disbursement is carrled o u t  by 
this comrn~ttee. 

Loan Guarantee . 

- lndividual loans are guarantczd by a local vlllage k-,der who u 
accepted by the field staff. Group loans are gua! ?teed by a 
group contract co-signed by the members applying for the loan. 

Collrctiorr Procedures : 

Monthly r e p a ~ t n t s  are collected by the field staff in the wllagn * 

helshe is assigned to. 

Loan installments plus interat are added to the revolving loan 
fund. Repayment ridcs are carried by CEOSS. 

Problem Areas : 

According to the CEOSS Minia branch officer, one of the problems 
they are currently facing is lack of new project ideas and that 
more and more applications are submitted by well to do 
vtllagm. 

Another program corwtraint are the multiple program 
rqonsibilities of the single loan officer which limit the further 
expansion of the loan prosyarn. The loan officer is responsible for 
project aucument , follow-up, coordination and delivery of 
technical a+ristance/ttaining. 

The CEOS3 Income and Employment Generation project is 
considered one of the most s u c c ~ f u l  credit programs 



implemented by a private voluntary organlzmon. Program 
activitim cover over 40 communities in Min~a Governorate F~eld 
staff in charge of loan's disbursement, as weil at techn~cal 
assi3tance and follow-up, are of high profess~onal standard as a 
result of the regular in-houag training they receive In community 
devrlopmmt and small business creation. Each f~eld worker 1s 

responsible for 25 - 30 ptoject feasibility stud~es per month 

Program success has been measured by the size of credit fund 
which increased from LE 52,550 to LE 100,000 since program 
start-up. The low default rate (2%) is a second indicat~on. On 
the other hand, the current interest rate should be increased 
becamz it barely covers the program's administrative costs (10%) 

One of the innovative features of this program is the Group 
Enterprise program. This program promotes the development of 
cooperative and worker - owned enterprises In local communlt~es. 
The current outstanding group enterprise projects are seven, each 
group consists of three individuals. Loans for groups are quite 
high with a maximum value of LE 5000 per group. The most 
s u e e d u l  group enterprim supported by CEOSS are: cattle 
fattening, poultry raising, rabbit raising, dairy production, 
furniture manufacturer, and carpentry workshops. 

In addition to financial and managerial assistance CEOSS provides 
loan beneficiaries, with training a t  their 1TSA training Center. 



Annex N 

PWRKET M L Y S I S  O F  SSE'S 

The purpose o f  t h i s  market anal y s i  s i s  two- fo ld  : 

( 1 )  t o  present  a  soc io -cu l  t u r a l  p r o f i  1e o f  srnall-scale 
entrepreneurs who are the t a rge t  group o f  a  support 
program tha t  w i  1 1  prouide them w i  th  c red i  t and 
technica l  assistance.  

(2 )  t o  assess the SSE's c r ~ d i  t needs and the  f e a s i b i  1 i t y  o f  
promot ing a  comnunity designed and manag~d c r e d i t  
system. 

The f o l  lowing data  c o l l e c t i o n  instruments were used : 

A. Indepth in te ru iews  were a d m i n ~ s t e r e d  t o  a  purposeful  (non- 
randan) sample o f  45 SSE's i n  four  manufactur ing sec to rs  i n  
Greater Ca i ro  & Fulexantlria i n :  readymade garments, l ea the r ,  
metal and woodwwk, These 2 c i t i e s  haue the l a r g e s t  
concen t ra t ion  o f  SSEOs i n  a1 1 of Egypt, ~ s t i m a t e d  t o  be 73%. 
These fou r  sub- s e c t o r s w e r e  se lec ted  f o r  s tudy because they 
p l a y  r s i g n i f i c a n t  r o l e  i n  p r i u a t e  sector  ou tpu t  and hrue 
reueal  ed potcn t i a l  f o r  9ur t he r  expansi on. The i n  t e r u  i ews were 
conducted i n  seueral geographical zones where these 
businesset are c lus te red .  The zones are Mrnsh ie t  Nasser, Bab 

, e l  Louk, Shoubra, Helwan, & E l  MousKy i n  C a i r o a n d V i c t o r i a  
Maharun Bey, E l  Manshia, Ssouf , E l  Laban, and E l  Atareen i n  
A l  exandr i a. 

Bzse l ine in fo rmat ion  was ob ta  
: ( 1 )  h i s t o r y  of e n t e r p r i s e  

t (2) personal c h a r a c t e r i s t i c s  
(3) produc t ion  
( 4 )  market I n g  
( 5 )  f i nance  

ined  on the f o l l o w  

of en t e r p r  i se 

i n g  r 

(6) f u t u r o  p l a n s  f o r  expansion and foreseen problems and 
c o n s t r a i n t s  

0 .  Group meet Ings  were conducted.,wi t h  an addi t i  onal 25 m a 1  1 
sca lo  businesspeople t o  d i s c u s Y I n  more d e t a i l  the aboue- 
mentioned issues and t o  exp lo re  r e a c t i o n s  t o  the proposed 
c red i  t mechrni rm and i tr unde r l y i ng  ph i  l osophy. 

A term o f  3 s o c \ a l  surueyors and the p r i n c i p a l  
i nues t i ga to r  conducted the indepth i n te ru iews  and the Qroup 
meetings w i t h  the SSE's engaged i n  d iuerse  p roduc t iue  
sectors.  The surveyors were b r i  e fed  dur i n 9  seueral  sessions 



t o  ensure d e t r i  l e d  cowerage of r e q u i r e d  ~ n f o r m a t ~ o n  and t o  
acqui re  an accurate  u n d e r ~ t a n d l n ~  o f  the I nves t  ~ g r t e d  
quest ions,  They were a l s o  asked t o  p resen t  the group c r e d l  t  
mechanl un and t o  ge t  the buslnesunen's r e r c  t ions t o  i t .  

Successive m e e t ~ n g s  w e  h e l d  WI t h  the same group o f  
SSEts ouer r two-weeK p e r l o d  t o  p resen t  new concepts, d ~ s c u s s  
shared problems, c red t  t au.1 1 r b ~  l l ty,  ercprns~ on 
p o s r l b i  l i t i e s ,  e t c .  A t  these meet ings,  the ~ n t e r u ~ e w e e s  w e r e  
e n c o u r l ~ e d  t o  U O ~ C O  t h e i r  honest  op in i ons  and r c a c t l o n s  t o  
the proposed program, which r l m r  a t  r d d r e r r l n g  t h e ~ r  f e l  t  
needs. The purpose o f  these meet lng r  war t o  I ~ r t e n  t o  
business people,  thereby s e r u l n g  as an ~ n u a l u a b l e  t oo l  f o r  
deweloping the p r o j e c t  des ign p resen ted  i n  s e c t ~ o n  I X .  



A1 though the pub1 I C  soc t o r  dom~nates  the t e x t 1  l e ~ n d u s t r y ,  
ready-made c l o t h i n g  I S  c o n t r o l  l e d  b y  the p r  ~ u i t e  sec to r ,  
rccsun t  i ng r 70% o f  the t o t a l  rordr-made garment product  I on, 
Moreover, most o f  there SSE'r are m i c r o  b u r ~ n e r r e r  w l  t h  I @rr than 
I S  emplorees. 

O f  the t o t a l  o f  45 c a r e r  covervd tf t h l r  s tuds,  13 were 
bu r l nes re r  engaged I n  mak l n g  a  w a r  I e t ?  o f  garments, three o f  
whlch wore w n e d  and r u n  by women. Seven Q n t e r p r l s e s  w e r e  l o c i t e d  
~n Ca i ro ,  6 ~n A lexandr ia .  Most bus~nesses  were bo th  home-based 
( 9 1 ,  i n d  p r  l u i t e l y  owned ( 6 , .  The awerage age o f  t u s l n o c r  I 8 8.3  
years, demonstrat i n 9  t h i s  b u s ~ n e s s  s e c t o r ' s  rocen t expansion and 
development. Only 6 people work ing  ~n h ~ s  sec to r  were 
appren t i ced  i n  s imi  l ar P;sinesses. The rema in i ng  7 en te red  the 
business from d i v e r s e  bac lgroundr .  One was a pub1 I C  sector  
employee, i n o t h e r  a  housewlfe,  the t h t r d  a  medlcal  doc to r ,  f o u r t h  
a university student  and the f i f t h  a  t r uck  d r i u e r ,  a l l  o f  which 
i l  l u c t r a t e s ,  the u n r e s t r l c t i u e  na tu re  o f  t h i s  t rade  and i t o  
a t t r a c t i v e  f i n a n c i a l  po ten t  i i l  . 

Almost ha1 f o f  the ent repreneurs  I n l  t I a l  l Y suppl I ed cap i t a l  
f o r  the I r b u s ~ n e s s  f rom personal  Saul ngs. Three w w e  ruppor t e d  by 
t h e i r  f rm l  l l e s ,  3 r a i s e d  cbpl  t r l  through r combln i$ t ion  o f  sav lngs 
and f i n a n c i a l  suppor t  f r o m f u n i l y  and f r i e n d s ,  and the l a s t  
enterpreneur  went i n t o  a  bus iness pa r t ne rsh ip .  Cur ren t  ownership 
shows t h a t  e i g h t  a re  p r e s e n t l y  s o l e  ownerships. None o f  the 
p r o p r i e t o r s  have any o the r  businesses and o n l y  two of there 
p r e s e n t l y  m a i n t a i n  o u t s i d e  emplorment. 
* 

A l l  businesses operate  twelve months a  year;  severa l  
en t repreneurs  admi t ted,  however, t h a t  work s lackens d u r l n g  the 
surrmer mon t h  s  . 
Produc t i OQ 

t 

The SSE's i n u e s t i g a t e d  produce a v a r i e t y  o f  ready-made 
garments, k n i t s  o r  f a b r i c s ,  f o r  men, women, and c h i l d r e n .  T o t a l  
asse ts  based on estimated i n v e n t o r i e s  o f  machinery and equipment, 
too ls ,  f i n i s h e d  p roduc t s  and raw ma te r i  a1 a u e r a ~ o d  LE 12,235 
each, r a n g i n g  from L.E 2000 - 17000. Bus inosmen have from one 
t o  n l n e  f u l l - t i m e ,  non- fami ly  emplo~ees.  Auerage number of 
n o n f m r i l y  workers  i s  4.9. Only 4 o f - t h  businessmen engage f a m i l y  
members, m o s t l y  on a  f u l l - t i m e  bas is .  

The number of employees corresponds t o  the s i z e  o f  assets .  
Thus, businesses wi t h  the I arges t  asse ts  have the g r e a t e s t  number 
o f  workers. 

For most ent repreneurs ,  the e n t i r e  p r o d u c t i o n  process i s  
accompl i shed  i n  t h e i r  workshops. Only 2  bus inesses r e  sub- 
con t rac ted  f o r  p a r t  o f  the p r o d u c t i o n  process, the finishing 



proces8 o f  ove r l ock lng  and mrk lng  but  ton ho les .  T h o c ~  a l s o  hdppen 
t o  be the sma l les t  rn lcro businesses, h l r l n g  o n l y  2 p i r t - t ~ m e  
f mi I y members. 

I n  the gclrrnent I n d u s t r y ,  product  lcrn c rpac l  t!. reaches perk 
leuel,  dur I ~ Q  f eas t s ,  as we1 l as the summer and w ~ n t e r  seasons, 
when consumer demand i s  h i gh .  The average p roduc t l on  c s p a c l t r ,  
howeuer, f o r  a l l  businesses I n  67%. Some work a t  o n l y  30% 
capacl t y ,  u 5 1  l e  2 c l a i m  p roduc t l on  a t  100% capacl  t r .  Reasons 
Q lven  f o r  lordor I e u e l s  o f  p roduc t l on  are lack o f  work lng  cap1 tr l ,  
shortage o f  raw m a t e r i a l  , decrease i n  con sump t  I on, or  
I navai l ab11 I t y  of  machi ne ry  n9eded t o  produce b o t h  summer and 
w l n t e r  i p p a r o l  on a  r e g u l a r  b r s l s .  

The m l c r o  bus iness entrepreneurs use severa l  c r e d ~  t 
mechanisms t o  f lnance t h e i r  busir. sss. Our f i n d l n g s  have shown 
I . the absence o f  formal  sources o f  c r e d i  t f r a n  bank ing 
i n s t  i t u t  i ons  f o r c e s  these en t repreneurs  t o  use a  u a r l e t y  o f  
l n fo rma l  l i n e s  o f  c r e d i t .  

Only one o f  the 13 businesses i n v e s t i g a t e d  was b e  t o  
secure a  bank l o r n ,  amounting t o  L.E. 1500, f o r  inuestment i n  
f l x e d  asse ts  and work ing  c a p i t a l .  C o l l a t e r a l  p rou ided  i nc l uded  
promissory  no tes  and the guarantee o f  r pub1 i c  sec to r  employee. 
The l o r n  repayment p e r l o d  extended over 5 y e w s ,  w l t h  month ly  
i n s t a l l m e n t s  f i x e d  a t  L a € .  33.490 pe r  month. The I n t e r e s t  r a t e  
was W, p l u s  2% bank c o m i s s i o n .  

The rema in ing  rorpondents ,  s e w n  o f  whom deal  wi t h  banks f o r  
d ther  s e r v i c e s  such as  s w i n g s  o r  c u r r e n t  acco"nts, s t a t e d  t h a t  
banks r e q u i r e  a  h i ghe r  c o l  l a t e r a l  than they c o u l d  p rov ide ,  and 
t h a t  they c o u l d  no t  l o c a t e  a  bank w i l l i n g  t o  p r o v i d e  smal l  l oans  
t o  bus inessor  wi t h  I l m i  t e d  assets.  

I n  p r a c t i c e  tho p r o d u c t i v e  coope ra t i ves  do n o t  l e n d  money, 
Only 3 ent repreneurs  s a i d  they  had d e a l i n g s  w i t h  r coopera t i ve .  
Condi t i  ons f o r '  mrmborshlp i nc l ude  p r e s e n t a t i o n  o f  r conmerc i r l  
l icenco, r e g i s t r a t i o n  and tax  ca rds  p l u s  an i n i t i a l  LE 100 
momborshlp foe.  

The rema ln lng  ton en t repronours  a re  not members, c l a i m i n g  
t h a t  cooperat  l u e s  no l ongor p r o v i d e  u s e f u l  s o r v l c e r .  

A c a m o n  p r a c t i c e  t o  cope w i t h  t ' h - l i q u i d i t y  problem i s  t o  
bu r  raw m a t e r i a l  on c r o d i  t as  i n d i c a t e d  by almost h a l f  o f  the 
Intorutowoos. Wool o r  t o x t l l e s  purchrsod  i n  t h l s  mannor r r a  more 
expensluo, hauovor. One ent repreneur  s t a t e d  t h a t  he pays 1 La€ .  
e x t r a  f o r  each K i log ram of  wool p r i c e d  a t  L.E. 16 per  Kg. Another 
s t a t e d  t h a t  the p r l c o  o f  one meter o f  f a b r i c  c o s t i n g  L.E. 2 i s  
i ncreased by  23 p t  1 f bought on c r o d i  t . 



Repaymcn t  18 made I a v i r  I Q t r  o f  ways. Some suppl I e r r  
require tha t  73% o f  the p r r c e  be paid ~ m m e d i a t e l r  and t ha t  the 
r e s t  be p i y a b l e  a t  the end o f  the sans month. Even then, the 
en t repronour  nas t o  pay one addi t i ona l  pound per  k i I ogram aboue 
the cash p r i c o  f o r  the remaining 2%. For spun c o t t o n ,  f o r  
exmp l ,  the p r i c *  o f  whlch 1 8  9 LE per k i  l o ,  an add1 t i o n a l  pound 
per  k i  l o  would have t o  be pa id .  Another businessman s a i d  t ha t  
p r i c e s  were s e n ~ r a l l y  increased by a t  l e a s t  10% i f  rep i rment  was 
t o  be made w i  t h i n  a  SIX-month per tod .  

En t repreneurs  who a re  f o r c e d  t o  make cash payment f o r  raw 
ma te r i  a l  ~ t i t e d  t h a t  t h l  s  system 1 l m l  t e d  the m o u n t  they ou l  d  
purchase. One ent ro?reneur  s r l  d  he had no o the r  a1 t e rna t  iue bu t  
t o  pay I n  cash s ince  he knew o f  no who less ie r  who would accept t o  
se l  1 t e x t  I l e s  on c r e d i  t .  

The o t h c r  a l  t e r n 3 t i u e  t o  purchas lng raw m a t e r ~  a1 on c r e d i  t  
I g t o  reques t  aduance payment f o r  receluc..l o rders .  F l ue  s t a t e d  
t h a t  an ac ance payment o f  20-30% was r e q u ~ r e d  o i  c u s t m e r s .  

Other sources f o r  o b t a i n i n g  c r e d i  t a  money l onders, 
f u n ~ l y ,  o r  f r i e n d s .  Souen o f  the en t repreneurs  l n t e ru l ewed  s t a t e d  
t h a t  b o r r w l n g  f rom f m l l y  members was the most common fo rm o f  
qu ick  c r e d i  t .  Money i s  borrowed f o r  a  v a r i e t y  o f  reasons, t o  
purchase raw m a t e r i a l ,  p a  u p  i s ,  pay wages d u r t n g  d ~ a d  
seasons, or  s imp ly  t o  acqu l re  work lng  c r p i  trl . 

Onty one businesrman ob ta i ned  c r e d i t  f rom a  f r i e n d a c t i n g  as 
a  s i l e n t  pa r t ne r .  Tho amount Sorrowed was L.E. 5000, The 
apreement between them wan t o  l nues t  money f o r  one year,  a f t e r  
which the e n t i r e  m o u n t  p l u s  approx imate\y  20% p r o f i t  would be 
'i ncursed. 

The f i n a l  way of o b t a i n i n g  c r e d i t  i s  t o  participate i n  a  
3ameya, a  p r a c t i c e d  phenomenon community wide. T h i s  i s  a n o t h w  
i n fo rma l  method od saulngs used t o  couer personal  o r  f a m i l y  
e:penses o r  t o  p r y  debts, r e p a i r  machinery e t c  . Amounts pared  i n  
a  gunoya ranpod from LE 50 - 100 month ly  fo r  a  p e r i o d  of 10 o r  I2 
months, as  a ~ r e o d  unong memborr. 

When asked about t h e l r  r u t u r o  p l m s  to expand, a l l  tho m a l l  
and micro ont ropronours  oxprossod i n ? e r o s t  i n  en 1 a r g i  np  the i r 
buslnes8os. P I  an8 I nc l udod b u r l  np  new mash i n o r r ,  work i n 9  two f u  1 1 
sh l  t t8,  buy ing  more raw mater l r l . ,  and expanding t o  reach  the 
o x p a ~ t  market. €s t  lmated cost. o f  ~ G r n s l o n  r m p o d  from LE 300 
t o  LE 30,000. The m a J o r l t r ,  however, c i t e d  f i p u r o s  of  LE 10,000 
o r  LE 20,000, 

Moroouer, n l n o  o f  those i n te r v i awed  d id  n o t  percelu. o f  any 
m r r k o t i n g  problems r e l a t e d  t o  expansion; they s a i d  they would 
h i r e  e x t r a  workors. C o n s t r a i n t s  faced  a t  p r e s e n t $  howeuer, are  

3 



lack o f  workrng cap1 t r l  on the one hand and d l  t f  ~ c u l  t  1,s w t  th  
b u r e d u c r r t ~ c  procedures r e l a t e d  t o  t a x r t l o n ,  soc ta l  s e c u r ~ t y  
requ~ remen ts  f o r  h i r e d  he lp ,  or  shortages o f  raw m t e r ~ a l  ana 
accessor i e l .  

The remaln lng four  e n t r @ p r + n * u r ~  d l d  no t  w ~ r h  to  expand, 
c l a i m i n g  t h a t  markets would be c l osed  t o  t h e ~ r  p roduc ts ,  s ~ n c e  
1 arger buslnossos monopol i zed m a r k e t  ~ n g  out  l o t s .  



p r o f i l e  o f  the Leather  and Footwear Sector  

T h i s  sec to r  I 8 p redom~nan t l  Y p r  I u a t e l  y owned and run ,  35% of  
produc t i on  be ing  p r i u a t e .  M O F Q O ~ Q ~ ,  most of these 5 S E ' s  are m l  c r o  
bus i  nossos. Ton en t e r p r  1 ses making Soot wear and 1 e d t h ~ r  handbags 
were i n u e s t i g a t ~ d .  A l l  bu t  one o f  those operate  ou t  o f  r e n t e d  
shops, the remaining b u s ~ n e s s  b ~ l n b  home-based. T h ~ s  b u s ~ n e s s  
sec to r  i s  w e l l  es tab l i shed ,  h i v ~ n g  opera ted  an suerage o f  18 
years. Most o f  the entrepreneurs,  ~n  t o r u  I ewed haue l earned the 
t rade through apprent l cesh ip ,  s t a r t  l n g  young i s  " S i t r "  o r  
apprent lcos,  graduating t o  'Musraed" o r  ass i  s tan t  c r r f  tmrn, and 
f ~ n a l  IY  I e a u ~ n g  t o  become r b u s ~ n o s s  p r o p r ~ e t o r  or  " O r t a m .  Nlne 
o f  the ent repreneurs  r a l  sed t h e ~ r  I ~ I  t  I a1 cap1 t a l  througb 
savlngo. Only 1 sought a  pa r t ne r  t o  fund the establishment. 

As f o r  ownership, 7 of the e n t o r p r l s e s  are selt-owned, w h l l e  
3 are snared W I  t h  pa r t ne rs .  For n l ne  of  the ten bus~nessmen, the 
workshop I S  the o n l y  business. On l r  one owns an add1 t l o n a l  
business,  a r o t a l l  shop t o  ma~h'a t  h i s  p roduc ts ,  

A l l  b u t  one o f  the businesses oporate  throughout the year. 

E l g h t  o f  the ten  leathermaking enterprises I n  our s imple  a re  
inuo lued I n  shoemrklng, w h l l o  o n l y  two produce women's handbags. 
One business i s  presently ongaged i n  shoe r e p a i r  o n l y  w h i l e  the 
o the rs  p r o m e  t r a d i  t i o n a l  c9oes e i  t he r  w i  t h  l e a t h e r  s o l e s  o r  
w i  t h  p re fab r  i c a t e d  p l a s t i c  ones. T o t a l  asse ts  f o r  these 
businesses are relatively m a l l ,  s t a r t i n g  w i t h  l e s s  than L.E. 
500 t o  as much as L.E. 20,000, Small workshops use s ~ m p l e  t o o l s  
1 i k e  hammers, p l  i e r s  o r  sc i sso rs ,  w h i l e  the l a r s a r  ones ore 
operated wi t h  more sophi s t  i c r t e d  machlnes f o r  sewlng so les,  
b resa ing  l e a t h e r  etc.,. Auerrge t o t a l  a s s r t s  a re  e s t ~ m a t e d  t o  be 
L a € .  7,966. 

The number o f  produced u n l t s  per  month ranges f rom 50 t o  300 
p a l r i  o f  shoes. Unl t p r i c e s  va ry  between LE 5 and LE 24 a  p a l r ,  
s h , w i n ~  a  broad rrrigls i n  q u i l i t y .  

The m r j o r l  t y  have indicated t h a t  the e n t r r e  p roduc t  i o n  
process i s  rccompl l shed  I n  t h e i r  workshops. 

The maximum p roduc t i on  c a p a c i t y  r e p o r t e d  by the 
entrepreneurs 1s o n l y  60%. More than h a l f  o f  the sample a re  
work in9  a t  o n l y  20% capac i t y ,  w h i l e  the  average i s  as low as 
32 5% .. .- 

Reasons c i  t e d  f o r  the decreased ou tpu t  were l w e r  consumer 
demand due t o  abnormal 1 y  h i g h  raw ma te r i  a l  p r i c e s  have t o  then be 
borne by buyers. An example ment ioned was t h a t  o f  l e a t h e r  where 
p r i c e  increased from LE 3 t o  LE 12, which almost b r o u ~ h t  
p roduc t ion  t o  a  complete h a l t .  Shoemakers a t  the m i c r o  lowel  



produce only  t o  meet orders recoluod from ~ n d ~ u ~ d u r l  c l ~ e n t s  o r  
shoo r e t a ~  l e r s .  

Fur thermore, due t o  th  i s ~nc rease ,  shopowner s h a v ~  beon 
forced t o  beCOme more se lec t  i v o  and 1 i m i  t  the number o+ orders 
they made w i t h  several manufactures who do b u s i n ~ s s  w ~ t h  them. 

The cwnmon p a t t e r n  I S  m a r k o t ~ n g  through r e t a l  I c r s  as 
lnd lca ted  by p r a c t i c a l l y  a l l  of the bus~nessmen. Only one s e l l s  
of a l l  h l c  products d i r e c t l y ,  wh i le  another markets h a l f  o f  h ~ s  
output through a r e t a l l e r  and the other h a  through d ~ r e c t  
sales. 

T h e ~ r  products r e  main ly  absorbed by d m o r t ~ c  markets 
w l t h i n  t h e t r  commu.critie8. Only two s a i d  t h e l r  p r o d u c ! ~  u e r e  
exported t o  the Arab ~narke t s  through middlemen. 

Peak seasons, when consumer demar -' i s h ighor ,  ar*e dur tng the 
month o f  Runadam, a t  the beg ln ing  of the school e a r ,  before 
mothers day and, i n  general ,  a t  the b e g ~ n n ~ n g  o i  summer anc 
win t o r .  

A 8  w i t h  entrepreneurs i n  clothing, the m a ~ o r ~  t~ I n  t h l 8  
sector have problems w i  t h  1 i q u i d  cash s ince 74% of  them* are 
force" t o  s e l l  on c r e d l t ,  w i t h  more than h a l f  s e l l i n g  on a f u l l  
c r e d i t  b a 8  Cred i t  i ns ta l lmen ts  are scheduled over 12 months 
f o r  most o f  the sample momburs. Other ..;bations were mentioned, 
however, t ha t  had shor te r  ins ta l lment  schodule o f  10 days, 2 
months or 5-6 months. One man r a i d  t h a t  r e t a i l e r s  were i n  f u l l  
con t ro l ,  s ince they would r e t u r n  the products i f  pressured f o r  
repayment. The producers, therefore, had no a1 te rna t  iuo but t o  
.ccept the r e t a i  l e r ' s  terms. 

1 t i s  apparent t ha t  t h i s  business sector  I S  oxper i enclng 
hdrd times, A l l  those l n t e r v ~ e w e d  s ta ted  tha t  sa les were 
decreasing f o r  a v a r l e t y  o f  reasons. The i r  i n t e r p r e t a t i o n  o f  t h i s  
s i t u a t i o n  i s  t ha t  the tanners monopol i ze  the l ea the r  market and 
con t ro l  raw mater i  a1 p r i ces .  Duo t o  inadequate working cap1 t a l  
rnd  I ncrersod - raw mator i rl p r  i ces, the m i c r o  buslnesunen hruo 
t h o i r  product ion curtailed since a t  tho o ther  end o f  tho 
spectrum tho consurnor o r  u l t i m a t e  c l i e n t  i s  unable t o  respond t o  
inc rorsod costs. Ono ontrepronour s a i d  ho was fo rced  t o  purchase 
raw m r t o r l a l  o f  poorer qua1 l t y  a t  black market p r i ces ,  makin9 I t 
w r y  difficult t o  s tay  i n  business. 

Fln.nc. 
.. ._ 

F lndings on w a l l  r b i  1 l t y  o f  formal c rod i  t a ~ a l n  conf i rm  
r e r u l  tr 0 4  preulous s tudles.  Very few banks make loans t o  SEE'S. 
I n  f a c t  one exopt ional  case inc luded i n  t h i s  study rece ived a 
l o r n  o f  L.E. 630 t o  purchase r sowing mrchino. T h i s  was mrdo 
r u r i  lab10 throuQh r s p o c l r l  proQrun t o  a s s i s t  SSE'r WI t h  tho 



HIPCO p r o j e c t .  None o f  the o t h e r s  haue e w e r  r e c e ~ u c a  bank loans,  
some c l a ~ m l n g  t h a t  t h e i r  businesses were too small  t o  ask For a 
loan,  while o t h e r s  say ing  they h i d  been r e l u c t a n t  t o  approach 
banks f e a r i n g  l n i b i l  i t~ t o  par  back ~ n s t a l l m e n t s  a t  h ~ g h  ln te ! *es t  
r a t e r  on t ime. 

AS ment ioned e a r l i e r ,  tho en t repreneurs  h i u ~  no t & i t h  I n  
p r o d u c t ~ u e  c o o p e r r t l v r s ,  r t r t l n g  t h a t  euen i f  they do p rou tde  
sane re ru i ces ,  such as a l  l o c a t l o n  o f  raw material , these r e r u l c e r  
are o n l y  o f f e r e d  t o  r few who hrue i n f l u ~ n c e  w i t h  their l e a d ~ r s .  

Most o f  those i n te r v i ewed  I n  t h l s  sec to r  do n o t  be long  t o  
c o o p e r r t ~ u e s ,  and the few who do c l  r ~ m  no r e a l  benef I t s .  

S i x  businessmen a f f i r m e d m a y  bought raw m a t e r ~ i l  on c r e d l t .  
O f  these, 4 r e  aware o f  the Increase I n  p r i c e  on m a t e r l a l  
bought I n  this manner. P r i c e s  c o u l d  Increase by 10%. One 
respondent ca l  c u l  a ted  an increase o f  25-60%. The remal n  I ng  4 
ent repreneurs ,  however, i n s i  s t e d  t h a t  the p r i c e  o f  raw mater I a l  

- w a r  the same whe ther  bought i n  cash, o r  on c r e d i  t . 
None of  those i n  t e r u  i ewed borrow f rom 111oner 1 enders. 

Moreouer o n l y  3 s a l d  they p a r t i c i p a t e d  i n  guneras, p a r i n g  month ly  
sums o f  L.E. 40 - L.E. 100, and u s i n g  t h e i r  share o f  the money 
f o r  fimi lr  o r  b u s l n r r s  expenses. 

As f o r  cop i ng  w i th I ack o f  cash by demandi ng  sduanie payment 
on orders ,  the major1 t y  s a i d  they d i d  no t ;  the few who s r l d  they 
d l d  r e q u l r e A  20% advance I n  r d d l t l o n  t o  r 10% o p t l o n  i f  the 
c l i e n t  were now. 

The l a r g e s t  source o f  c r e d i t  i s  p robab l y  f u n 1  IY or  f r i e n d s .  
Hal f o f  the en t repreneurs  r a i d  t h a t  i t war more conuen i en t t o  
borrow from f a m i l y  members and f r ~ e n d s  who would  be more 
unders tand ing o f  t h e i r  c i rcumstances.  

Despi t o  the c r i  t l e a l  problems the l e a t h e r  b u r l n e s r  r e c t o r  i s 
exper ienc ing,  tho  vas t  m r j o r i t r  wou ld  l i k e  t o  expand t h e i r  work. 
Porc ieved c o s t s  f o r  4u r t he r  qrowth ranged f rom L.E. 1000-30,000. 
E i g h t  of  the  . n l  no bus lnesmen w i  s h i  n g  t o  expand produc i i on 
I n d i c a t e d  t h a t  monwy f o r  oxpansion would  be used t o  purchase 
mrchlnory,  raw m a t e r l a l  , and h i r o  more workers. They be1 loved  
t h a t  they would  h a w  no t r o u b l e  n a r k e t l n ~  t h e l r  products ,  d e s p i t e  
the c u r r e n t  problems they face,  and t h a t  they would  bo a b l e  t o  
pene t ra te  new markets. On tho o t h e r  hand when orKed about 
ps rc ieuod  d l f f l c u l t l e s  r e l a t e d  t o  f u l l f i l l m o n t  o+ t h e i r  p lans ,  
marke t ing  i n  p a r t i c u l a r  was f requmt1'J 'ment ioned a ex t remo l r  
r r s t r a i n l n g .  They r a i d  t h a t  opening tho expo r t  market  was 
necessary because l oca l  marko t s  were r a t u r r  ted, 



The metal i ndus t r y  haue experlencod gr0uth I n  r e c m t  years. 
One of I t s  sub-sectors I 8  the alumtnum ~ n d u s t r y .  Many m a l l  
p r  iuate sec tors  workshops haue spr l ng  up. Twelue of  those w e r e  
i nuest igated, 2 produclng aluminum household rqulpmrn t or  
p a r t i c a l l y  sub-contracted p a r t 8  I n  tho product ton process o f  such 
equipment and the remaining ten productng the f o l  lowtngl  metal 
tubing, machinery needed f o r  product lon  of p l  & s t  I cs ,  and 
ornamental t t rmr such as p i c t u r e  f ranks and pendants. 

Ten of the entrepreneurs I n  tht  c r e c t o r  r e n t  their workshops 
and 2 own them. These businesses haue operated on duerage f o r  
10.73 years. I n  t h i s  trade, 100% o f  the e n t o r p r e n ~ u r s  were 
s t a r t e d  o f f  as appren t  t ces who euen tual  1 Y opened up the I r own 
workshops. 

El  euen o f  the 12 entrepreneurs used t h e i r  saw t ngs as cap I trl 
t o  s t a r t  o f f  t h e i r  businesses, and receiued no f ! ~ a n c i a l  
a s s i = t m c e  from t h e i r  f m l l i e s .  A t  present ,  on ly  S I X  o f  the 
business are s e l f  owned. O f  the remalnlng 6, 4 are f r m , l r  owned 
and two are shared w l  t h  par tners.  

The metal and aluminum workshops inc luded i n  t h i s  s tudy 
produce a u a r i  e t y  i toms as mentioned above, Inventory  o f  auoraqo 
t o t a l  assets-was est lmatod r C  L.E. 26,070, s t a r t i n g  a t  L.E. 1,400 
and reaching a maximum o f  L.E. 200,OO. 

Ine 12 buslnosses employ a t o t a l  o t  $4 worKers, both f u l l  
and part- t ime. Howouer, tho major1 t y  (29) are non-fami l y  + u l  l- 
tlmo employeor, w h l l o  2 r r o  non- faa l l y  p a r t  t l m w s .  The remaining 
13 l aborers  are f a m i l y  members. Ten r r o  f u l l - t i m e  and three are 
part-trmo. The l a r g e s t  number o f  employees i n  one business i s  9 
persons, s i x  o f  whan are f u l l  t ime workers. 

More than h a l f  o f  tho businesses complete tho e n t i r e  
product ion process i n  tho ir workshops, wh i 1 l others  manufrc tu ro  
on4 y p a r t  o f  tho process. 

Tho ~ r o s e n t  ' r u o r a ~ o  product ion capac i t y  l e v e l  f o r  thoso 
businosmes i s  38X. Two work a t  f u l l  capaci ty ,  5 a t  50% capaci ty ,  
and 3 a t  30040% c r p r c l t y .  Rorrons giuen f o r  minimal l o u o l s  wore 
t h a t  s ince  pt oduct I o n  runs  p r r r l  l o 1  t o  demands f o r  orders, the 
doprossed econamlc cond l t l ons  c u t  down on bo th  dommd and 
p roduc t lm .  Furthermore, rhor taqo o f  s k i  1 l e d  labor  and lack  o f  
ru tmrtod maeh l nos needed t o  s u b s t m  t Ml y i ncroase output wore 
r l  so g l u m  a8 reasons f o r  l o w  produc t ion  leu01 s. 



The most c m o n  marke t i ng  p a t t e r ?  f o r  the m t t i l s  sec to r  I S  

through d l r e c t  sa les  o ?  f l n l s h e d  p roduc t .  There are a  f e w ,  
howewer, who s e l l  t o  who lesa le rs  or  r e t a l l e r r .  The markets  are 
almost even1 y d i u i d e d  between l o c a l  and r e g i o n a l  marKets. None 
haue wen t u red  t n  t o  the I n  t e r n a t  I 0nal marke t . 

On the whole, memb6rs o f  t h l s  r e c t o r  do n o t  t h l nk  t ha t  the re  
r e  peak seasons f o r  p roduc t i on ,  a l though a  few kaue indicated 
tha t  the month of Runadan and the summer months are b e t t e r  f o r  
b u r l  nesr  because the work i n 9  day ;i a longer .  Moreouer, the re  I r an 
~ n c r e r r e d  demand I n  Runadan f o r  the p roduc t  Ion  o f  metal  I an te rn r  
a s s o c ~  a ted  w i  t h  t h i s  f e s t  i ue  month. 

Sa les tend t o  be made e x c l u s i u e l r  I n  cash o r  c r e d i t .  Only 2 
businesses combine bo th  forms o f  payment, p rov lded  the cash 
p o r t  i on  i s  20 t o  50% o f  the e n t i r e  sum. One ent repreneur  s a ~  d h e  
r e q u i r e d  20% cash payment, c o l l e c t i n g  the rema in ing  amounts i n  
weekly i n s t a l l m m t r  ouer a  maxlmum p e r l o d  o f  one month. Those who 
re1 I s t r i c t l f  on a  c r e d i t  bas i s ,  c o l l e c t  I n s t a l  lments weeXly o r  
month1 Y. Th I s  arrangement, howeuer, does n o t  exceed a  t o t a l  
p e r i o d  o f  3 months, s i nce  cash i s  needed f o r  bus iness  opera t ion .  

The marke t condl t i  on8 f o r  t h  I s  sec t o r  are  nega t  ~ v e .  A1 1 
those ~ n t e r u i e w e d  be1 ieue t h a t  sa les  are  decreas ing  because o f  
tho poor econm i  c  condi t i  ons and the r e d u c t i o n  I n  consumer 
demand. Furthermore, SSE's a  l o s i n g  bus iness  due t o  the 
compet l t  i on  f rom 1 arger invor tmont  c m p a n i  o r  t h a t  have en te red  
tho market, o f f e r i n g  a  w ider  v a r l o t y  o f  p roduc t s  a t  lower p r i c e s ,  
and monopol i r i n g  raw m a t e r i a l  o f  supe r i o r  qua1 i t y .  F i n a l l y ,  
decreased sa les  have a l s o  been a t t r i b u t e d  t o  the  h i g h l y  i n f l a t e d  
p r i c e s  a t  which raw m a t e r l a l  I 8  imported. 

T h i s  sec to r  I S  s i m i l a r  t o  the p rev ious  two i n  t ha t  bank 
loans  a re  h i g h l y  unconmon, Only 1 ou t  o f  12 bus lnoss  proprio+-• 
secured a  bank l oan  f o r  L.E. 20,00'0 t o  purchase machines. 
1n.tere.t was f i x e d  a t  13% w i t h  8 y e a r l y  i n s t a l  lments  o f  L.E. 
2,500 p l u s  i n t e r e s t .  Tho respondent c o u l d  n o t  r e c a l l  the 
percen tag* of corrnrl s r l  on charged b y  the bank. 

A s  s t  a  i produc t  i o n  coope r r t  i u e s  do n o t  ex tend 
loans, and the o u e r w h e l m l n ~  major  l t y  o f  businesunon a  n o t  
members of these I n s t l  t u t l o n s .  

O f  the o t h e r  in fo rma l  systoms - f o r  a c q u i r i n g  c r e d i  t, 
b o r r a u i n ~  + P a n  f u n l l y  f r i e n d s  o r  p r r t i c i p a t i n ~  i n  tho i3 lme~a a re  
b o t h  common. As ment loned ear 1  i e r ,  money 1 onders a r e  dy i n g  ou t  i n  
such communi t les ,  Seuon o f  the i n t e r u i e w e r s  s a i d  they p a r t  l c i p a t e  
i n  a  Ollnorr and 8 borrow fran f r i e n d s  o r  r e l a t i u o r .  Other morns 
f o r  deal in9 wi  t h  1 i q u l d l  t y  problems are purchas ing  raw mater i rl 



on c r e d i  t and/or r e q u e s t i n g  advance parmen t f r o m  cus tamers .  On1 y 

4,  h w e u e r ,  s a l d  they  bought  on c r e d i  t  and h a l f  o f  these Mere 
aware o f  h i d d e n  Costs  entailed I n  such an arrangement ,  a p r ~ c e  
~ n c r e a s e  of 1,0% and a  week's deadl  i n e  f o r  repayment .  AS f o p  
advance payment on o r d e r s ,  e i g h t  r e q u e s t  20 t o  40% o f  prices of  
p r o d u c t s .  

F u t u r e  P l a n t  I 

Despl t o  the negat  l v e  marke t  cond l  t  ions today,  e n t r e p r e n e u r s  
I n  t h ~ r  s e c t o r  a l s o  h r u e  g r e a t  a s p ~ r a t t o n s  t l ~ r  b u r ~ n e r r  
expansion.  The ouerwhelml n~ m a j o r  i t y  W I  sh t o  see t h ~ l r  p r o d u c t  I on 
grow. On ly  one p r o p ~ i e t o r  i s  c o n t e n t  w i  t h  h ~ s  l o t ,  c l a l m l n g  t h a t  
he has  reached  a  c c a g a  of  s e l f - r u f f ~ c ~ e n c r .  The o t h e r s  wou ld  l i k e  L 

money t o  purchase a r g e r  q u a n t l  t ~ e s  o f  raw ma te r  l a 1  and  t o  buy 
new mach inery  and new n,olds. PI r n s  f o r  expans lon  w o u l d  r e q u i r e  
l a r g e r  workshops and more worke rs .  Because o f  t he  n a t u r e  o f  t h i s  
b u r l  neso s e c t o r  and I t s  r e 1  a i n c e  on expens lue  machinery, the  
c o s t s  c i  t e d  f a r  expans ion  were c o n r ~ d e r a b l y  h i g h e r  than I n  the  
o t h e r  s e c t o r s .  One example 1s L.E. 400,000 r e q u ~ r e d  f o r  
e s t a b l i s h ~ n g  a  r o d - i r o n  foundry .  H o w w e r ,  t he  f i g u r e s  more 
convnonly q u o t e d  were between L.E. 10,000 and L.E. 60,000. 

The ma jo r  i t y  fo rsaw n o  marke t  i n g  p r o b l  ems and be1 I eued they  
c n u l d  genera te  more employment. 

The d l f f  i c u l  t  l e s  t h a t  w o u l d  hamper t h i s  expans lon  were 1 ack 
o f  c r e d l  t ,  and prob lems w l  t h  1 i o n s i n g  and t a x a t   on. 



Woodwork produced I n  m a l l  and m i c r o  workshop; c o n s l s t s  o i  
+urn1 tu re ,  as we1 l as doors  and w ~ n d w s  f o r  h o u s ~ n g  cons t ruc  t ~ o n .  

Ten such workshops were s u r u e ~ e d .  One I S  home-bised and 
owned by the proprietor. The r cma ln l ng  9 shops are l och tod  I n  
separate workskops; three of t h e s ~  are se l  +-owned and S are 
rented.  T h e s ~  businesses haue operated,  on a u e r ~ g o ,  f o r  13.5 
years. Two were o s t a b l l r h e d  30 r e a r s  ago, w h ~ l e  fou r  0 t h ~ r S  are 
r r l a t ~ u e l y  new, hav lng  operated f o r  3 t o  S r e a r s .  

Slnce the woodworKing sec to r  I S  an a r t l s a n a l  t rade ,  ~t I S  

not  surpr  I SI ng t h r t  a1 1 p ropr  i l t o r s  1 earned the necessary SK I 1 I s  
through appren t i cesh ip .  The m a ~ o r l t r  r a l s o d  I n l t l a l  c a p l t r l  
through r e t a i n e d  earnings, bu t  s l m i l a r  t o  the me ta l s  l r ~ d u s t r y  43% 
r e  cu r ren t  l y f mi 1 y-owned busi  n e s s ~ s  w h  I 1 e 60% are sol  f -owned 
ones, 

The m a j o r i  t y  s t a t e d  t h a t  t h e i r  businesses operate  a1 1 year 
round. None own o the r  businesses and on1 y one h o l d s  another job,  
an employee I n  the p u b l i c  sec to r .  

Production 
The woodworkers manufacture a wide range of p roduc t s  f rom 

simple i terns such as p l a t e  r a c k s  and p l a l n  t a b s  t o  more 
e l  aboratw ones such as k l  tchon c a s i n e t s  o r  f u r n i  t u r e  f o r  bedrooms 
and d i n i n g  rooms. A t  t h i s  l e v e l ,  the bus inesses a re  more f r m i  l y -  
o r i en ted ,  drawing on f a m i l y  l abo r .  However, the two l a r g e s t  
workshops i nc l uded  i n  t h l s  sec to r  employ more f u l l  t ime non- 
f a m i l y  workers  than f u l l  o r  pa r t - t ime  f a m i l y  members o r  
be l  a t  i ues. Tho m a l  l e s t  o f  the businesses I a one-man 
en t e r p r  i sea  

Average t o t a l  a s w t s  o f  tho i n v e s t  i q a t o d  en te rp r  I ses wore 
est imated t o  be L.E. 11,810 ( r a n g i n g  f rom L.E. 4,000' to 36,000), 
width the b u l k  o f  asse ts  b e i n g  spent on raw m a t e r i a l .  

I n  t h i s  t rade,  spec la l  i r i n g  i n  the manufacture o f  c e r t a i n  
p a r t s  o f  the  f l n a l  p roduc t  I s  common. The f i n i s h e d  p roduc t  mar 
r u n  t h r o u m  s e u e r r l  hands. Souen o f  the  t en  bus inoss  p r o p r i e t o r s  
r a i d  they w e  p r c t l a l l ~  sub-cont racted f o r  tho m r n u f r c t u r e  o f  
p a r t  o f  t he  I I ne prboduc t l on. Two o f  these, however, a l  so make 

, f l n l s h e d  p r o d u c t s  I n  t h e l r  workshop?. The m r J o r i t y  o f  bus inesses 
are operated a t  50% c a p a c i t y  on l y .  The maximum c l t e d  was 70% o f  
t o t a l  c a p r c l t r ,  and the mlnimum was 20%, a l though  the owner o f  

a t h r t  enterprise had 6 f u l l - t i m e  employees and asse ts  o f  I.€ 
16,200. 



Market  i n q  

People i n  t h i s  S Q C ~ O ~  tend t o  r n w k e t  t h e i r  p r o d u c t s  by 
d i r e c t l y  se l  l i n g  t o  customers a+ t e r  r e c e i v i n g  o r d e r s ,  The +ew 
excep t ions .  t o  t h i s  a re  the  manu fac tu re rs  o f  smal 1 wooden i tems, 
1 i k e  p l a t e  s tands  o r  smal l  t a b l e s ,  t h a t  a re  produced on a n i a s s i v ~  
sca le .  Two t h i r d s  o f  the  e n t r e p r e n e u r s  s t a t e d  t h a t  t he re  w o r e  
peak seasons dur i n g  wh i ch  p r o d u c t  i on i  ncreased, The summer mon t h  
i s  usual  l y  busy. Labor m i g r a n t s  r e t u r n i n g  f rom Arab c o u n t r i s s  
i n v e s t  i n  f u r n i  t u r e .  Summer i s  a l s o  the marr I ags so ison 
a s s o c i a t e d  w i t h  young c o u p l e s  about t o  f u r n i s h  new homes. 

A s  f o r  mode o f  payment, f o u r  en t rep reneur5  s a i d  they  se l  l on 
a  100% cash b a s i s .  The o t h ~ r s  accept payment i n  l n s t a l l m ~ n t s  b u t  
demand a t  1 eas t  20% o f  the  p r i c e  upon placement o+ an o r d e r .  The 
h i g h e s t  asked fnr was 50%. D u r a t i o n  o f  i n s t a l l m ~ n t s  c o u l d  be 
1 imi t e d  t o  2 0,- J months, o r  extended f o r  over  24 months f o r  a  
bedroom s u i  t e .  The p r o d u c t s  a re  p r i m a r i l y  s o l d  i n  the  l o c a l  and 
r e g i o n a l  markets.  

Most members o f  t h i s  t rade  be1 ieue t h a t  s a l e s  are  
decreas ing .  They a t t r i b u t e  market  d e t ~ r i 0 P a t i  on t o  the  h i g h  
increase i n  the  p r i c e  of wood, a  c m o d i  t y  t h a t  is m a i n l y  
impor ted,  and t i i z t  i s  t h e r e f o r e  t i e d  t o  the  d e v a l u a t i o n  o f  the 
Egyp t ian  pound a g a i n s t  f o r e i g n  c u r r e n c i e s .  O the rs  s t a t e d  t h a t  
despi  t e  p r i c e  inc reases ,  t h e r e  w e  a l s o  s h o r t a g v s  o f  raw 
mater  i a1 . They a1 s o  expressed concern about  s t a g n a t i o n  o f  t he  
economic market  i n  genera l .  Only  one businessman s t a t e d  t h a t  the 
marke t  a  expanding because the re  was g r e a t e r  demand than 
s u p p l r .  

t 

Two bus1 n e s m e n  r e p o r t e d  deal  i n g  wi  t h  banks t o  secure 1 o m s .  
The f i r s t  a c q u i r e d  L.E. 6000 t a u a r d  p u r c h a s i n g  a house. The 
terms s p e c i f i e d  m o n t h l y  i n s t a l l m e n t s  o f  L.E. 98 o u w  a  d u r a t i o n  
o f  '60 months. I n t e r e s t  and cornmission amounted t o  10%. The second 
borrowed L.E. .150,000 f r o m  018 to expand h i s  b u s i n e s s  and buy 
machinery.  The l o a n  was r e p a y a b l e  ouer 10 y e a r s  wi  t h  13% i n t e r e s t  
p l u s  L.E. 50 s e r v i c e  charges. 

The r e m a i n i n g  e n t r e p r e n e u r s  s a i d  they  had thought  o f  
b o r r o w i n 9  b u t  marke t  cond i  t i o n s  had d i scou raged  them. Another  
s i m p l y  i n d l c a t e d  t h a t  he c o u l d  n o t  ..qua1 i f y  f o r  a  l o a n  because he 
c o u l d  not fu l  I f  i 11 a1 1  t h e  bank's reqb.irements. 

Three o f  t h e  f u r n i t u r e  manu fac tu re rs  a r e  members o f  t he  
p r o d u c t  i u e  coopera t  i ue ,  b u t  a c c o r d i n g  t o  these businessmen t h e  
c o o p e r a t i u e s  p r o u i d e  few u s e f u l  se ru i ces .  They sometimes s u p p l y  
raw mater  i a l  , b u t  m a l l  e n t r e p r e n e u r s  neuer  benef i t . The 
r e m a i n i n g  sewon a r e  n o t  members o f  any coopera t i ue .  



I n  the wood manufacture sec to r ,  cash I S  used t o  buy raw 
mater i a1 . None of the businessmen repor  ted l  Y haue been abl e t o  
secure wood on c r e d i t ,  I n  the absence of  the aboue, 90% said they 
were fo rced  t o  demand advance payments o f  20-70% f o r  orders .  The 
average i s c l  ose t o  90%. 

Among the o the r  methods of o b t a l n l n g  C r e d l t ,  the most common 
i s  borrowing from +amilr o r  f r i e n d s ,  r a t h e r  than from money 
lenders  o r  p a r t i c i p a t i n g  i n  a gimera. The f e w  who I they 
j o i n e d  gameyrr s t a t e d  t ha t  members were usual l y .  bus1 nessmen I n  
t h e i r  same t rade,  M o ~ ~ Y  i s  used t o  buy raw m a t i r  I a l l  o r  I 8 used 
f o r  personal  o r  fami l r  expenses. 



M o r t  o f  t he  e n t r e p r e n e u r s  W I  sh t o  see t h e t r  b u s ~ n e s r e r  grow. 
Examples o f  t h e i r  p l a n s  i n c l u d e  open ing a  show room o r  
e r t a b l  i r h i n g  a  workshop equtpped wi  t h  e l e c  tr l c a l  l y-opera t e d  
machlnes t o  produce .f lnl,hed p r o d u c t s  on a  mars lue  s c a l e  They 
be1 ieue t h a t  t h i s  w o u l d  ~ e n e r a t e  more j o b s  sr~d i nc rease  
p roduc t  I on. 

Capt t r l  r e q u l r e d  t o  f u l l f  I 1 t h e t r  e x p r n r l o n  p i  anr  ranged  
from as 1 I t t l e  as L.E. 1000 t o  50,000. The middle range,  
~ W Q U Q ~ ,  w a s  c l o s e r  t o  L.E.  30,300. 

Very  few th lnK  they  wou ld  h rue  m a r k e t t n g  problems.  They p i  an 
t o  d l s p l r y  and s e l l  f u r n i t u r e  i n  show rooms r a t h e r  than work on 
the b r s i  s o f  o r d e r s  r e c e i v e d  f r o m  l n d t u t d u a l  customers.  Moreouer,  
i , they produce l a r g e r  q u a n t i  t tes,  i t W I  I 1  be e a s l e r  t o  deal  W I  t h  

r e t a l l  e r r .  - 
Problems a s s o c i a t e d  w i  t h  expans ion t n c l u d e  p r l m a r i  1 y l a c k  of 

c r e d i t  a u a i l a b i l i t y ,  I nc reased  ~ o u e r n m e n t  t a x a t t o n ,  and t o  a  
l e s s e r  degree shor tage  o f  b o t h  skilled w o r k e r s  and raw m a t e r l r l ,  



n t  and the f e r s ~ b l l l  t~ o f  the G r o u ~  Credt t  M e w  

The u l  t  imate success of the c red l  t  proqram I s do term1 nod ~n 
1 a r g ~  measure h~ a c o r r e c t  assessment of  the t a rge t  group's 
c p ~ d i  t needs and by I t s  members' accoptanco o+ tho bas lc  concop t s  
under1 y l n g  a program in tended t o  serve them. 

There I S  l i t t l e  doubt that '  shor t&ge o f  c rod l  t  s o r ~ o u s l y  
1 i m ~  t s  tho a b ~  l i t y  o f  smal l -sca le  businessmen t o  develop and 
~ x p a n d ,  

 discuss^ ons w i  t h  m i  cro-entrepreneurs dur I ng t h ~  group 
meot lngs have f u r  rlter substantiated the f l nd lngs  ob t i l noc l  f rom 
the i n d l u l  dual qua1 i t a t  i v e  interviews. 

The concept p resen ted  t o  m i  cro-busi  nessmen focused an the 
f eas i  b l  l I t). o f  prowl d i n g  c r e d i  t and techni  -a1 ass i  stance through 
a foundat'*crfl t ha t  cou13 u l t i m r t e l r  becoclle e l f - s ~ f f ~ i e n t  by  
recovq r i ng  i t s  ope ra t l ona l  cos ts .  I t  was, however, necessary t o  
exp lo re  many o f  the i ssues  u n d e r l y i n g  such a program. 

The f l r s t  o f  these Issues was t ha t  o f  i n fo rmd l  c o l i d e r i t y  
qroups. For such a p rog run  t o  have a maJor Impact, the l a r g e s t  
number o f  m i  cro-bus1 nesses shoul d be reached. The most v i abl  l 
method proposed, the re fo re ,  was t h a t  o f  i n f  ormal so l  i dar i t y  
groups through which c r e d i t  would be extended and managed. The 
micro-ent repreneurs  would  form themselves i n t o  a group o f  
p o t e n t i a l  b o r r o w r s .  The proce3s o f  s e l e c t i o n  would  be de lega ted  
t o  the group i t o s l  f , ensur i n 9  t h a t  on1 Y respons i  b l  l members are  
included. 

T h i s  idea was p resen ted  t o  each o f  the en t repreneurs  who 
responded t o  the a s t r u c t u r a l  i ndep th  i n t e r v i e w  and t o  an 
addi ' t iona l  number who p a r t i c i p a t a d  i n  the group meetings. An 
exp lanat  i on  o f  tho program's obJec t i ues  was ~ i u e n  a t  the onset.  
I t s  approach, d e a l l n g  w i t h  the m ic ro -en t repreneurs  as businessmen 
r a t h e r  than as r e c i p i e n t s  o f  subs id i  zed s e r u i c e r ,  was empha,. zed. 
I n f  t i a1 IY, i n d i u i d u a l  businessmen seemed r e l u c t a n t  t o  endorse 
t h e i r  support  o f  ,the p roJec t .  They were unable  t o  enuisage the 
advantages i t wou ld  o f f r r  and expressed some doubt i n  t h e l r  
a b i l i t y  t o  f o rm  p o u p s .  

A p l r u r l b l ~  exp lana t l on  for t h i s  l n i  t i a l  r e l u c t a n c e  on the 
p a r t  o+ i n d l u l d u a l  businessmen m i ~ h t  haue been t h e i r  i nab i  l I tr t o  
Orasp tho concept of the In fo rma l  grqups. Hence, i t was impor tan t  
t o  rede+ine and i n t e r p r e t  t h i s  concept t o  the r e a l  i t r  o f  t h e i r  
c i r c u m s t r n o s  and t o  focus on t h e i r  importance, r mechanlrm 
~ ~ P O U Q ~  whlch c o s t  o f  c r e d i t  c o u l d  be reduced. The Qroup 
meet ings promoted open d i scuss ion  and exchange o f  o p i n i o n s  
concern ing the f o r 8 1  b i  1 i t y  o f  t h i  s  approach. Through the 
meetings, the en t repreneurs  c o u l d  i d e n t l f y  a c m o n  need f o r  
c r e d i t  and r e a l l z e  the adu rn t rge r  ga lnad  from the progrun.  
F o l l o w i n g  a good under st an bin^ o f  the oppor tun i  t i e s  f o r  



assistance o f fe red ,  they expresred en  thus^ a m  and UI l lngnerr  to  
p a r t i c i p a t e  i n  such r program when I t  became auai l a b l e ,  One of  
t h e i r  suggestions, howeuer, was that  a w r  I t t e n  descr I p t  Ion of the 
p r o j e c t  be d i  s t r  i bu ted among them. 

Another I ssue d l  scussed was the cost of proposed l oins.  Here 
agaln, i n i t i a l  r e a c t i o n s w e r e  n e g a t l u ~ ,  but attitudes changed 
gradual 1 Y af t e r  I e q t h o y  di  scussi onr. Whon the 1 o i n ' s  proposed 
cost was exp l r l ned  I n  r e l r t l o n  t o  the hlddon erpenres o f  buylng 
raw material on c r e d i t  and the f i n a n c i a l  l oss  o f  cashrng gunera 
subscr i p t  ions seueral months a f t e r  p a r t  I c i pat i on, en treprcnours 
rea l  i zed the rdurntages of j o i n l n g  the proposed c rod l  t  program, 

Most m l  cro-en'repreneurs CouQPed by the study a r e  
e n t e r p r i s ~ n g  pcoplr  who have es tab l i shed t h e i r  wori.shops through 
hard work and pel reuerance. The major1 t y  s t a r t e d  out as 
apprent ices who I earned the sk,i 1 15 o f  the t rade,  and who then 
broke o f f  t o  s t a r t  t h e i r  own businesses. One t h l r d  of these now 
operate I n  p r i u a t e l y  owned loca t ions ,  ~ h l l e  the remr ln lng  two 
t h l r d s  run  t h e l r  buslnessos I n  ren ted  onos. Gluen the uery h l ~ h  
cost  o f - p r o p e r t y  i n  tho urban c m n u n i t i e s  o f  Cal ro and 
Alexandria,  t h i s  I s  not a s u r p r i s i n g  phenomenon. 

I t  l b  i n t e r e s t i n g  t o  note tha t  o f  the 4 manufactur ing 
sec tors  invost  lgated, on ly  the Qarment i ndus t r y  ha% a t t r a c t e d  
ou ts ide rs  t o  the trade, 

Busi nessos invest  i gc ted  hrvo operated 12.5 years on averago. 
Tho most es tab l i shed i s  tho lea ther  sector ,  wh i l e  the most recent  
i s  tha t  o f  ready-made c lothos.  

Tho auerage t o t a l  assots of the mlc ro  b u s ~ n e r s e s  I S  L.E.  
14,521. Tho metal manufacturers were found t o  hauo tho h ighest  
s e t ,  whi l e  thoso w l  t h  the lowest assets wore lea ther ,  which 
al though the o ldes t  buslness, has not  grown a t  the same pace as 
tho others.  

The ruerage o p e r r t l n ~  capac i t y  f o r  a l l  i s  51.U. The ready- 
made garment business repo r ted  the h ighes t  product i on  crpaci  tr, 
67A,  w h l l e  mrndufacturerr  o f  lea ther  products had an opera t ing  
capac i ty  04 o n l y  3 a .  Those two f i g u r e s  represent  r f a i r l y  

, accurate p l c t u r e  o f  the cu r ren t  r t r i u s  o f  those burinor,sos. The 
rordy-mrde c l o t h l n g  Indus t ry  I s  c u r r i h ' t l y  onJoyin9 a boom and i s  
exprndlnQ w r y  r r p l d l y  t o  Inc lude wen micro-ontrepronours, who 
a d n i t  t o  good sales, On the o ther  hand, the l e r t h e r  i ndus t r y  
seems t o  be paoslng t h r o u ~ h  a d i f f i c u l t  phase because o f  the 
considerable Incrorse I n  raw mate r ia l  p r ice* ,  Hence, tho f i r s t  
a f f e c t e d  a mlcro-entrepreneurs o+ t h a t  sector ,  who hruo 
expressed concern ouer present condi t i  ons and a h rv  i ng 
marKo t i ng  problems, 



As f o r  sources of f tnanc?, a l l  t ou r  sec to r s  are s l m l l a r .  
'Jery few en t repreneurs  have been ab le  t o  secure loans frm +orma1 
bank ing ~ n s t i t u t ~ o n s .  Therefore,  they nave had t o  r e s o r t  t o  
in formal  l i n e s  c r e d l  t ,  m a l n l ~  f a m i l y  and f r ~ e n d r .  The m a ~ o r l t y  
r l  r o  depend on c r e d l  t f o r  the purchase o f  raw m r t e r  I r l  and on 
advance payments f o r  ocders  made. The o n l y  except ions,  however, 
a  f u r n i  t u r e  manufactures who a re  f o r c e d  t o  pay i n  cash f o r  the 
wood they buy. 

The canman marke t i ng  p a t t e r n  I s  e l  the r  t h a t  o f  sal os t o  
r e  t a i  1 e r s  o r  d i r e c t  sa l es  t o  customers. 

C 

Wlth r few execp t lons  wnore p roduc ts  are  exported,  most 
en t repreneurs  se1 1 the i r produc t s  domest I c a l  1 Y, hau i n9 no access 
t o  i n t a r n a t  i ona l  markets,  a1 though they r e a l  i z e  the U I  trl 
p o t e n t i a l  o f  such channels. - - 

P lans f o r  exprns lon are .;I 1 1  an u n a t t a i n a b l e  dream f o r  
these m i c r o  businesunen. Thor recogntze t h a t  p l a n s  can on1 y 
m a t e r i a l i z e  w i t h  c r e d l t .  A c q u i r l n g ' c r e d i t  i s  a  h i g h  p r i o r i t y .  I t  
w l l  l enable them t o  deuelop t h e l r  b u r l n e r s e r .  

F i n a l l y ,  our i n v e s t i g a t i o n s  haue shown t h a t  1 a d d i t ~ o n  t o  
c red i  t the re  i 8 an obulous need ~ o P  t echn i ca l  ass is tance  t o  
Improue p roduc t  i u  I t y ,  enhance manrgemon t s k i  l l s, and r e s o l v e  
marke t l ng  p rob l  ems. 





POTENTIAL BRWJCH OFFICE LOCATION 

CAIRO:  

: . M S H E Y E T  WSSER 8 

T o  Serve  mansheyet  N a s s e r  a n d  moqa t tam - ( m i x e d  i n d u s t r  i e s )  

To  s e r v e  M W S R A  (Wood Work ing) . ,  8AB EL SHARIA. ( F o o t w a r e ) .  8A8 
EL LOUK ( L e a t h e r  a n d  F o o t w a r e ) .  ABOIN ( M e t a l  and  S e r u l c e s  
I n d u s t r i e s .  f l a c h i n o s  a n d  r e p a i r  worKshops)  a n d  MOSKY (Ready made 
ga rmen ts )  . 

To  s e r v e  S a b t r a  ( E n g i  n e e r  i n g  workshops )  BOLAK <rti x e d  i n d u s t r i e s )  . 
Gaser i e  t t a  Badran  ( r e a d y  made g a r m e n t s  a n d  o t b e :  s) . 

T o  r e p u e  Shoubra  e l  Kheima ( m i x e d  i n d u s t r i e s )  a n d  Shoubra  ( m e t a l  
+ r e a d y  made g a r m e n t s  a n d  r e p a i r  w o r k s h o p s ) ,  

T o  s e r v e  M a t a r i a  d i s t r i c t  ( m i x e d  i n d u s t r i e s ) .  

T o  s e r v e  He lwan  d i s t r i c t  ( m i x e d  i n d u s t r i e s ) .  ' 

7 .  GIZA 

T o  s e r v e  G i z a  d i s t r i c t  ( G i z a  + D o K k i )  ( m i x e d  i n d u s t r  i e r )  . 
8. IrIrn8A 

To s e r v e  Imbaba, d i s t r i c t  ( m i x e d  i n d u s t r i e s ) .  

1. EL W L  (mixed i n d u s t r i e s )  

.. .. 
2. EL W S H I A  ( c l o t h i n g  & f o o t w e a r )  

3. ABOU EL OEROCIR ( e n g i n e e r i n g  & m e t a l )  



Q u e s t i o n n a i r e  

General  I n f o r m a t i o n  

1- Name o f  e n t r e p r e n e u r  : 
Age : 

2- Address  : 
Educat i on 

3- K i n d  o f  b u s i n e s s  : 

Wood 
M e t a l  

4- L o c a t i o n  o f  f i r m  : 

Home 
Owned 

5- Da te  f i r m  was e s t a b l i s h e d  r . 
6- Acqu i red  c a p i t a l  f r o m  t 

F a m i l y  
Sau i n ~ s  
Othe r  r 

# 

Ready made c l o t h e s  
L e a t h e r  f o s t  wear 

O u t s i d e  h m e  
Rented  . 

F r i e n d s  
P a r t n e r s  

7- B u s i n e s s  owne rsh ip  I 

F a m i l y  Pata t n e r s  
P r i v a t e  a r n e r s h i p  

8-'How many mon ths  d u r l n ~  t h e  y e a r  i s  t h e  b u s i n e s s  ope ra ted?  

9- A r e  you i n u o l w d  i n  any  o t h e r  wo rk  4 own o t h e r  b u s i n e s s  I ?  

Yes  No .. 

S t a t e  t y p e  o f  b u s i n e s s  I 

10- A r e  YOU employed i n  o t h e r  w o r k / w a ~ e *  

Yes No 



P r o d u c t i o n  : 

11- No o f  employees i n  bus iness  : 

Fami l y  Non Fami 1 r 
A l  1 the  t ime P a r t  t ime W 1 1  t h e  t ime Par t t i me 

12- Es t imates  of t o t a l  a s s e t s  va lue  ( i n  L.E. ) 

Machinery : Loca l  
Impor ted  
hume -made 

Equipment : 
Tool s I 
I n v e n t o r y  : F i n i s h e d  

Raw M a t e r i a l s  
T o t a l  : 

13- Es t ima tes  o f  average p r o d u c t i o n  : 

19- L o c a t i o n  o f  p r o d u c t i o n  : 

Ent  i r e 1  y  i n s i d e  workshop 
P a r t  I Y rub-eon t r a c  t e d  
H i r i n q  machines f r o m  o t h e r s  

lSA A t  what copac i ty i s b u s i  ness  opera ted? ----0-0-0.-' A 
I f  no t ,  what a r e  t h e  reasons? 

16- Haw do you market  your  p roduc ts?  
.. .- 

Whol e-gal e r  R e t a i  1 
D i r e c t  s a l e s  

Loca l  marke t  Regional  marke t  
Expor t 



17- What a rQ the seasons d u r i n g  which sa l  Q S  increase? 

Why? 

18- D o  YOU s e l l  f o r  r 1 

I f  you se l  1 on c r e d i t ,  what i s  the p e r i o d  o f  i n s t a l  lment 
c o l l e c t i o n  : 

19- How o r e  market c o n d i t i o n ?  t 

I nc reas ing  
Decreasi fig 
Ccnstant 

S ta te  the rcasonr  : 

20- Do YOU deal w i t h  banks I 

Yes No 

For what r e r u i c e s  r 

Sau i ngs Lorn  

21- Do you deal w i t h  i n d u s t r i a l  cooperat iues? 

Yes No 

I f  No, Why? 

I f  yes, what  ,are the se ru i ces  o f f e r e d  4 i n c l u d i n ~  loans ) ?  

22- Do YOU b u r  raw m a t o r i a l s  - equipment - machines on c r e d i  t? 



What i s  t h e  i n r e r e s t  cha rged  by cupp l  i e r r ?  

+ If you purchase  r a w  m a t e r i a l s  i n  cash,  does t h e  p r i c e  d ~ + f e r ?  

Yes No 

I f  y e s  : s t a t e  % d i f f e r e n c e  

23- Do you t a k e  l o a n s  f r o m  i n d i u ~ d u a l r ?  

Yes No 

I f  no,  what  a r e  t h e  r e a s o n s  : 

I f yes, how do you use i t : 

B u y i n g  f i x e d  a s s e t s  
L e n g t h  o f  l o a n  i n  month 
Number o f  payments 
V a l u e  
Guarantee 
I n  t e r e s t  X 
S e r u i c e  cha rge  

WorKing c a p i  t a l  

Conmi s s i o n  
O t h e r  

24- Do YOU p a r t i c i p a t e  i n  gunayas? 
# 

Yes No 

I f  yes, how do you use  i t ?  

25- Do you ask fon advance payment f r o m  t h e  c l i e n t s ?  

Yes  No 

I +  yes,  wha t  X o f  o r d e r  do you  r e q u e s t ?  ------------% 

26- Do you t a k e  1 oan f r o m  any  member ..of y o u r  f mi I Y o r  fr i ends  r 

Yes No 

If yes, unde r  what  c i r c u m s t a n c e s  do you ask for  t h e  l o a n ?  



27- If there are o ther  sources Crom u h ~ c h  you t 3 K e  .+our loan, 
what aPQ the condi t i o n s  f o r  c r o d l  t ?  

Future Pl  ans : ------------ 
28- Do YOU i n  tend t o  expand your bus~ness?  

Yes No 

If yes, w h i ?  are your plans?? 

Coot o f  expansion? 

I f  No, why no t?  

29- Do YOU have any problems market ing your products? 

30- Do you need t o  employ new workers? 

Y e s  No 

t If yes 
F u l l  time P a r t  t ime 

31- What ere the p r imary  d i f f i c u l t i e s  i n  f u l f i l l i n g  your p lans? 
~-ooooooooo~~-ooo~.~o.~~~oo-oo-ooooo-o~o~~~o~o~.-~oo~~oo-~ 

' ( Externa l  r Gout. Regula t ions and P o l i c i e s ;  Raw M a t e r i a l  
Procurement; Demand f o r  Products; Auai 1 abi 1 i tr o f  Credi t; 
Channels o f  0 , i s t r i bu t i on ;  Market Organizat ion;  e tc .  

I n t e r n a l  t Avai l ab1  1 i t y  o f  Labor; Qua1 i tr; F i n a n c i a l  
Repor t ing and Taxes; Locat ion;  Other d i f f  i c u l  t i e s  assoc ia ted  wi  t h  
the l o c a l e 1  Managerial  L i m i t a t i o n s ;  e tc .  ) 



YEAR 
1 
& 

c-  - .,51 

5 
70 0 
305 

125 
12 

137 

53 

17 

? 
L 

82 

16 

4 

I I 

I I 

4 

4 

34 



=. W E R  DIRECT i D S T 5  
: :;YUCNICATIONS, PHOTOCOPY I Y 6 ,  

CESEPRCH !!ATERIAL, OFFICE SUPpLIE31 
5. 3EPFEAP 3N 44 A8O;'E e 56 2 

SUB-TOTAL US 1. A ,  

5 .  X L N ! C A L  4SSISTdNCE-SUBC3NTRACT WITH EiYPTIAN F ! M  
4. SALARIES ! BENEFITS 

[ 11 PROJECT 4DVIS3R [CAIROI 
4 12!YR FOR 2,5 YEARS 

:21 pAOJECT hDVISORIRLEX1 
C 121YR FOR 2.S YEARS 

[ 3 1  PROJECT DIRECTOR 
4!OSlYR FOR 2 YEARS 2 2,O 10. 

SUB-TOTIL 



f. CQEiiHEhC 
INCLL3:NS 3'4ER CIRECT CDSTS, 

GCMUN!CAT?3NS, OFFICE SPICE., . ETC 
r aoz  CF 5~ ABOVEI 

S3B-TOTAL, SUPCONTRACTS 

9 .  : r l  YIUNTRY 4ORISPQPS t SEPINARS 
LTRQINING ltATERI4LS, 'lEETIN6 ROOHS, PER D I E B I  

2.  US t THIRD COUNTRY OBSERVATIONAL TRAVEL 
!bIr l  FARES t PER D I E B S I  

I. W L I C A T I t W S  
E. COflHUNICdTIONS tF ILW/VIDEOI  

n11n 
4," -TOTAL 

a .  :CNS'lLTANTS [ , P 3 F S  COVERED THROUGH TR CONTRACTS] 



7.5iEClX ?SCJECTS 

3 SCB SRANiS #Ird PVUS 
- 
- 5. ECJLL4TIOHS 

4. ~IP-nan 
B. i?lD OF PROJECT 

t :'l-?I?AL 



BUDGET BREAKDOWN 
Projded U s e  

Spcc. Pmj. (5.m) 

I I 

TA & Twining 

DETAILED BUDGET BREAKDOWN 
trpenditures other than Calloteml Fund 



BUDGET BREAKGOWN 
Projected Use 

. . . . 

Spec. Pmj. (5.0%) 

Mgnt/Ewl (2.m) 

DETAILED BUDGET BREAKDOWN 
Expenditures other than Collateral Fund 

TA & Twining 



BUDGET BREAKDOWN 
Projated USC 

Collateml Fund (80.4%) 

DETAILED BUDGET BREAKDOWN 
Expenditures other than Colloteml Fund 

AID 



BUDGET BREAKDOWN . 

Projected U r  

s~pport (4.9%) 

Spec. Pmj. (5.0%) 

M g n  t/Eval (2. a) 

Collateral Fund (80.42) 

DETAILED BUDGET BREAKDOWN 
Expenditures other than Colloteml Fund 

Evol/Audit (5.3%) 

TA & Tmining 



BUDGET BREAKDOWN 
Projscted U r  

DETAILED BUDGET BREAKDOWN 
Expenditures other than Callateml Fund 



BUDGET BREAKDOWN 
Projatcd Use 

. . 

Spec. Pmj. (5.0%) 

DETAILED BUDGET BREAKDOWN 
&penditurn other than Collotcml Fund 


