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EXECUTIVE SUMMARY

l. Title: The Production Credit Project: A Statistical
Profile of Participating Firms

Directorate of Industry and Support initiated
this study of PCP (263-0147) in late August
1986.

2. PCP

Constraints it Addresses

First Order: Unequal access to credit and FX by private
and public sector firms

Second Order: Adverse policy on interest and exchange
rates

Adverse banking and credit pnlicies and
procedures

Project goals

A means: To develop Egyptian financial capability
to service the full range of private sector

financing needs

To an end: To increase the private sector's
contribution to Egyptian productive

output

Delivered

$67 million in short-term credit for the
procurement of American commodities. Lent
dollars to 304 f£irms through 589
transactions. Repaid in local currency.
Implemented by participating banks.

Relutionship to Mission Strateqy

~- Policy reform

-- Encourage private sector

-~ Remove constraints to term-credit

~- Facilitate institutional (bank) development

- iii -



3.

Statistical Profile

PurQose

Not an evaluation, and not to provide
recommendations

To provide a statistical profile of participating
firms

To explore previously identified issues, including
use of PCP resources primarily as a cheap FX window,
effects cheap FX have on investment decisions,
additionality, and contributions beneficiary firms
make to realizing project goals and purposes.

To contribute to design of evaluation plan for
follow-on Private Sector CIP component of the

new Private Enterprise Credit Project.

Methodology

Structured fersonal interviews with a pbrobability

sample of firms representing the population of

244

(non-trader) beneficiary firms

Major Findings

Beneficiaries are new and medern: 76% created since
1974; 71% place high importance on finding new
products; 93% describe selves as quite modern and
progressive,

They are growing firms in growing markets: 62%
increased output by 100% or more over past 5 years;
71% increased sales and revenues by 100% or more;
fewer (37%) increased employment by at least 100%.
Average per firm assets are LE 2,650,000; 17% have

assets of less than LE 1 million.
55% produce consumer goods or services; 45% supply
intermediate products.

31% of thosec producing consumer goods provide them
for middle and upper-income consumers.

24% export.

84% of firms had 30% of all PCP transactions.

Only 26%* of industrial firms procured eauipment
under PCP; 61% of agricultural firzs and 100%

of "all others" (primarily health) procured

equinment.

- jv -



Conclusions

-~ There are significant inter-firm and inter-sectorial
similarities and differences. Earlier studies (an
AID evaluation and an IG audit) failed to capture
this statistical diversity. They also failed to
recognize differences among sectors and firms in
responding to the several components of the
assistance provided thenm.

-~ Beneficiaries are the kinds of private sector firms
AID might wish to encourage.

-~ Beneficaries have developed the resources and
orientation to help sustain their continued
growth.

4. Significant Issues

(a) Only a Cheap FX Window?

Findings

-- Firms are import-dependent: The population of
244 firms has annual FX needs of about
$500 million

~-- They are price-sensitive: 87% obtain
product and price information from as many
suppliers as possible.

== 43% rely on their banks to provide needed FX.

== PCP met the entire FX needs of 12%; it met the
entire credit needs of 28%.(Refers to year of
transaction.)

-- 43% say that PCP met important credit needs.
-~ However, credit is least important to firms in
the largest sector: only 26% of industrial
firms say PCP credit is equally or more

important than FX.

Conclusions

-~ Sectors and firms within them differ in the
role thet PCP credit rather than FX played for

. them.

-~ Cheap FX is important, but providing it does
not obviate the importance that credit plays
for up to 43% of all firms. PCP is not "just"
a cheap FX window. The project's short-term
credit component is important to many firms,
but least so to industry.




(b) Distorted Investment Decisions

Firdings

-- It appears that industrial firms bought
equipment at the free-market rate of exchange.
But, again, they are least likely to procure
equipment under PCP.

Conclusion

== PCP did not distort decisions on industrial
investments nor lead to unjustified investments
in this sector. If any distortiion occured, it
was most likely in the "all other" (primarily
health) and agricultural sectors.

(c) Additionality

Findings

-~ 17% of the firms would most likely have dropped
their proposed projects if th=y had not
received PCP assistance. Anotrner 29% would
probably have met their neceds, but it would
have taken them longer to do so.

== Investment and expenditure plans and behavior
would not have been affected for the other
54%. They would have immediately met their
needs in some other way.

Conclusion

-~ Additionality was realized for a large minority
of beneficiaries. The project's purpose ("to
expand investment for product ive private sector
enterprises") was partialiy achieved, but the
project has much room for imp:-ovenent.
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(d) The Project's Goal of Increasing the Private Sector's
Contribution to Egyptian Productive Qutput

Findings

-- Sales and revenues increasel, as. noted earlier.

-- Investment also increased: 5 years ago, the
median new investment was LE 120,000; this year
it is LE 500,000.

-- 91% say they are likely to expand quite a bit
over the next three years.

Conclucsions

-- Although the credit "means® to achieve project
"ends" never got off the ground, the ends
themselves were partially realized.

-- These "achievements" are found among those
meeting and not meeting the additionality
criterion, as well as among firms differing
in the relative roles they assign the credit
and FX components of the prject.

-- PCP is helping the kinds of firms AID might
wish to encourage, but the help provided may
have minimal effect on proxess toward
achieving project goals, emecially within
the raw-materials-oriented industrial sector.

- vii -
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CHAPTER 1

INTRODUCTION

A. Why another study?
B. What is PCP?
l. Goals and purposes
2, Evolution and present status
3. Conclusions and limitations of earlier studies
C. What will the present study accomplish?
D. Research procedures
E. Summary

A. WHY ANOTHER STUDY?

In December 1984 a four-person team of banking, economics, and
commodity-procurement experts evaluated the Production Credit
Project (AID project 263-0147). In addition to reviewing
documentary materials, the team talked with 75 Egyptians and
Americans fcmiliar with the project. This evaluation was
followed nearly one year later by an Inspector General's audit
of the project. Three auditors conducted field work from
September 1985 through January 1986. They toc reviewed project
files and interviewed knowledgeable individual:r. A third review
of many of the same issues covered in the fir<i two reports
was undertaken during the fall and winter of 1¢85 in the course
of preparing the new Private Enterprise Credit Project Paper
(263-0201) .

All three series of studies provided detailed information on
key project issues. The reports were insightful and useful to
the Mission.

Given these three studies, what is the rationale for still a
fourth albeit different type of investigation ¢f the same
project?

There are seversl answers to this question. Most importantly,
the earlier studies focussed heavily on credit, banking, and
foreign exchange issues. This focus covers the credit component
of the project's goal. It does not adequately address the
ability of the credit and foreign exchange (F)) provided by the
project to realize its objective of increasing the private
sector's contribution to national development. Information on



the uses of project funds by beneficiaries regquires that data
be collected from the actual users. Other issues identified in
the earlier reports also require an analysis of information
collected systematically from participating firms.

Very little is known about these firms, a void that the present

study helps fill.

Therefore, the present
objectives, sources of

This chapter has three

l. To briefly
status.

study differs from earlier ones in its
information, and research methodology.

objectives:

describe PCP's objectives and present

2. To introduce the purposes of the present survey; and

3. To present the research methodology that provided
the information for this report.

B. WHAT IS PpPCP?

1. Goals and Purposes

PCP goals include an implied means to achieve an end:

End: To increase the private sector‘'s contribution
to Egyptian productive output.

Means: To develop Egyptian financial system capability
to service (the) full range of private sector
financing needs.

The project purpose is:

To expand investment for productive private sector

enterprises.

The project achieves these goals and purposes by providing
short and medium-term credit to Egyptian private sector firms
to finance the dollar costs of importing commodities and
equipment from the United States.



Other meanings have been added to the above. For example, the
project-evaluators imply that imported commodiities should be of
"high developmental value." They also rephrase the project goal as
helping to "increase private sector output through the provision of
short-term credit for the import of needed industrial raw materials,
spares and capital equipment." (Emphasis added.) GOE-issued
circulars approved by AID have given further specificity to these
added concerns by defining eligible industries and commodities.

2. Evolution and Present Status

A private sector set-aside from the Commodity Import Program
preceded PCP. Consecutive CIPs from FY 1977 to FY 1981 disbursed
$137 million to private firms.

PCP was authorized in August 1982 and amended in March 1985. By the
middle of August, 1986, ten participating banks processed 589
transactions worth nearly $87 million for approximately 304 firms.
(The number of banks increased from nine for most of the project's
life up to 12 today.)

In addition to decisions banks make about extending PCP funds to
applicants, USAID also approves individual transactions. PCP funds
are tied to the procurement of U.S. commedities.

—.

3. Conclusions and Limitations of Earlier Studies

-

AID's own evaluation of PCP found deficiencies but also
accomplishments and ppﬁortunities for improvement. The Inspector
General's audit was more pessimistic. Both reports focus primarily
on the credit means to achieve the project's goals of increasing the
private sector's contributions to Egyptian productive output.

(Summaries of both reports are included in Annex D.)

From the AID evaluation: Although the project's "goals
were overly ambitious," it "was very successful in
providing foreign exchange inputs to private sector
industries that used these imports efficiently...The
credit market and institutional development side of the
project never agot off the ground."

With the changes recommended by the evaluators, the
team conjectured that "a more effective and targeted
project could be developed to build on the accomplish-
nments of this project." '



From the Inspector General's audit: "The audit showed
that the project goals could not be achieved,
indicators for measuring project success were
invalid, and the project was being implemented

in a manner that was unlikely to bring about

the desired outcomes."

These conclusions were based on extensive interviews and
reviews of project materials. However, the research procedures
adopted by the evaluation and audit teams do not allow them to
assess progress in meeting either (1) the project's goal to
increase the private sector's contributions to Egyptian
productive output or (2) the purpose of expanding investment
for productive private sector enterprise. Conclusions relating
to the project's goals and purposes require that inferences be
based on evidence collected in a systematic way from a
representative sample of the firms perticipating in PCP.

Both of these earlier reports rely on on two types of argquments
in making inferences. First, inferences are based on a fortiori
reasoning: Distcrtions in exchange anmd interest rates impeded
the development of the credit system and practices intended for
the project. If these systems and practices were not achieved,
then there is even stronger reason to believe that the
productive and investment objectives of the project could not
be achieved either. There is only one means to the project
ends, and if the means are defective, it is obviously not
possible for the ends to be realized.

Second, the evaluation and audit teasnss heavily rely on
subjective if not circumstantial evidence provided primarily by
those not directly participating as project beneficiaries.
Findings and inferences based on this information come from the
perceptions of the proiject held by bankers, businessmen,
government officials and AID staff, but only a small number of
representatives of beneficiary firms. The IG audit talked with
what was claimed to be "a representative cross scction of PCP
customers engaged in different types of businecs activities..."
This sample consisted of two traders and six non-traders only.
No information is given on the questions asked or how they were
asked. The written project materials and other reports on
which the team drew did not provide systematic information on
the performance of participating firms, nor did the perceptions
of those interviewed provide such evidence.

Experienced auditors and evaluatows often are able to make
sound inferences based on the kirds of second-t2st data
collected to date for PCP. We simply voint out the
gualifications that should be placed on these presumed findings
and conclusions.



Having done so, we now move to a research project designed and
executed in ways that allow us to directly te:st some of the
inferences that the earlier evaluation and awdit made regarding
progress in achieving project goals and purposes.

C. WHAT WILL THE PRESENT STUDY ACCOMPLISH? :

This study is intended to help fill the evidemce and inference
gaps that the earlier evaluation and audit have with regard to
project goals and purpcses relating to the performance of
individual private sector firms. The scope of work (which is
more of a research proposal, included as Annex E) describes the
study as a "proposed statistical profile" of participating
firms.

Information is not available on the universe (population) of
all private sector entities in Egypt, so it is not possible to
ascertain whether or not project funds could have been put to
better use by other firms. And since it was not feasible to
review the underlying financial records of firms, it was not
possible to dircctly measure enterprise profitability,
sustainability, or value-added. These limitations in the
research design were consciously and deliberately intended.

The study has taree general purposes, each covered 1in a
separate chapter:

Chapter 2: A_statistical overview of participating firms:
Information 1s presented on what kinds of firms
from which sectors obtained FX from the project,
what these firms produce, what commodities they
procured under the project, and the dollar costs
of these procurements. The emphasis is on firms,
not transactions (which was the more common
primary "information unit" for the evaluation and
audit).

This is baseline information that will allow
project management to chart and measure changes
in the future, as well as predict some of the
likey consequences following from proposed
changes in project policies ana procedures.



Chapter 3: Is PCP used primarily as a cheap "X window? The
project was intended to effect Chamges in credit
and banking practices and policies.. The evaluation
and audit report that FX moved quickly through the
credit system but witnout changing it in anyway.

This chapter looks at the importance that
Participating firms place on the (cheap) FX ang
Credit components of the project. what proportion
of these ftirms' px ¢+ Credit, ana import neeas are
met by the project? Wnat are the re:spective
percentages ot firms reporting that the project's
major importance to them was its FX or credit?

Chapter 4: Contributions of PCP_to Realizing tne Project's
Productive ana 1nvestment Objectivi:s: This
chapter addresses tne significance that PCp has
for participating firms aore generally. Firms
that penefit fron cheap FX can still contribute
significantly to increased private sector
production and investment. However , 1f the
beneficiary firms would have met thkeir F¥ and
credit needs in other ways (Lf PCP wvere not
available), then no "addltionality“ results from
the project. Tnis and otner policy issues are
considered in this chapter.

Chapter 5 briefly summarizes tne results of dane earlier
chapters. Tne emphasis is on statiz:ical
findings and conclusions tnat can we cautiously
based on them. This Study is not imrended to pe
& standard AID evaluzation. Recommemcations are not
ventured,

D. RESEARCIH! PKOCERDURES

Four kinds of evidence are used in this report:

1. Information from the PCP management inform:tion systemn.
(This was not very usetful for present purpwuses.)

2. The findings and materials reported in tpe AID evaluation
and 1G audit.



3. Quantifiable information collected from structured
interviews conducted with representatives of a
probability sample of PCP firms.

4. Qualitative comments obtained from these same
firms in the course of the interviewing.

Annex A contains thumbnail sketches of 21 of the firms
participating in the sample survey. Annex B describes the
research procedures adopted. Annex C contains tihe interview
schedule.

The sample was drawn from a universe of 244 firms. They are
the end-users of the project. "Traders" were excluded from the
universe because they no longer qualify for parf.icipation in
the project.

These 244 firms were divided (stratified) into six cells
according to sector (industry, agriculture, and all others) and
number of transactions (one only and two-or-mor«). Replacements
were drawn at the same time the original intendicd sample of 51
firms was selected.

Because of a lack of staff time and resources, .as well as the
absence of a reliable roster of potential beneficiary firms, no
matched (control) population of non-participant.s was
interviewed. Nor does this study build on earlier
data-collection activities that would allow be%ore-and-after
comparisons to assess some of the conseguences of the project's
interventions (i.e., the provision of credit amd FX). Firms
did, however, provide numerical estimates of firm performance
levels for both the current year and five years: earlier. 1In
both instances, as well as throughout the interview schedule
and present report, "estimates" are recorded.

These qualifications are more than caveats. Thkioy are intended
to emphasize the limitations of the survey as @n evaluation
device and as a compilation of very precise statistical
information. :

Fieldwork was conducted between October 8 and IKovember 5, 1986.
Interviews were done in the field,but most were: completed in
the USAID offices. Egyptian FSN staff conductedi slightly less
than half the interviews in Arabic. The study director (Robert
E. Mitchell) conducted most of the remaining interviews and all
those completed in the field. He also designed and drew the
sample, prepared the interview schedule, and wiote the present
report.



Forty of the intended 51 interviews were completed. It appears
that many if not most non-respondents resulted from inadeguate
addresises. The firms cnuld not be located. This was most
pronounced for rural-based agricultural sector firms.

Because there are no apparent differences between respondents
and non-respondents, the numerically deficient cells in the
stratified sample were weighted so that the completed sample
would make it possible to refer to the universe of all 244
participating firms. There is one small exception to this: The
three percent of the universe that is from the "all other"
sector having two or more transactions.

Table 1.1 presents the sample used for the present report.
Readers are referred to Annex B for a more detailed discussion
of the sampling and fieldwork procedures adopted for this study.

Table 1.1
Sample Used For
Present Report

Number of Transactions

Sector J_only 2_or _more_ _.Total

Industry 15 13 28

Agriculture 10 3 13

All others B 0 !
Total 33 16 49

E. SUMMARY

A recent AID evaluation and IG audit of the Production Credit
Project found that the credit and banking changes intended for
the project were not achieved. These changes are means to
realize two ends: (1) increase the private sector's,
contribution to productive output and (2) expand_investment for
productive private sector development.




Measures of progress toward achieving these ends require that
evidence be systematically collected from a rcpresentative
sample of firms participating in the project. Neither the
evaluation nor the audit had this evidence, although they
collected considerable amounts of subjective and circumsantial
information. The present study attempts to fill this evidence
gap and in so doing test some of the inferences appearing in
the evaluation and audit reports.

Since its irception in 1982, PCP disbursed $87 million to 304
firms for 589 transactions. Project funds are administered by
ten participating banks that provide FX repayable in local
currency for the procurement of U.S. commodities.

Chapter 2 of this report provides a statistical overview of the
244 (non-trading) end-user firms participating in the project.
Chapter 3 assesses the relative importance these firms place on
the FX and credit components of the project. And Chapter 4
assesses the contributions these FX transactions made to
realizing the project's productive and investii.>nt objectives.

To achieve these research objectives, a stratified probability
sample of 51 firms was selected. Forty structured interviews
were completed with representatives of these firms. Because
there are no apparently significant biasing differences between
non-respondents and respondents, the sample has been weighted
in a way to permit us to generalize about the population of 244
participating firms.
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CHAPTER 2

A STATISTICAL OVERVIEW OF PARTICIPATING FIRMS

A. Beneficiaries tend to be new, modern, and expanding
l. They are Infitah firms
2. Over half are outside the larger cities
3. Traditional legal structures still predominate
4. But they are modern in other respects
B. PCP firms are rapidly expanding in competitive
growing markets
1. Their markets are growing and competitive
2. They are growing along with if mot creating
their markets
C. The resources and strength of beneficiary firms
l. Fiscal assets
2. Employees
3. Sales and revenues
D. Industry provides more than half of a&ll firms
E. Firms provide both intermediate goods and consumer
products for all income groups.
PCP transactions
Summary

0O

USAID's management controls for PCP emphasize transactions, not
firms. Information is recorded and tracked on the size of the
transaction, commodity, participating bank, letters of credit,
supplier, and other pertinent facts that allow AID to fulfill
its fiscal responsibilities. This fiscal focus is inccrporated
in the project's MIS, which in turn carried over to the
evaluation and audit. They drew on the most readily available
information, supplemented by only a limited data—collection
effort for the firms behind the transactions. -

The present chapter provides simple basic descriptive
information on these firms: Who they are, where they are
locatea, their sector of activity, what they produce, who buys
their output, the resources available to the corpanies, how
much money they obtained under PCP, and what thew procured with
these funds.

This information identifies firms that have benefitted from the
project. It does not address "how" they benefitted nor the
importance of the benefits. These two concerns are covered in
Chapters 3 and 4.
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In addition to filling an information gap, the chapter helps
provide a baseline for measuring future changes in the project.

A. BENEFICIARIES TEND TO BE NEW, MODERN, AND EXPANDING

l. They are Infitah Firms

Law 43 of 1974 laid the legal basis for the accelerated
development of new private sector investments. This law has
been amended several times, and additional legislation--e.q.,
Law 159 of 198l--further encouraged private sector development.

PCP has bheen supportive of Egypt's Private sector responses to
new economic opportunities: 76 percent of all beneficiary firms
were created since (and including) 1974; 35 percent were
created after 1980.

2. Over Half Are Outside Larger Cities

New firms may have their business offices in the Cairo or
Alexandria metropolitan areas, but many of their manufacturing
or service centers are located outside the older built-up
cities: 14 percent are in nev communities; 30 percent are in
smaller towns or villages; 48 percent are in a “larger city."

Agricultural operations are not city-based, nor are they
limited to the metropolitan areas

Thirty-seven percent of all beneficiaries are im Cairo or Giza;
only eight percent are in Alexandria, whercas 237 percent are in
one of the non-metropolitan governorates.

3. Traditional Legal Structures Still Predc:sinate

Most firms are organized as family or individual operations.
Only 18 percent are clearly "independent corporations.”

Others seem to have the same corporate legal stutus, but these
firms are so dominated by one person or one family, they are
self-described as sole proprietorships (22 percent) or family
firms (45 percent). Seventy-one percent have ore of these more
traditional equity, legal, and ownership forms.



- 12 -

4.But They Are Modern In Other Respects

PCP firms are market-oriented and innovative. COf those
providing information, 71 percent place "high importance on
finding new markets," 78 percent "look for new Products," 91
percent "place high importance on reducing costs," and 93
percent describe themselves "as quite modern and progressive."

These new, modern (they are often built on established names
and families) express other important modern Chacteristics
central to PCP: They work with banks, and most rely on
bank-extended credit. Within a short period of time, these PCP
firms have been able to establish their credit worthiness. No
doubt there are many other excellent new and clder private
sector firms that could benefit from the PCP. However, it may
take another kind of program to assist these firms, especially
those without a credit rating, a family name, or a willingness
to work through banks.

B. PCP FIRMS ARE RAPIDLY EXPANDING IN COMPETITIVE,
GROVING MARKETS

1. Their Markets Are Growing and Competitive

Egypt offers a good market for most PCP firms. Only one company
reported "the market for your product is declining." For those
who provided information, 68 percent say they are in a growing
market. Demand is pulling expansion and investment, as will be
seen later.

PCP firms are sensitive to their markets, and they respond in
various ways to this competition, including looking for new
markets and products, as well as recucing costs. (See A.4
above.) Forty-five percent say they face a "very competitive
market"; another 24 percent of report that their market is "not
very competitive,"

2. They Are Growing Along With If Not Creating Their Markets

By both subjective and objective measures, PCP firms are
growing (Table 2.1).



Type of Change

Over Past 5 Ye
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TABLE 2.1

PCP FIRMS HAVE RAPIDLY EXPANDED

OVER THE PAST FIVE YEARS

Subjective Appraisal

of Change¥*
ars

Total Output

86 percent report
an increase

Gross Sales and

Revenue

Employment

85 percent report
an increase

Fewer firms, 69
percent, report
an increase

Objective

Performance*

89 percent expanded;
62 percent increased
output by 100
percent or more:;

27 percent increased
by 200 percent or
more. **

97 percent
experienced an
increase; 71 per
cent increased by
100 percent or
more; 32 percent
increased by 200
percent or more.

76 percent had
some increase; 37
percent increased
by at least 100
percent

* Percentages based only on those providing

information.

** The unit of output varies by type of

firm and product.
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C. THE RESOURCES AND STRENGTHS OF BENEFICIARY FIRMS

PCP beneficiaries are not all made out of the same mold. They
differ in their gross value, work force, and sales. Blanket
statements about the project's participants, their
contributions to national development, and the benefits they
receive from the project must be tempered by these variations.

l. Fixed Assets

Although relatively new to the market, PCP firms report a
sizable investment. The 42 firms providing information on the
value of their buildings, land, equipment, inventory, and other
assets report a total of LE 210,563,000. Projecting to the
universe of 244 PCP firms yields an investment of about LE 1.2
billion

The average PCP firm has assets valued at LE 2,650,000. But
smaller firms are not excluded from the project: 17 percent
have assets of less than LE 1 million; the same proportion have
assets in excess of LE 10 million.

2. Employees

Larger firms bias the mean number of employees: 205. The median
is 60 workers.

3. Sales and Revenues

The average size 1986 firm of 205 employees working with an
average of LE 2,650,000 in assets will produce average annual
sales and revecnues of LE 2,590,000 (for the 37 firms providing
information). Twenty-four percent of the firms have annual
revenues exceeding LE 10 million; 24 percent have less than LE
]l million in sales.

D. INDUSTRY PROVIDES rMORE THAN HALF OF ALL FIRMS

Based on an analysis of the project's MIS, industry accounts

for 46 percent of all 581 transactions. (Traders are included
in these figures.) Agriculture claims 19 percent, with health
eight percent and the other sectors (construction, services,

tourism and education) accounting for seven percent only.



When end-users are considered(traders are exclwded) ,industry's share
increases: 56 percent of participating firms are from this sector,
followed by 26 percent for agriculture and 19 percent from the other
sectors. '

E. FIRMS PROVIDE BOTH INTERMEDIATE GOODS AND COKXSUMER
PRODUCTS FOR ALL INCOME GROUPS

Sector-level information hides considerable heterogeneity in actual
products. The agricultural sector has the least variety: eggs and
broilers predominate, but firms in this sector also produce feed,
manure, and breeding stock (sce Annex A). End-wzers in the health
sector provide diffecrent specialized services--e.g., services for
premature babies, adults with kidney diseases, particular kinds of
dental work, etc. And industry has even greater diversity--from soup
to plastic containers.

AID's evaluation of PCP attempted to relate transactions to sectors
that earlier studies suggested provide Egypt with a comparative
advantage. Again, the categories used are too general. The best the
evaluators could claim is that "at least they (the presumed
subsectors receiving transactions) do not appear to be categories
where investment is definitely not warranted."

For the present survey, products and services were classified as
"intermediate" or "consumer." The former includwes cardboard boxes,
plastic bottles, window glass, etc.; the latter includes eggs,
sweets, medical services,etc.

This crude distinction yields a fairly close split between the two
types of products: 55 percent are consumer Prodiucts; 45 percent are
intermediate. (Some firms producing intermediate goods consider them
to be consumer products. Our classification is obviously crude.)

The GOE counterpart for PCP has expressed concern over providing
project funds to firms producing primarily for middle and
upper-income consumers. Of the 32 firms providing information on
their consumer products or services, 31 percent report their market
is for this segment. Sixty-nine percent serve fhe entire market,
while 25 percent focus almost entirely on "the popular classes."
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Twe ~ty~four percent of the firms export some portion of their
output. About two-fifths of the exporters also produce for the
Egyptian middle and upper-income market. There appears to be
somewhat of a conflict between domestic markets favored by the
GOE and Egyptian export potentials.

It is not clear that the non-exporting firms can be classified
as "import-substitution" investments. Some PCP firms are
providing commodities and services new to the Egyptian economy.
Eggs and poultry operators provide a new source of protein for
new population segments that obtained their protein from
non-poultry sources in the past.

Other firms are'manufacturing replacemeats for existing
products, many of which may have had a higher local content in
the past. This observation might apply #o plastic containers.

At least in the Egyptian context, classifying products for
investment and PCP purposes does not leand itself to facile
decisions by either AID or the GOE.

F. PCP _TRANSACTIONS

A relatively small number of firms account for a high
proportion of all transactions. Most firms only participate
once. In the universe of all end-users and traders, 62 percent
have had only one transaction (they mav have had a transaction
under the predecessor Private Sector CIP). This 62 percent had
32 percent of all transactions.

Approached from the heavy-user side, eight percent of the firms
had 30 percent of all transactions. One-fifth ©of the firms had
52 percent of the total number of transactions. (These figures,
again, refer to the universe of all firms, including traders.)

The present sample of 49 firms had 83 transactions worth
$14,640,000. The average transaction size was 5176,116.

Individual firms differ widely in the amount of PCP FX they
received. The average was $298,776, but 20 percent of the firms
had $500,000 or more from the project. At the other extreme, 26
percent received less than $50,000.
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Project funds were used for a wide range of commodities. Some
firms procured both equipment and raw materials. Most (61
percent) got raw materials; 43 percent obtained equipment.

As will be emphasized again in chapter 4, industrial firms are
least likely to use their PCP FX for equipment. This usage is
most common in the "all other" sector (primarily health): 100
percent of their transactions are for equipment.; agriculture
follows with 61 percent, whereas only 26 percemt of the
industrial firms are acquiring American equipmennt under PCP.

American raw materials are in highest demand. This is
especially so for plastics. Polyethylene comprises 14 percent
of the universe of transactions (for traders and non-traders).
In industry alone, 22 percent of the transactions are for this
commodity.

G. SUMMARY

This chapter fills an information-gap. The empithasis is on
description; there is no "dependent" variable a&nd, therefore,
no need for the use of statistics helpful in explaining
variations in a dependent variable. Thoa descriptive information
provides the Mission with a baseline for measuring future
changes in PCP. This information also lays ther basis for a
consideration of the policy and program issues discussed in the
following two chapters.

PCP beneficiary firms differ in their backgrownd, industry,
csize, growth rates, uses of PCP, and other fea'tures. One must
be cautious in making blanket assertions about either the firms
or the effects PCP has on them. These variatioms will be shown
in the next two chapters to raise guestions abmut conclusions
and recommendations earlier studies made concerning this
project.

Information on the universe of Egyptian privatwe sector firms in
the different sectors is lacking. As a consequence, it is not
possible to ascertain the similarities and differences between
PCP beneficiaries and the universe of potential beneficiaries.
However, it appears that the participating firms are:
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New, modern, and growing. PCP has been belping the
new private sector in its early developm=nt stages.

Many firms operate under traditional family and
individual ownership, but the firms are market and
modern-oriented in most other respects. These firms
should be able to make good, efficient use of PCP
resources.

In a strong, growing market. The firms are responding
to market demand by increasing output, sales, and
employment.

Developing the resource base (assets, employment, and
revenues) for continued growth and contributions to
the national economy.

Heavily represented by manufacturing companies in
the industrial sector.

Manufacturing and providing both intermediate goods and
consumer products. Many firms serving the middle and
upper-income consumers are also exporter s.

Different in the number of their PCP tramsactions and
dollar values. A relatively small number of firms have
a high proportion of all transactions. However, small
as well as large firms participate. The size of the
benefits varies greatly.

Different in the kinds of commodities they procure

under the project. Industrial firms buy W@.S. raw
materials; firms in the health and "all other" sector
procure equipment. The agricultural sector falls between
these two extreme patterns.
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CHAPTER 3

IS PCP USED PRIMARILY AS A CHEAP FX WINDOW?

Beneficiaries are import-dependent
Obtaining FX has high priority

Firms differ in their reliance on PCP FX
and credit

. Agricultural and health firms say that PCP
credit is important

Why not try again?

Summary

Ol O oWy

In January 1986, FX provided under PCP was sold at 43 percent
less than its market value. This translated into a 77-percent
subsidy. It is little wonder, then, that the project has been
criticized as simply a cheap FX window.

Some critics have even charged that beneficiary firms have no
problem in obtaining credit. Since PCP was "to develop Egyptian
financial system capability to service (the) full range of
private sector financing needs," the absence of any such needs
(i.e., the "no problem") undercut the project's very purpose.

This chapter explores these assertions by examining the demand
for imports, FX and credit, the degree to which PCP helped meet
these needs, the personal judgements of company representatives
concerning the importance they assign to the FX and credit
components of the project, and reasons why those who demand FX
do not seek additional support from PCP.

" A. BENEFICIARIES ARE IMPORT-DEPENDENT

PCP beneficiaries are a self-seclected group. Most are dependent
on imported equipment and raw materials. They need FX, for
without it there would be no raw materials to process and,
therefore, firms would cease operating. Some firms, of course,
are less dependent than others on imports and FX.

All the firms providing relevant information report they have
imported raw materials and/or equipment over the past five
years. Seventy-six percent imported both equipment and raw
materials; 15 percent limited themselves to equipment only;
nine percent were limited to raw materials. Even these figures
are deceptive, for they refer to commodities that firms
themselves imported from all sources. Firms alco procure
foreign commodities available in the local markot.
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Thirty-eight of the firms reporting informatiom on imports
estimated they imported $386,461,000 in raw ma'terials and
equipment over the past five years. This is albbout $77 million a
year. All 244 participating firms have annual mneeds of perhaps
nearly $500 million a year.

B. OBTAINING FX HAS HIGH PRIORITY

FX is seen to be a scarce and extremely valuahle resource.
Acguiring it is a top priority for these impor:t-dependent firms.

PCP firms seem to be gquite price-sensitive in: their import
behavior, and they are likely to respond quickly to changes in
the exchange rate, the value of the U.S. dollaw, and the cost
of U.S. commodities. Eighty-seven percent of the firms
providing information say they "obtain product and price
information from as many suppliers as possible"™ for their
imports.

Their need for FX puts PCP firms in contact with banks.
Sixty-two percent say they "take out a loan from a local bank"
to pay for their FX, but fewer--only 43 percenit--"rely on your
banks" to actually provide the FX. A majority of PCP firms, one
way or the other, obtain their FX from the frew market at free
market rates. Still, banks do play a significamt credit and F¥
role for private sector beneficiaries of PCP F.

C. FIRMS DIFFER IN THEIR RELIANCE ON PCP FX ANID CREDIT

Private sector demand for FX far exceeds PCP resources, a fact
confirmed in the present study.

According to the AID evaluation, as of 1283, AID's contribution
of the then-%$67 million in PCP toward the Egyptiian private
sector's import financing requirement was only 1.52 percent of
U.5. exports to Egypt, 2.38 percent of exports: funded by U.S.
assistance, and 0.53 percent of Egypt's total imports for that
year.

The 49 firms surveyed for this study received $14,640,000 in
PCP funds, whereas they are importing at the rate of at least
$77 million of commodities a year. PCP's life-of-project funds
may have met between three and five percent of these firms'
needs over the five-year period.
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But for any one year, the contribution is much higher (and
firms differ in their yearly demands). Twelve percent report
that PCP met their entire FX needs; 39 percent had half or more
of their needs met.

Again, firms differ widely among themselves for the year (s) of
their transactions: 38 bercent report they received one-fifth
or less of their FX through PCP. It seems likely that PCP FX
made a potentially significant contribution te at least 60
percent of all firms.

Similar comparison: are found for"year-of-trancaction" credit
needs met by PCP: i8 percent met all their neesds through PCP,
28 percent met at least half of their needs, Lbut 18 percent did
not meet any of their needs through the project. These firms
used hanks as money-changers. They bought their dollars
outright.

D. AGRICULTURAL AND HEALTH FIRMS SAY THAT PCP CREDIT
IS IMPORTANT

Given the high demand for FX to pay for large amounts of
imports, it is not surprising that modern firms know of and
gain access to PCP resources. The demand these firms have is
certainly one measure of "need," although probably not the same
need the audit and evaluation had in mind.

Fifty-seven percent of the respondents reporte€ that FX was the
"most important need that PCP helped" them meet. Only 11

bercent said that credit needs were more important, but another
32 percent said both FX and credit needs were egually important.

PCP may be a cheap FX window, but 43 percent of all
beneficiaries recoqnize the importance of the credit mode of
Providing FZ. This is one indicator of the Project's partial
success.

But the success is weakest in the industrial sector, the area
that the project evaluation saw as the key to PCP's goal. Only
26 percent of industrial firms say that PCP credit is equally
Or more important in meeting their credit rather than FX needs;
agricultural firms had double that rate, 61 percent, whereas 72
percent of the all other (mostly health) firms recognize the
importunce of PCP credit.
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The cheap FX-window argument may have merit for the largest
segment of project beneficiaries. (Industrial firms represent
56 percent of all beneficiaries.) PCP as a credit mechanism has
more merit for non-industrial firms.

A firm's perspective on PCP depends in part on the firm's
sector and the different credit and other meanings associated
with the sector.

More will be said on this matter in Chapter 4.

E. WHY NOT TRY AGAIN?

If PCP's cheap I'X is so attractive, why don't more firms seek
additional transactions?

Twenty percent of the answering firms report they did not seek
more transactions because they had met all their FX needs;
another 20 percent claimed they had the maximum amount allowed
under the program. But the largest single category of answers
-- 42 percent-- referred to "other reasons." These reasons
pertain largely to delays in funding PCP.

Several firms were highly critical of their own government's
and AID's handling of the project. AID's role was highly
visible; the Mission is involved in the transaction-approval
process, and the tied-procurement feature of the transactions
highlights the American connection. To at least one respondent,
the banks were a bothersome ineffective screen between the
Agency and the private sector.

Some firms hold-out hope for additional funds. In anticipation
of new FX, they reduce the size of their local procurement
below the level at which suppliers offer quantity discounts.
But at least one dissatisfied participant reported that wise
firms realize they can not depend on AID, PCP, or their own
government. PCP, to some firms, has added to the lack of
predictability in the private sector environment. Unfulfilled
expectations have created some resentment and dissatisfaction
at the same time these particular firms are grateful for the
assistance they received.

AID faces a challenge of weaning some firms away from PCP. The
Mission's approval of a second transaction sends a message to
these firms that AID has given them its approval. They feel the
Agency has a commitment to keep on supporting them.
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F. SUMMARY

Cheap PCP FX is important to import-dependent cost-conscious
modern firms. But that does not mean that the mechanism for
providing FX--which is credit--is not egually important to many
firms.

This chapter has described wide variations among firms in their
dependence on imports, FX, and credit to obtain the FX. PCP
differs as well in the degree to which it meets beneficiary
firms' FX and credit needs.

FX and credit needs are not mutually exclusive of one ancther.
Many firms recognize this and report that PCP was equally as
important in meeting their credit as in meeting their FX needs.

But sectors differ in what they feel they get frem PCP. The
largest sector--industry--emphasizes the FX component of PCP.
Firms in other sectors, primarily agriculture and health, give
about equal importance to credit as to FX. These intersectorial
differences may reflect variations in credit stamding and in
banks' attitudes toward the sectors.

PCP could no doubt move much more money. Many firms are
frustrated in obtaining additional transactions &ecause they
feel the dollar flow of funds into the project is erratic and
unpredictable. On the basis of success rates to date in
obtaining funds, it seems probable that a relatively few firms
would capture a major share of transactions, if the project ran
at a higher and more even rate of disbursements, as seen
earlier in Chapter 2, Section F.
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CHAPTER 4

CONTRIBUTIONS OF PCP TO REALIIING
THE PROJECT'S PRODUCTIVE AND INVESTMEI¥T OBJECTIVES

A. Additionality: A mixed picture
1. The issue
2. Additionality applies to fully/esly half the firms
B. Distortion is distorted
1. The issue
2. Cheap PCP FX probably has little effect on the
investment decisions of industrial firms
C. Windfall profits to Egyptian firms and fortuitous
assistance to American exporters
D. PCP firms are contrlbutlng to Lgyptdm productive
output (the Project's goal)
1. The issue
2. PCP firms are increasing their ortput and
investment
E. Summary

To what degree does PCP (1) "increase the private sector s
contribution to Egyptian productive output" and: (2) "expand
investment for pcoduculve private sector entuprlses"° The first
objective is the project's goal; the second i its purpose.

Thece questicns pertain to macro-sectorial cmtributions, but
the contributions are necessarily realized by individual firms.

The private sector may appear tc be realizing the project's
objectives, but this achievement may have nowlng to do with PCP
or other AID projects. Furthermore, macro-ecismomic developments
may hide inappropriate patterns--e.g., industries with no
compalatlve advantage (and even negative valre-added) may be
growing because of subsidies and protections eoffered them.

Assessing progress toward project goals is difficult. Both the
AID evaluation and the 1G audit have critical comments on goal
and purpose-achievements to date. While we are not able to
provide definitive measures of progress, it is possible to
address several key issues that such measures would entail.

Three issues are considered in this chapter. Pirst, does PCP
provide assistance over and above what beneficiary firms would
have provided in any case? This is the "additionality" issue.
Second, to what degree does cheap FX adversely distort
investment decisions? Third, regardless of reservations raised
regdxdlng additionality and distortions, are beneficiary firms
growing and thereby providing a private sector contribution to
increased productive output?
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A. ADDITIONALITY: A MIXED PICTURE

l. The Issue

The 1982 "Report of (the) Private Sector Reconnrissance Team
Visit to Egypt" reaffirmed Agency policy that AID financing must
assure additionality, not the substitution of AJD funds for
other sources. The IG audit found that "most, if not all, cf the
commodities obtained (by end-users and two trad:=rs) would have
been purchased even if project credits were not available,
although probably not from U.S. suppliers."

USAID agreed with this assertion, at least for traders. They
were excluded from the project, in part because they already had
access to credit and FX. (They were also said Lo receive
windfall profits.)

2. Additionality Applies_to Fully/Only Hal!f the Firms

About half (54 percent) of the firms report they would have
"imnediately met your (their) needs in some other way" if they
had not gotten PCP assistance. The additionality criticism seems
to apply primarily to these firms, a slight majrrity of all
beneficiaries.

Nearly one-fifth (17 vercent) of the beneficiariecs say they
would "most likely (have) dropped the project mide possible by
the transaction"; another 29 percent would have “probably met
these needs,but it would have taken somewhat longer."

The productive output of nearly half the firms vould have been
at least partially lost were it not for PCP. g production
involves more than the resources provided by ths project, there
would also have been less private sector invest:.ont were it not
for the project. :

Still, it appears that many finance-smart firnme, nearly all of
whom are dependent on imports, look to PCP as a FX window. Their
investment and development plans were not based on the
availability of PCP credit or FX. These firms are no different
from the traders who were excluded earlier from jparticipating in
the project.



B. DISTORTION IS DISTORTED

l. The Issue

Conventional wisdom argues that limited producitive resources
will be best employed if they are priced at threir true market
value. The IG audit argues that, instead of ba:zing decisions "on
the true cost of capital," the project's cheap FX provides
subsidies that can "distort the real cost of investmant
decisions." "Subsidized foreign exchange also can lead to unwise
investment decisions and eventually to business fai_ures."
Furthermore, the project's "transactions did mot cause
investment decisions to be made that would not. have been made in
the absence of the project and their impact, ttherefore, could
not be expected to be developmental." Project funds were allowed
"to flow to firms least in need of the financial assistance
provided," a danger that the IG claims could be partially
avoided by greater sectorial targetting.

Distortion, therefore, refers to sectors as well as to factor
investments within individual firms. Cheap PCP FX encourages
distorted investment decisions that have broader developmental
implications.

2, Cheap PCP FX Probably Has Little Effwct on the
Investment Decisions of Industrial Fonrmes

Arguments about distortion seem to imply an industrial model:
The major investment of firms is in plant and equipment, the
large upfront pre-production costs of manufacturing. These are
the costs that can be easily distorted.

Although most PCP firms are newly created, few of them would
have becn in a pocition to realistically base their go-no-go
investment decisions on the availability of limited USAID
resources for the private csector.

Transactions involving eqguipment do seem to allow for new or
expanded activities, whereas raw materials plzy primarily a
current maintenance-of-production role. Ninety~five percent of
thcese who obtained equipment report that the @guipment allowed
them "to do new things not possible earlier": %4 percent of
those obtaining raw materials report that the materials were
used primarily to "maintain you(r) current prwduction levels";
ten percent say the materials went into a new product, and
another 20 percent say the materials allowed ‘them to "produce
beyond your then-current productive levels."
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AID's new Private Enterprise Credit Program pmoposes restricting
the use of the follow-on PCP activity in meeti:ng the raw
materials requirements of established firms, & proposal
supported in the IG audit. This decision may significantly
reduce industrial demand on the project, shifting a larger share
of transacticns to other sectors.

Industrial firms typically procure their equimment from
non-American sources. The FX is probably bouglut in the free
market at the free market rate of exchange. Cheap FCP FX does
not affect this initial production decision. BID enters later in
the development process by providing cheap F% that is used to
procure raw materials that are processed by eguipment that
companies acquired earlier with non-U.S. resowmrces.

Which firms, then, are procuring U.S, equipmesnt? By the
definitions used by the firms interviewed in tthe present study,
only 26 percent of the industrial firms procured equipment with
PCP funds. But 61 percent of the agricultural firms and all 100
percent of the firms in other sectors (primarily health)
obtained equipment.

The largest share of beneficiaries, therefore, have development
trajectories that seem to have involved initial investment
decisions based on the true cost of capital. These firms are
heavily dependent on imported raw materials, but the
availability of checap PCP FX for the procuremont of these raw
materials is unlikely to have distorted investor decisions on
entering a sector or selecting the factor-mixes within
individual production processes.

Annex A includes brief thumbnail sketches of the non-industrial
and non-agricultural firms whose decisions on eguipment werce
presumably most likely to have been distorted by the
availability of cheap dcllars.

C. WINDMALL PROFITS TO EGYPTIAN IMPORTTERS ANT FORTUITOUS
ASSISTARNCE TO AMLRICAN EXDPORTERS

Cost and profit-minded businesses will be sensitive to the
obvious benefits of cheap FX. It helps reducz the cost of at
least one factor of production (e.g., raw materials), and this
in turn should increase profitability over ami above what would
otherwise be possible. Seventy-five percent ¢f the firms report
that their PCP transactions helped them to reduce their "normal
operating costs."
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Firms differ in how they benefitted from their cheap FX. One
firm was able to hold its prices constant for 2.5 years, an
important advantange in this firm's competitiom with anothe:
modern expansion-oriented company in the same lbusiness. The
other company also participated in PCP but did not use its
transaction for a product directly in competition with the other
firm's.

Still another company (Underground Plumbing) reported that cheap
PCP FX turned an operating loss into a profit. And still another
firm claimed that its whole operation was based on the prospect
of cheap FX. The investment would not have beem feasible without
PCP.

Does this mean that PCP is subsidizing the unprofitable? This
may happen, although the participating banks skould be sensitive
to this possibility. In the two instances above, there is reason
to question the assertions made. A major American firm in one of
the sectors is currently investigating entering the Egyptian
market because it scems so profitable. (This firm has obtained
support from AID's Private Sector Feasibility Studies Project.)
Other firms are looking into the other sector, a promising one
in the Egyptian context.

The large majority of PCP beneficiaries are able to set their
own prices in a competitive market. Anvy losses are not directly
attributable to government price controls: 17 percent of the
firms report they are subject to government price controls.
These include two cgg-producers. However, other firms in the
same sector claim the controls are meaningless. (The price per
egg rose from 4 p. to 9 p. this year.) Certain health services
were also said to be price-controlled, and still another firm
reported Government sets low (15 percent) profit margins that
act indirectly as price controls. It is not apparent that these
different regulations in fact affect the pricing policies of
firms.

Still, withcut a close scrutiny of underlying financial data, it
is not possible to determine how many if any unprofitable firms
are beinyg subsidized by PCP. One would think that the banks
participating in PCP would be very reluctant to lend to losers.
These firms would not be creditworthy.



- 29 =~

Cheap FX benefits American exporters as well as Egyptian
importers. Given the cost-consciousness of Egyptian
businessemen, it seems unlikely that many of them would continue
their American connections if the GOE adopted a unified free
market exchange rate, as has been urged upon them. The cheap FX
and its tie-in to American commodities have created fortuitous
opportunities for American exporters.

However, the limited size of individual transactions, as well as
the fairly wide diversity of commodities involved, are unlikely
to yield significant increases of sales for many of the U.S.
exporters benefitting from this project.

D. PCP FIRMS ARE CONTRIBUTING TO EGYPTIAN PRODUCTIVE OUTPUT
(THE PROJECT'S GOAL)

l.The Issue

According to the IG audit, "The project was successful in moving
funds into the private sector, but not necessarily in ways
supporting the project's goals of expanded private sector output
and employment." The AID evaluation reported that the project is
too esmall to have a significant effect on the private sector,
although the evaluators recognized that PCP has a larger impact
on the industrial sector.

One report questions the effects on individual firms; the other
questions the impact on the larger economy.

Our present study does not have information on the exact effects
that PCP had on recipient firms. Even retrospective information
that allows surrogate before-after comparisons will not serve
this purpose. We lack a control pepulation, and measured changes
can be attributed to a number of causes other than the PCP
intervention. (We resist falling into the post hoc ergo prooter
hoc fallacy.)

Despite these gualifications about data and mcethod, it is
possible to provide information suggesting that the beneficiary
firms are the kind that the project might wish to encourage.

2. PCP Firms Are Increasing Their Output and Ihvestment

Table 2.1 indicated that PCP firms have significantly increased
their output and sales over the past five years. Investment also
increased, drspite the caveats regarding additionality. Five
years ago, the average new investment per firm for the year was
LE 892,000; this year it is LE 1,905,000. (The medians are much
lower, 120,000 and 500,000 respectively.) Thirty percent of the
firms are investing at least LE 1 million this year.
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These investment figures suggest that the firms are becoming
more capital-intensive. Table 2.1 shows that, while the firms
have added employees over the five years, the rate at which
employment is increasing falls behind the rates of financial
growth.

PCP firms expect to continue their growth. Ninety-one percent
say they are "likely to expand quite a bit over the next three
years."

These firms were not selected by a lottery. They had to seek
project assistance. The assistance may have nothing to do with
their recent or anticipated future growth rates. But is seems
that these firms display many of the characteristics desired by
the project.

E. SUMMARY

PCP has considerable room for improvement. But the project also
has some successes.

Beneficiaries are split about half and half on additionality.
Cne hali would have had to delay or drop their production plans.
While they received subsidies in moving ahead with their Plans,
the very movement very likely required some investment on the
part of these companies.

Some firms may have made distorted unwise investment decisions
based on the subsidized FX they obtained, but these distortions
were relatively uncommon in industry. Industrial firms secem to
procure their equipment outside PCP and probably at the free
market exchange rate. The large majority of industrial firms
obtain raw materials, not equipment, under their transactions.

American equipment-manufacturers do not seem to have much of the
Egyptian private sector equipment market. To the degree AID
wishes to encourage cquipment-baced development calculated on
the real cost of capital, it seems that the Agency may have to
look f{or some mechanism other than PCP.

Most firms do benefit frem cheap FX (which probably helps offset
the higher cost of many American commodities), but it is
unlikely that the prcject is helping unprofitable companies.
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Finally, although PCP itself may nct be playing an appreciable
role in the growth of beneficiary firms, these firms themselves
are increasing their contributions to Egyptian productive
output, and many are also expanding their investment. It is
always possible, of course, that other firms would contribute
even more toward the achievement of project goals and purposes.
USAID haes the challenge of designing means to extend assistance
to these firms in ways that will at the same time help realize
the project's hitherto unrealized banking and credit objectives.
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CHAPTER 5
SUMMARY

A. Background, purpose, and methodology
B. Highlights
l. Significant inter-firm inter-sectorial
similarities and differences
2. Although the "means" failed, the "enéz"
were partially realized
3. Cheap FX does not obviate the benefits
of PCP credit
4. Cheap FX probably does not distort inwestment
decisions made in the industrial sector
5. A mixed picture on additionality
6. Potential conflict between criteria of firm-
eligibility and export opportunities
C. Final comment

A. BACKGROUND, PURPOSE, AND METHODOLOGY

Two earlier investigations of PCP -- one a 1884 AID evaluation,
the other a 1986 IG audit -- made statements about the types of
firms participating in the project, their need for assistance,
how they used project funds, and the contributions the firms
made toward realizing the project's goalg and purposes.

Neither of these earlier studies systématically interviewed
representative samples of what are now 244 {non-trader)
beneficiary firms. Instead, the studies focussed primarily on
more readily accessible information sources: project files on
transactions, banks, and informed observers of the American aid
program for the private sector.

Much of what these studies report concerning the proiect and its
beneficiaries is true in general. But the nature of the evidence
the studies colliected prevent them from giving "orders of
magnitude" -- that is, the proportion of firms deviating by
different degrees from the ideal situation proposed for the
project. Findings and conclusions tend to be sweeping if not
vague.

The present study partially fills the evidence gap found in the
earlier investigations. With improved evidence, improved
inferences should be possible. Conclusions must be based on
accurate information.
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Improved evidence comes from structured interviews conducted
with a probability sample selected from a universe of 244
non-trader beneficiary firms. The sample was pre-stratified and
post-weighted so that we can refer to the entire population of
participating firms (with the one caveat specified regarding
three percent of the universe of firms). Forty completed
interviews, when weighted, give a sample size of 49. This is the
base on which percentages are reported. Because not all firms
answer all questions, the base is sometimes smaller. ("No
information" answer categcries are excluded, when noted.)

Evidence collected in this manner is used for two purposes:

l. To draw a descriptive statistical profile of
participating firms.

2, To explore issues that AID, the evaluators, audit teanm,
and others had earlier identified. They include the use
of project resources as a cheap FX window rather than as a
source of credit, additionality, the effects that
cheap FX has on investment decisions, and the
contributions the beneficiary firms make toward
realizing the project's goals and purposes.

The evidence presented represents "rounded" estimates provided
either by the owners or key managers of firms interviewed for
the survey. These estimates are not intended nor should they be
interpreted as being precise. We did not examine underlying
financial and production records. Furthermore, the statistics
reported here are open to the usual sampling, interviewing, and
measurement errors.

Despite these qualifications, we feel that biases are not
significant for the purposes covered in this report.

Chapters 2, 3, and 4 provide detailed findings and conclusions.
This summary chapter addresses several hightlights only.

B. HICHLIGHTS

1. Significant Inter-Firm and Inter-Sectorial Similiarities
and Diffcrences

Beneficiary firms share a number of general characteristics --
€.9., they tend to be new, growing, modern, import-dependent,

-

and demand FX.
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They also differ greatly among themselves -- e.g., in size,
product or service provided, specific raw materials used,
specific commodities imported under the PCP project, and
contributions of the project toward meeting their import, FX and
credit needs.

Firms are homogeneous on some dimensions,but heterogeneous on
others.

Any evaluation or audit of the project must recognize this
statistical profile. Systematically collected evidence from a
representative sample of beneficiaries is needed to support
inferences. This kind of evidence is also needed before
concluding that the project is either a "success" or a
"disappointment." Few projects lend themselves to these simple
dichotomies. Instead, assessments must refer to "degrees" of
achievement by certain percentages of different types of
beneficiaries.

This kind of statistical profile -- and the subseqguent analysis
of issues based on adequate evidence--is needed to support
overall go-no-go recommendations on this kind of project, as
well as to assess the likely consequences of proposed changes in
it.

2. Although the "Means" Failed, the "Ends" Were
Partially Realized

PCP wac to effect changes in credit and bankirg policies and
procedures as a means to achieve private sector output and
investment objectives. This component of the project never
developed. As a consequence of failed means, the ends would
presumably not be realized either.

But an anomalous situation appears: Despite failures in
developing the credit means to output and investment ends, these
ends nevertheless seem to have bcen partially realized.

Banks are repcrted to be executing PCP by rationing cheap FX,
Primarily by means of short-term credit, probakly to many of
their existing most-favored clients. However these beneficiary
firms were selected -- by lottery, favoritism, or economic
analysis =-- they seem to be the kind of enterprises PCP would
like to see develop in Egypt.
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NevertHeless, PCP may have no cause-effect relationship to the
contributions these beneficiaries make to the Project's goals
and purposes. Progress towards achieving project goals are found
among firms meeting and not meeting the additionality criterion,
as well as among firms differing in the relatiye roles they
assign the credit and FX components of the project.

If project means are unrelated to project ends, is the Project
needed?

Just what is the project? Is it intended to beu:

~- A private-sector CIP to accelerate the development
primarily of industrial firms? If so, cam project
resources be better targetted?

-- Primarily a project that uses cheap FX &s a means to
change current credit and banking procediures and policies?
If so, the means are not working on the intended
institutions, although private sector non-banking firms
benefit. Their benefits, however, are imcidental to ore of
the project's two major goals. '

== Assure sustained provision of credit an@ FX to firms that
contribute to increased production and investment? If go,
"sustainability" has already been partially achieved. Many
if not most of the beneficiaries are already clients of
the banks extending them PCP FX, and a large proportion of
bencficiaries (especially thoserin the rndustrial sector)
are continually buying FX in the free market.

-- Extend term credit and bank-provided FX *to a wider range
of "deserving" firms, especially to firms for the
brocurement of equipment that would process
Egyptian-supplied raw materials? Instead of rationing PCP
funds among their more favored clients #we have no direct
evidence that this in fact is a common ppractice), the
banks would seeck-out other newer clients: that would meet
project objectives. While this can no dwubt be done to
some cxtent (especially for the non-indurstrial sector), it
is quite possible that PCP is not the mowt appropriate
mechanism for this purpose.

The present survey is not intended to be an ewzluation nor
provide recommendations. However, the final option above would
seem to offer the greatest opportunity for comtributing to
project goals and objectives within the existing project
structure. PCP could improve its contributions to private sector
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development by closely linking itself to the mew credit
guarantee program for small~scale industry; formulate new more
targetted criteria to guide and motivate banks so they would
extend PCP benefits to certain kinds of firms; and continue
Mission policy-dialogue efforts to effect exchange and
interest-rate reforms.

3. Cheap FX LDoes Not Obviate the Benefits of PCP Credit

Many firms no doubt used PCP as a cheap FX window. But this does
not mean that other beneficiaries do not need amd benefit from
PCP credit. Forty-three percent of the participating firms
report that PCP contributed equally or more significantly to
meeting their credit rather than FX needs.

Many firms also no doubt received some windfall profit from
their cheap FX. Cost-conscious import~dependent Egyptian private
sector firms are sensitive to the price of FX.

Insufficient information exists on the size of the windfall and
the number of firms benefitting from it. In addition to the cost
of the dollar relative to other currencies, the cost and quality
of U.5. commodities must be compared with the cost and guality
of commodities from other countries. These com@arisons -- and
the cost-quality trade-offs--are the determinamts of "windfall"
from the perspective of individual importers. Information on
subsidized dollars by itself says very little about windfalls.

4. Cheap FX Probablv Does Not Distort Investmant Decisions
Made in the Industrial Sector

The lack of distortion may actually be a weakness of the
project. For industrial firms are not procuring PCP-funded
equipment to add new capacity or improve industrial
productivity. Instead, they seem to buy their eguipment from
other sources and countries, probably at the free market rate.
PCP is used to procure raw materials that this foreign equipment
processes.

Most of the firms participating in PCP made their important
investment decisions prior to the project, and it does not seem
that industrial firms based their investment plans on the
continuing large infusions of cheap U.S. dollars.
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A relatively high proportion of firms in all other sectors
(primarily health, but construction also) procure equipment with
their PCP transactions. These sectors deal in non-tradables;
except for tourism, they do not earn FX, and they do not create
much employment either.

Industry seems to be the problem sector for PCP. Beneficiary
firms in the sector are least likely to .ay that PCP credit is
important to them; thev primarily import raw materials, but for
most firms, the imports are a one-time only occurrence. Firms in
this sector would obtain their FX (and credit) in other ways if
PCP did not exist.

If PCP wishes to be industry-focussed, and if industrial firms
use the project as they have been doing to date, does the sector
really need the project?

Cutting-back or closing the project would most affect other
sectors, not industry. But since these other sectors represent a
relatively small proportion of all participating firms and
project funds, it seems unlikely that the sectors themselves
would be much affected by reduced PCP funding.

5. A Mived Picture on Additionality

A slight majority (54 percent) of the beneficiary firms would
not have delayed their procurement of imports if PCP had not
provided them FX. These firms seem to have the ability (and
credit) to obtain the FX they need.

But many firms would have been adversely affected; 17 percent
would have dropped the project based on PCP resources.

At a minimum, therefore, it seems that only this 17 percent made
investments specifically attributable to PCP. Another 29 percent
spent their resources in an uninterrupted manner because they
received project assistance.

Additionality was realized, but the project has much room to
improve on this criterion.

6. Potential Conflict Between Criteria of Firm-Eligibility
and Export Opportunities

Few firms probably make one product for the Egyptian market and

another for export. Their exports are based on capabilities and
experiences gained from production for the domestic market.
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Some firms that cater to the Egyptian non-popular classes are
offering a quality product that could meet price and quality
standards of export markets, especially those elsewhere in the
region. However, the GOE reportedly disallows PCP funds to go to
such firms, primarily because they serve the usper part of the
Egyptian market.

This conflict between export potential and meeting essential
basic needs in~country seems to be most apparent in the food
sector. The conflict may not, however, be resolvable; nor will
it necessarily be a major problem for the firms involved. They
use PCP primarily for raw materials, and the demand for these
materials far surpasses the resources available through PCP.
These firms are and have been able to obtain FX in other ways on
a continuing basis. They do not need AID-sponsored credit or FX.

C. FINAL COMMENT

Is PCP a success or a failure?

The present report has cautioned against questions with an
implied dichotomy. Instead, we have seen that the project has
had some success with a certain proportion of particular kinds
of firms.

This assessment can be phrased negatively as wwell: About half of
all firms receiving AID funds did not do anything differently
because of their individual success in extracting from AID
(through implementing banks)a cheap, scarce but needed resource:
FX.

Whether this is fully or only 50 percent, it is obvious that PCP
is not a perfect instrument to achieve the obisctives set for
it. Despite its real successes, the project has considerable
room for improvement. The present survey provides a baseline
against which these improvements can be measur=d.



ANNEX A

DESCRIPTIONS OF INDIVIDUAL FIRMS

Industrial Sector

l. Brothers Plastic Container
2. Oklahoma Coloring
3. Surface Chemical
4. Ideal Whitegoods
5. International Vehicle Glass
6. Underground Plumbing
7. Sell-More Food
8. Food Concentrate, S.A.E.
9. Helwa Candy
10. World Office Supply
11. New Valley Paper Products
12. Karim's Speciality Garments
13. Industrial Fabrics

Agricultural Sector

14. East Delta Egg & Poultry
15. Ahdel Fakka Poultry

16. New Poultry

17. West Side Eags

18. North Delta Egg

All Other Sectors

19. The Garden Mosque Health and Cultural Society
20. Dr. Asnaan's Clinic
21. Central Egypt Pediatrics Hospital



NOT TO BE QUOTED

BROTHERS PLASTIC CONTAINER CO.

After working eight years for his father, the lead-brother in
this two-brother partnership entered an import—export firm. He
felt that the future of Egypt depended on production, not
trade,so he began exploring differences between the world of
plastic containers in Europe and the use of metal containers in
Egypt. After determining that Egyptian firms would switch to
plastic, if the quality was right,he and his brother entered
the blow=-moulded plastic container business.

The lead brother took responsibility for business,marketing,and
finance. The other brother was to know everwything about the
machines and technology after two-years time.

They began with two small machines, added another two the same
vyear, and subsequently acquired three large sophisticated
machines from Europe. Brothers Plastic is now one of Egypt's
largest and fastest growing firms in this sector. From 700,000
weight wunits of output in 1982, the firm has grown to 3.5
million units today. Employment increased from 21 to 65. Total
assets are LE 4.4 million.

PCP provided two loans,one for $394,000 in 1983,the other for
$249,000 in 1985. Both were used for polyethlene H.D.

AID FX was especially important in the initiatl expansion of .the
firm. 40 percent of the raw material tonnage wequirements were
met by PCP in 1983; this fell to 25 percent im 1985. 45 percent
of the FX needs were met by FCP the first vyear, falling to 20
percent in 1985. Credit proportions follow the =same pattern.

Cheap FX was the reason the firm turned to PCP. But now 1t
scems that Brothers feels that PCP is the key to its present
level of operations and especially to any exmansion. The firm
seems to think AID owes it continuing support; the Agency can
not turn its back on companies it helped create with cheap
dollars.

The firm has alternatives,although the brothers do not want to
consider them. European and Saudi polyethylene is cheaper, but
the quality is not as high as American materials. American
polyethlene allows the firm to operate its mawchines 30 percent
faster and also to produce a higher quality comtainer. Brothers
is quality-conscious; "quality" affects the firm's and owners'
personal images.



All of the machinery 1is European (primarily English and
Italian). When something goes wrong, the firm pays the
equipment-supplier to immediately send an expert for one day or
so. This TA mode is cheaper than allowing the machines to lay
idle.

Brothers is anxious over the delays in the release of new PCP
funds. The firm would like AID staff to visit its factory,but
if the two brothers are refused new PCP funds, the visit may
not be a pleasant one.

R. E. Mitchell
19 Oct. 86
Firm 205



ROT TO BE QUOTED

OKLAHOMA COLORING CO

This is one of several separate but related firms in the
textile sector. Created in 1979, the firm provides custom dying
and printing for its own and other private sector companies.
Oklahoma Coloring has developed a sufficient reputation for its
services to be sought out. Little or no marketing is needed.

Although its production(services) and employment levels
remained fairly stable over the past five Years, the firm has
acquired a number of new European machines, and it pPlans to
provide new printing services.

Cost=-control is a major concern. The firm employs 350
workers,but the foreign-trained Egyptian manager says he could
achieve current production levels with only 50 employees (if
they had been appropriately equipped and organized from the
start). Company salaries are said to be ten times higher than
pPrevailing wages, and the firm's employees are driven hard at
their work.

The firm is dependent on imported equipment . dyes, and
chemicals. PCP's FX was hoped to help reduce production costs .
Higher American prices--especially with the strength of the
dollar at the time--raised questions about the FX value PCP
offers.

Oklahoma Coloring would 1like another PCP 1loan to procure
equipment. But the firm perceives several problems: (1) it may
not have the 20 percent downpayment required by its bank, and
(2) U.S. textile industry equipment has a high foreign
componentry. This equipment may not qualify under PCP
regulations.

For certain dyes, the firm would not be able to obtain three
U.S5. bids. Dye colors are fairly idiosyncratic. Matching exact
colors with quality standards often limits the source to one
manufacturer only. America does not seem to have any
competitive edge in this field. Oklahoma Coloring would have
quickly obtained its dyes from other sources if PCP FX had not
been available at the time.

R. E. Mitchell
23 Oct. 86
Firm 110



NOT' TO BE QUOTED

SURFACE CHEMICAL CO

This 1is a second~generation company operated by two sons
working in urban Egypt; a the third son lives @and works in the
Uu.s. The firm imports raw chemicals that are then converted
into the raw materials that are sold both to distributors and
to other firms directly for use in their produciticn processes.

Surface Chemical operates in a very competitive market,with
most of the competition from traders. It is @& growing market,
and the firm is expanding its output,as well as offering new
technical services for its clients. The brothersz describe their
company as modern by Egyptian standards but Conservative by
American.

Egyptian producers are only able to supply abowt ten bPercent of
this firm's raw materials needs. The rest is imported,which
means a steady demand for FX. They meet their FX needs through
the free market. In fact, they operate off their cash-flow. The
brothers claim they are conservative regardimg credit and do
not seek loans from banks.

The $11,000 PCP FX was not in loan form. Surface Chemical
bought the dollars outright to procure 65 twons of a special
chemical only available from one U.S. supplier. Since the -
chemical is needed on an on-going basis, the firm would have
gonc ahead with the transaction, even without AID FX.

R.E. Mitchell
22 Oct. 86

Firm 103



NOT TO BE QUOTED

IDEAL WHITEGOODS CO.

The owner of this firm ignored our cabled wrequest for an
interview, in part because he was dissatisfied with the
behavior of the U.S. supplier of electric motors provided under
the PCP project. We dropped=~in wunannounced for the interview
and were cordially received.

Established in 1977 by a graduate of a secondary technical
school, the firm operates out of two crowded sites in a popular
urban area. The owner lists twc relatives as partners (for tax
purposes),but this is a sole-proprietorship.

Ideal Whitegoods manufactures two lines of a single,inexpensive
household appliance. There are several bPrivate sector
competitors. Because this firm's products are cheap, simple,
and easy to maincain, the owner believes his market among the
popular class will hold for another 50 years. His traditional
workshop with semi-modern equipment has found a market niche
that absorbs as many units as he can manufacture.

His manufacturing license from Government limits the number of
units he is able to produce per year. This amount is below
existing capacity. Production over and above the licensed level
must be done without government notice. The owner believes that
Goverrment is attempting to protect the public sector company's
market share,even though his own factory is not in direct
competition with the public firm's output, one that is said to
be expensive because of governmental inefficiencies and
over-staffing.

PCP was not entirely a happy c¢xperience for two reasons. (1)
The American supplier made a price quotation that was
deceptively 1low but, when converted at the official exchange
rate, raised the price of the electric motors to the same level
as equally good imported units available for purchase in
Egyptian pounds on the local market (without %*he hassel of the
pPCP credit program) . Evidently this complaint has been
registered by other PCP participants in the same geographical
area. The only advantage of PCP is in its installment payments,
but the cheap FX was the reason for using PCP. (2) About 20
percent of the shipment was damaged. The supplier failed to
honor his promise to provide replacements.

Ideal Whitegoods in now meeting its needs by paying local
currency for imported Chinese and Taiwanese motors.



Although the firm's owner bought 1land for a new factory,he
seems to have dropped plans for this new venture. He is doing
well with his existing technology and management. He wvisits
European manufacturers for tips on manufacturing processes,
which he then builds himself for local use (e.g., a half-open
paint shed for enameling operations). The firm also procured
new equipment ceveral years ago. This allowed him to halve his
workforce, although it has expanded to earlier Peakload levels
as the firm increased its output.

R.E. Mitchell
20 Oct. 86
Firm 106



NOT TO BE QUOTED

INTERNATIONAL VEHICLE GLASS CO.

International Glass has been in business for 16 years making
replacenent glass for all nameplates in Egypt,as well as
original components for locally-assembled trucks and buses.
Located in a large basic building,the owner,assisted by his
son,has acquired furnaces and other equipment from Finland,
Switzerland, Italy , and the U.S., supplemented by equipment
the company itself has developed and built.

In 1984, a PCP transaction for $282,000 was used to import
polyvenil. It is the inner cloth=~like sheet sandwiched within
lamented glass.

The firm's three larger furnaces produce about 700 pieces a day
over a 2-shift period. The AID FX was said to provide enough
supplies for 6-months operation. However, the firm still was
using these commodities during our tour of the factory.

International Glass is not in a very competitive market. One
other firm produces the same product at a higher cost but with
an English-language trademark. International Glass uses an
Arabic-language trademark,a practice followed for some time.
The owner scems to have had a nationalistic Purpose in starting
the factory and in emphasizing its Egyptian character.

Although there is not much competition in the market for
replacement glass, the firm has imported new equipment to keep
pPrices down. The new furnaces allowed the company to cut its
workforce by half. It  has also developed distributorship
arrangements with over 40 small shops that handle glass work in
metropolitian areas.

The real competition is for FX and credit. International Glass
does not rely only on its bank for FX. It must also go into the
free market. The firm relies on imported materials, and access
to these materials seems to be the company's primary concern.
Credit also is a problem,one that is complicated by the 1long
delays in receiving payment from public sector clients.

Government recently imposed customs duties on imported
materials. The firm's owner successfully lobbied to reduce
these rates from 50% down to 5%.



PCP FX is cheap,but the size of the 1loans imposes cost
penalities. International Glass applied for $1 million: it got
$282,000. This only allows small procurements. Supplier
discounts require larger size orders.

International Glass does not see too much opportunity for
expansion or for implementing its plans for new projectse.
Shortages of FX and the resulting limitations on needed
imported supplies has given the firm a bare-survival mentality.

R. E. Mitchell
20 Oct. 86
Firm 111

A-5



QT TO BE QUOTED

UNDERGROUND PLUMBING

This three-way Gulf-Egyptian-Far Eastern Law 43 joint venture
began producing plastic hardware-type products in 1982. Since
then, output increased 40 percent,employment: 20 percent, and
investment 50 percent.

The market is growing,but so is the competition

Underground Plumbing is almost entirely dependent on imported
raw materials and equipment. PCP FX wortth $500,000 was
purchased outright (rather than through a loam). These dollars
were used to import about one-fourth the firm"s tonnage needs
for the year.

The FX was much appreciated, as it permittedl the company to
offer greater variety in its products. Mosgt importantly, it
allowed the firm to reduce its costs. Withoutt the PCP FX, the
firm would have had a financial loss for the yaare.

Attempts by the firm to secure additional ®ransactions have
been frustrated by a reported lack of funds in: the project.

S NLOV. 86
R+E. Mitchell
Finm 124



NOT TO BE QUOTED

SELL-MORE FOOD CO

After being nationalized under Nasser, the owner of this firm
opened several operations in the Gulf Area. He retwmrned to
Egypt to open a new, modern factory that now produces mearly 50
food product lines.

Sell-More has been operating since 198l. Each year has seen
significant expansion: 50,000 cartons of one product were made
in 1982; the number today is 250,000. Gross sales rose from LE
1.6 million in 1982 to nearly LE 20 million today. Employment
increased from 50 to 450 during the same time. These workers
are located in one factory and in five major distribution
centers, four of which have been established within the past
several years.

$15 million in FX have been uced over the past five years. PCP
met about 15 percent of both the FX and credit needs at the
time. Given the size of the FX and credit needs, every bit
helps, but Sell-More would have met its needs in other ways if
PCP assistance had not been available. In fact, the firm feels
it sacrificed quality for cheap foreign exchange. {The
particular European ingredients were said to be superior to
what America can offer.)

Sell-More has developed a growth momentum. This was helped by
Government's decision to restrict and sometimes prohibit
imports. This decicion eliminated competition in some lines.
But there is some domestic competition, and the market does not
hold steady for all products, even those with no competition.
The firm introduces about ten new products a year: it is
working hard to expand exports (that now account for about ten
percent of output). It is looking for other fcod-processing
firms that it can buy-out, and it is also receptive to foreign
joint ventures. One major U.S. firm is currently talking with
the firm, and another U.S. licensing agrcement began recently.
An American fast-foods expert is currently on-site cconsulting
with this company.

To keep-up with an increasingly complex and changing market and
organization, Sell-More's owner sends his staff for
management-training, and the firm was one of the last clients
of the Management Development for Productivity project. The
older leadership secms more aggressively modern and risk-taking
than are the younger hiers.

Q



PCP funds would be used again if available,but they are not
crucial. The firm cites reasons for not obtaining subsequent
transactions:(1l) recent scandals in the banking community made
the firm's bankers especially cautious; (2) the bank sought
borrowers with more FX earnings than Sell-More had at the time:
(3) there is only one supplier of some ingredients,but PCP
requires three offers; (4) PCP start-and-stop stuttering
builds-up false acticipations that wise fims 1learn to
discount. PCP is not a dependable, reliable FX or credit source.

19 Oct. 86
R. E.Mitchell
Firm 204



NOT* TO BE QUOTED

FOOD CONCENTRATE, S.A.E.

The mother firm for this new company was the agent for a number
of American and other foreign food and household goods during
the Nasser years. In 1981, Food Concentrates moved into the
production of these formerly imported items.

The firm has two factories, the oldest of which began
operations in 1983. Since that time, sales increased from LE
944,000 to LE2,300,000 this year.

Four PCP transactions covn:red equipment, containers, and basic
ingredients. These were procured through the local firm's home
licensing source in the U.S. Since then, the Egyptian company
procured equipment and supplies from other countries able to
offer cheaper prices. ,
PCP FX allowed Food Concentrates to hold its prices steady for
2.5 years. The cheap FX was the major attraction of PCP.

It is wunlikely the firm will obtain additional support under
PCP. GOE officials are said to be opposed to using AID funds
for food products catering to middle and upper~income families.

This attitude is nect stopping the company from its expansion
plans. Vew equipment is on order, new Products are planned, and
new packing has been adopted to make existing products more
competitive.

4 Nov. 86
R.E. Mitchell
Pirm 203



NOT TO BE QUOTED

HELWA CANDY COMPANY

Helwa Candy Co.'s rapid growth over the past five years led to
its reorganization into a larger family firm in 1985. It has
paid-in capital of LE 6.2 million, three separate factories,
and LE 10.7 million in equipment. 1200 employees produce a
range of sweets.

The firm distributes through wholesalers. School children seen
to be the largest segment of the ultimate consumer market.
Helwa's approach to this competitive market is to provide

* quality products. Quality is said "to work" both in Egypt and
in regional export markets. Some 2000 wholesalers awma in the
queue to become distributors. Exports account for about 15% of
all output. .

Helwa relies on imported ingredients and, therefore, meeting
its FX needs is high on its priority of concerns. PCP provided
$175,000 for one ingredient,which was about 10% of the firm's
FX and import needs for the year of the loan.

The GOE ministry responsible for PCP has refused subsequent
loans under the program, in part because Helwa is not producing
a commodity for the mass {(popular) market.

It appears that the firm may need up to $1 million im FX over
and above its export earnings in order to maintaim current
production levels and its annual LE 2 million growthi rate in
sales.

It if had not received PCP funds, the firm would have
immediately met its FX needs in other ways.

Although Helwa is denied access to the PCP, the firm continues
its imports from the American supplier under the one PCP
transaction. This supplier's products are said to be superior;
Helwa is market and consumer-conscious: and the firm telieves
that the American ingredients help explain the market success
of the particular American-based product.

R. E. Mitchell
Firm 104
13 Oct. 86



NOT TO BE QUOTED

WORLD OFFICE SUPPLY CO

This firm's predecessor was nationalized under Nasser but was
reborn in 1973 under the Open Door. Two factories manufacture
school and office supplies, primarily under European licenses.
A new factory in one of the new communities will commence soon
and manufacture products under arrangement with an American
firm.

All these companies convert polypropolene, polyethelene and
other raw materials into final products. Three PCP transactions
wvere used for raw materials.

U.S. raw materials were said to be superior in quality to those
from other countries. European raw materials specify a range of
melting points,whereas U.S. manufacturers give you an exact
melting point. This difference affects the speed with which
machines can operate,as well as the guality of the final
pProduct.

This company's superior quality is not matched by other firms
Producing in Egypt. World Office Supply does not perceive much
competition in the market.

PCP was important because of the cheap dollars it provides.
Neither FX nor credit are especial Problems. In fact, this
company does not rely on credit; all three dollar transactions
involved the direct purchase of dollars for local currency.

The firm is now largely under the management of the founder's
son, an American Ph.D. in chemical engimecring. He believes
that Fgyptians have a new-machine bias. Rather than continuing
the firm's investment in machinery, the new manager is
emphasizing increased productivity and efficiency from current
equipment. New equipment will,however, be necessary for the new
factory that will open in the near future.

30 Oct. 86
R.E. Mitchell
Firm 222

A-10



NOIT TO BE QUOTED

NEW VALLEY PAPER PRODUCTS (NVP®)

NVPP has built its large and expanding ®perations almost
entirely on U.S. equipment and an annual raw-materials import
bill of $14 million. Today the company's assets are valued at
13 million Egyptian Pounds; it employs 4000 workers and has
sales of LE 36 million,up from LE 14 million five years ago.

Started in 1979, the firm provides a quality product on a
bespoken basis for industrial and other Ffirms. Two public
sector companies manufacture similar bt lowér-quality
products. However, the public sector pays only $200/ton for its
raw materials {partly because of trade Aarrangements with
Russia); NVPP pays $800/ton. But the public sector firms want
to sell to private sector customers at a price only $100 lower
than NVPP's. Other public customers do not: contribute to a
Public sector supplier's profit picture.

PCP's $1,245,000 in FX was used to import waw materials. The
first of three transactions was paid upfrontt in cash by NVPP.
Despite the size of the total sum involved, the raw materials
were only sufficient for 14 working days.

PCP made three contributions to this firm:(1) it provided cheap
FX, (2) it had a psychological effect f providing raw
materials so that workers knew the factory would continue to
operate; (3) the source of the FX was visable,thereby
deflecting government investigators from examining the firm's
financial operations.

NVPP is critical of how PCP is administemxed by the banks.
Getting on the banker's approved 1list is Iased on personal
relations a firm is able to establish with ‘the bank official
responsible for PCP transactions. NVPP is ome of a family of
several large firms dealing with banks. These firms have credit
standing. But the bank officials with whon t'hey work are said
to make arbitrary decisions on how the funds: .alloted them will
be allocated to private firms. This particullar firm does nect
understand the criteria used to make these allocations. NVPP
prefers working directly with AID.

3 WMov. 86
R.E. Mitchell
Fiarm 122
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NOT TO BE QUOTED

KARIM'S SPECIALITY GARMENTS

Karim was started two Years ago by a returned expatriate and
with the financial assistance of his former manager in the
Gulf. The new firm manufactures an all-cotton garment for
middle-class men and boys.

Output is rising rapidly, up from 285,000 units two years ago
to 400,000 this year. The market is growing, along with the
number of competitors. It's only a matter of time before others
manufacture the same goods for the same market, according to
the owner-manager.

Karem operates on an overdraft arrangement with his
bank.Working credit is not a problem for him.He pays for new
fixed investments out of current revenues.

The owner was attracted to PCP by the low cost of its FX. He
only neceded $6000 at the time, but the minimum loan value was
$10,000. He accelerated his procurement Plans to take advantage
of the cheap FX. All his equipment to date is from the Uu.s.,
although some of it was obtained through an English agent.

Running this kind of factory wusing Egyptian cotton is a
challenge. Suppliers will provide two tons when he only asks
for one, or they provide half a ton when he needs two.
Although, government does not have price <controls for his
products, a 15 percent profit margin is imposed on him. This
figure is calculated according to a set formula.

2 Nov. 86

R.E. Mitchell
Firm 121
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NOT TO BE QUOTED

INDUSTRIAL FABRICS CO

Industrial Fabrics is one of three corporations under the
direction of a single individual. This year marked the firm's
entrance into the export market, the first time since its
inception in 1976. Ninety percent of the the company's finished
production is being exported to the U.S.

This firm has steadily grown to its present investment in
land,factory, and equipment of about LE 40 million. Total
output and revenue were said to be fairly stable over the past
five years,although employment and investment increased. Two
million dollars in investment was made in the firm this year.

Industrial Fabrics depends almost entirely on imported
materials and equipment. $60 million was spent on imports over
the past five years. PCP provided $439,000 for the procurment
of raw materials in 1984. This accounted for 25% of the firm's
FX and credit needs.

PCP's importance lay in the cheap FX it provides. However, the
interviewee was unable to explain why the firm has not sought a
second PCP loan. They "just didn't try."

29 Oct. 86

R E Mitchell
Firm 102
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NOT TO BE QUOTED

EAST DELTA EGG g§ POULTRY CO. (EDEPCO)

Established in 1982 by three brothers on their family farm,
this firm has about 130,000 chickens at any one time. They
hatch 4-million chicks a year and produce 28 million eggs. The
eggs - are sold to distributors; chicks are sold directly to
local farmers, although the market is so bad today that many
chicks are simply destroyed. That is, the firm has two quite
different products.

EDEPCO is the leading market force for eggs in the region. Thisg
is a good market at bresent: from 4 p. per egg earlier in the
year, the price is now 9 p. The month of Ramadan,however, is a
near void in the market for all €99y producers. The losses are
significant during this period. Because of shortages of feed,
the market for chicks has been depressed for some time.

EDEPCO depends almost entirely on imports for all its supplies
and equipment. These include feed, medicine, and chicks.

AID's PCP Joan for nearly $500,000 was used for layer
concentrate. The loan accounted for 80% of the firm's imports
the year it was provided. It met 50% of the FX and 30% of the
credit needs.

FX was the most important need that was met. However, PCP funds
were supportive more generally of an American connection. An
Atlanta-based firm provides both eggs and chicks, the latter at
a loss to the Georgia firm. (It hopes that EDEPCO will enter
the breeding business with the American firm's stcck.)

American chicks are said to be more disease~free than European
stock. Sickness is a significant concern in this industry, a
concern that has a FX dimension: All the medicines must be
imported.

EDEPCO has built itself on imports, and the firm's continued
existence depends on its ability to secure FX.

A-14



However, the firm wants new PCP FX for essentially
complementary equipment and cost=-saving expansion based on
current investments. It wishes to purchase an American silo for
about $150,000. This will save up to 10% on the losses incurred
from present arrangements. (They come from rodents,brokén
bags,etc.) They also need about $100,000/year for medicines.

In the immediate future, EDEPCO would like to Procure a feed
mill and a drier for manure.

The feed mill 1is complementary to the broiler operation.
Farmers are unwilling to buy chicks unless feed goes along with
them. With the new regulations pPpermitting private sector
imports of corn and feed, this complementarity is possible~-and
needed (in order to make the broiler business viable).

While eager for more PCP funds, EDEPCO was also critical of the
way the program operates. The firm's bank has been telling it
every week for 8 months that new PCP funds will become
available. In anticipation that multiple uses of the fund will
be possible, the firm is procuring supplies in small amounts.
But small procurements have higher per-unit costs-.

This beneficiary also believes that his equipment=~expansion
plans-=-with a 3~year payback=-will require that AID intervene
with the banks.

Finally, the limit of one loan per year is criticized as well.

Instead of being a positive force in private sector
development, these implementation difficulties add to the
unpredictability of the market place. Having received AID funds
once, this firm seems to expect still more money, and failure
to obtain this money is a source of frustration (with AID).

19 Oct. 86
R.E. Mitchell
Firm 307
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NOT TO BE QUOTED

A AL FAKKA POULTRY COMPANY

Abdel Fakka Poultry Co. is an independent private sector
corporation with about 20 shareholders and credit from several
banks.

When in operation, the firm will produce "parent breeder"
chicken stock based on chicks imported from the U.S. through
arrangements with a large Georgia-based poultry breeder. The
company considers itself to be in the genetic breeding business.

During Phase 1, three flocks of U.S. chicks will be imported. A
flock includes 5050 females,each costing about $22.50, or
$125,00 per flock. A new flock will be introduced every 17
weekse.

In Phase 1, the imported chicks will cost about $375,000/year.

Over 100,000 chicks will be sold per year in Phase 1; revenue
will be about LE 700,000 the first year (growing to more than
LE 2 million). Revenues include sales of male chicks, females
to other breeders, spent hens, and manure for the area
surrounding the new community site for the operation. The
current 10 employees will reach 60.Total fixed investment in
Phase 1 is about $4.5 million; annual FX savings are
anticipated to reach about $1,625,000 during Phase 1--if
everything goes according to current estimates and plans.

This is an import=-substitution project. The firm plans to have
about 13% of the total market in Phase 1,growing to about 25%

later. The company will have about 50% of the market for this

Particular genetic stock.

Abdel Fakka acquires its technical knowledlge from several
sources: (1) the principal has an American doctorate in
poultry sciences and spent about 10 years in the U.S.; (2) the
Georgia-based American firm also provides technical advice.
Through these sources and the Principal's visits to the u.s.,
the firm seems to have obtained fairly complete information on
differént sources and prices of eguipment and supplies.

The firm also receives information and assistance from its
parent Middle East Poultry Co. This parent (but independent)
firm will buy the new operation's entire first-year output. At
the same time, the new firm will launch a marketing effort
consisting of (1) standard Printed materials, (2) contracts
with small farmers for them to take the new chicks, and (3)
risk=-sharing with existing larger poultry firms that have been
going out of business or forced to retrench because of lack of
feed and other market forces.
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That is, Abdel Fakka Poultry Co. has technical skills from
several sources; it has the experiences and backing off a
parent (indepenendent ) company, and it has 20 shareholders and
the backing of several banks.

PCP FX loans of $769,947 for five transactions are being used
to procure hatchery and breeding equipment, feed concentrates,
and the parent breeding stock.

Operations have yet to begin,but equipment has arrived and
start-up is expected within the year.

Although the firm has equity and credit from several sources,
it f.els that AID's support is absolutely essential. Without
this assistance (which is said to provide cheap FX), it would
have been necessary to increase the company's capital share. It
is now at less than 50% of the authorizied amount.

It appears that this poultry project was based on the
‘availability of cheap FX. In addition, the AID program was the
oune stable element in an otherwise unstable business
environment (with the unpredictable negative changes in the
cost of FX). Without AID FX, the total investment cost=-=-and,
therefore, the cost of financing and depreciation--was said to
be prohibitively expensive. The firm also feels it will need
continuing AID-supplied FX. It would like FX from the PIE fund.

The other figures presented by the firm may not support its
contention concerning the need for U.S. support. AID is meeting
about 30% of the total credit needs but a large 80% of the FX
needs.

If successful, this will be very much an American Project: An
American-trained owner-technicai expert, an American technical
counterpart and supplier, American breeder stock, and AID funds.

R. E. Mitchell
Firm 401
9 Oct- 86
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NOT TO BE QUOTED

NEW POULTRY CO

New Poultry is a Law 43 investment company established in 1977
with one fourth of the owners coming from a large family. The
firm produces eggs,chicks, and feed,with plans for new Products
and markets (if the market confusion over the availability of
maize is resolved).

This large company produces about 80 million eggs and 30
million chicks a year. These two products and several others
yield sales of LE 35 million a year, up from LE 12 million in
1982,

New Poultry is heavily dependent on FX. It uses about $1
million a month. The single PCP transaction accounted for only
about five percent of the FX needs in the year it was
provided. Although this is a small Proportion, the dollars
helped meet FX and credit needs egually.

The company deals with several banks, only one of which handles
PCP transactions. These banks also deal with the other firms
owned by this firm's largest.shareholderS.Despite these
connections, the one PCP bank in this case refused to respond
Positively to New Poultry's request for additional PCP FX.

A government-created maize (feed) crisis is the major
impediment to smooth operations and further expansion. The firm
has asked the Minister of Agriculture to move to the free
market. The firm feels that once this is done,the company will
be nuch better able to operate.

The interviwees provided an example of problems faced in %*he
Past under the administered nmaize allocation system: one of its
smaller competitors was allocated 18 tons of a particular feed
& year, a figure based on the number of machines this firm
imported. lMew Poultry produces a much larger number of eggs and
chicks but was only allocated seven tons of this feed a year.
It was felt that the political influence of the other firm's
owners probably accounted for this biased distribution
arrangement.

3 NOVO 86
R.E. Mitchell
Firm 323
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MOT TO BE QUOTED

WEST SIDE EGGS

West Side Eggs was founded in 1981 for the sole purpose of
producing eggs (not broilers). Output increased from 15 million
five years ago to 40 million this year.

PCP funds were used for feed concentrate and chickse.

Neither FX nor credit were said to be problems. Most poultry
and egg firms are said to be partially funded by Government
banks. The loans include a working line of credit that is used
to procure needed (foreign) imports from the local market in
local currency.

Firms are interested in reducing their costs, which PCP FX
does. PCP's stop-and=-go operations contribute to the
instability that government policy has created,especially with
regard to feed. Feed prices have doubled recently,but,then, so
has the price of eggs. :

30 Oct. 86

R E Mitchell
Firm 420
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NOT TO BE QUOTED

NORTH DELTA EGG CO

NDEC is one component of a three-site poultry operation owned
by one person. This particular site has grown rapidly since its
inception in 1978. Five yars ago it produced 6 million eggs and
no broilers; today the figures are 22 million eggs and 1.8
million broilers. The firm also has a feed mill that it would
like to expand,along with its hatchery operations. Gross sales
increased 10-fold over the five-vear period.

The interviewee was plant manager; he was not familiar with his
employer's financing.

Except for the feed concentrate procured under PCP, the firm
relies almost entirely on Dutch 4imports. AID met about 40
percent of the company's feed needs durimg the Yyear of the
transaction; this represented about eight percent of the firm's
FX needs.

The plant manager believes the owner needs both FX and credit,
and that PCP met both needs. But the firm would  Tnave
immediately met its FX needs in other ways ‘if PCP had not been
available.

R.E. Mitchell
26 Oct. 86
Firm 309
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NOT T® BE QUOTED

THE GARDEN MOSQUE HEALTH AND CULTURAL SOCIETY

Garden Mosque is a relatively new building in a middle-income
area within Greater Cairo. The Mosque's Health and Cultural
Center was built on government-provided land and now includes a
clinic, a small science museum, an auditorium, several
telescopes, and a library on Ismlamic theologye.

AID funds were used to procure a kidney dialysis machine, one
of a number of high-technology resources within the clinic.
Other equipment includes an electrocardiograph, X-Ray machines,
ultrasound, laser equipment to treat retinas, laboratries,etc.

Patient numbers and staff members have significantly increased
along with this equipment. Starting with 100 patients 9 Years
ago, the clinic is now striving to serve 200,000 bPatients a
year with a staff of 600, including 52 medical doctors

Operated as a charity,it serves low and moderate=-income
patients from thoughout Egypt. Only symbolic chharges are made
for services~=-e.g., LE 3 for an electrocardiogram. Zabaat
contributions (traditional Islamic voluntary tax payments)
support this charity program. However, new efforts are being
made to make the clinic economically more self-sufficient

AID funds were important because they provided the needed FX.
Without this FX, it is likely that procurement ©f the new
equipment would hve been Postponed for at least three years.,

A doctor in the kidney dialysis unit of the Cclimic estimated
that the AID-supported machine serves about 306&® patients per
year. In addition to Providing inexpensive use of the machine,
the clinic also pays for needed blood and, also, provides
patients with up to LE 40/mo. as a living allowance.

This non-governmental Progressive Islamic F O recently bought a
(used) hospital so that in-patient, as well as outpatient
services, can be provided. New FX resources will be needed to
upgrade the hospital and offer new services-~-e.g., orthopedic
services.
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There seems little opposition to paying interest on the FX
loan, and there appears to be a clear bias toward western
medicine and modern medical equipment.

R. E. Mitchell
Pirm 505
13 Oct. 86
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NOT TO BE QUOTED

DR. ASNAAN'S CLINIC

Dr. Asnaan started a small private speciality practice in 1977,
supplementing his income by working in a private hospital. His
clientele is drawn primarily from middle and upper—-income
families who have a demand for his particular speciality.

PCP FX provided $13,000 for a dental unit consisting of a
chair, X=-Ray machine,developer, compressor, and related
equipment. This was added to his clinic(which is in a building
he owns) and other equipment procured out-of-pocket from his
own resources. The equipment allowed hinm to expand his
clientele from 300 patients five Yyears ago to about 600 this
year. Revenues from the clinic increased from LE 6000 to LE
9000 over the same five-year period.

Dr. Asnaan reports he would most likely have dropped his clinic
project if PCP were not available to him. The FX in the project
was not especially important.Instead, it was the credit he
received.

Although the loan was small, it is a burdem on him. He reports
he wishes to expand further and would like another PCP
transaction. This will be delayed, however, until he repays his
current loan.

& Nov. 86
FR.E. Mitchell
F'irm 522
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NOT TO BE QUOTED

CENTRAL EGYPT PEDIATRICS HOSPITAL

This hospital will open soon after about three years of
self-financed development by the doctor-owner. He currently
directs the pediatrics division of a major hospital, where he
also conducts research, supervises graduate training, and
assists younger doctors in the development of their careers by
having them bring their private practice to his clinic.

PCP funds paid for ten new incubators, some of which replaced
existing equipment. This procurement adds to total operating
costs but reduces per~incubator expencses.

The owner-doctor of the hospital originally requested a $60,000
loan. Credit barriers established by his bank led to a
reduction of the request to $37,000 and to a shift from a loan
to an upfront purchase of dollars. He reports that the
advantage of the FX was not just the cheaper dollars offered;
the American equipment was about one-fourth the cost of other
equipment available on the local market in local currency. This
particular procurement would have been delayed if PCP were not
available.

Over the years, the doctor-owner and his clinic have earned a
national reputation. Patients from all over Egypt come for
services. The doctor~owner - reported that Government sets
maximum fees for private services such as his,but his fees are
below the maximum. His patients come from all income categories.

Given the constraints of limited time,as well as restrictions
on fees, the financial return on this PCP transaction is said
to be lower than what could be earned from other investments.
He in fact earns a satisfactory income,but his new investment
geems to reflect more a sense of professionalism than of purely
ecconomic motives. The AlID-assisted incubators, together with
modest other investments, will allow him to serve more
patients, but the major motive for this expansion seems to be
to improve the gquality of medical services he 1is able to
provide.

R.E. Mitchell
27 Oct. 86
Firm 506
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EXECUTION OF THE STUDY

A. Sample Design

A, 1. Information Sources

The USAID office responsible for PCP has file cards and a
computer-based management information system including names,
addresses and telephone numbers of firms participating in the
Production Credit Project (PCP), Other basic information on
transactions is recorded as well. All of this information is
provided by the participating banks.

An analysis of these materials identified a number of problems
for the present survey,~-for example:

The universe may be smaller than estimated: Arabic names
are alphabetized in English. Because there is no master list of
firms, some firms appear under different English names in the
computer printout. An early analysis discovered 14 such firms.
The subsequent sample produced still another one (it was
selected twice, an error corrected for the present report).

Current, accurate locational information is lacking on a

number of firms. Several firms had correct telex numbers that
could be used: telephone numbers however, wer? frequently
out-of-date or no one answered our calls; and strecet addresses
were 1insufficient. Banks no doubt have accurate information on
borrowers, but it would have been too costly and time-consuming
to work with the banks in wupdating AID's records for this
particular research assignment. We anticipated there would be
trouble in locating firms and their representatives for
interviewing purposes

A.2. Two Sampling Strata

A preliminary analysis of materials provided by PCP's
management information system indicated there are potentially
important differences among the several sectors participating
in the project. It was anticipated that the number of
transactions a firm had would also indicate potentially
important differences among firms in a sector{e.g.,the more
frequent users would be more sophisticated).
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C. Completion Rates and Non-Respondenté

Thirty three of the original 51 firms were successfully
contacted and interviewed. (Another firm was found to be a
trader and,therefore,excluded from the sample). These 33 were
distributed as follows({completion rates are given in parens.).

Table 3

Completed Interviews,
Original Sample

Number of Transactions

Sector 1l only 2 Oor more Total

Industry 12 (80) 9 (69) 21 (75)
Agriculture 4 (40) 1 (33) 5 (38)
All other 7 (86) 0 (0) _71_(70)

Total 23 (70) 10 (56) 33 (65)

The replacement sample was used over the course of the
fieldwork. This yielded another seven firms,for the following
distribution:

Table 4

Completed Interviews,
Original Sample and Replacements

Number of Transactions

Sector 1l only 2 Or more Total
Industry 15 (100) 10(77) 25 (89)
Agriculture 5 (50) 2 (67) ' 7 (54)
All others 8 (100) 0 (0) 8 (80)
Total 28 (85) 12 (67) 40 (78)



These 40 respondents represent a 78 percent completion rate.
(Non-responses to individual questions in the interview
schedule will, of~course give lower rates).

C.1l. Why "Non-Respondents"?

There are several reasons for non-respondents:

(1) Inadequate addresses were an especially serious problem
for the agricultural sector, most of which is in the poultry
and egg business.

The number of non-respondents could have been reduced further
if the fieldwork period had been extended. For example, four
firms called on the work day after the completion of the
fieldwork. They reported they had just received the letter
sent them nearly three weeks earlier.

(2) The one FSN who asgssumed regsponsibility for nine
interviews fell especially short of meeting his obligations.

(3) Some participating firms seemed to be dissatisfied with
PCP. This is seen in the thumbnail sketch of Ideal Whitegoods
Co presented in a separate annex. Another firm was reported to
be unhappy over a distressed cargo of PCP materials, although
another firm with similar problems willingly cooperated in the
study.

C.2. Who Are the Non-Respondents?

More than half the non-respondents are in the agricultural
sector. Their non-responsiveness seems attributable to
inadequate addresses for rural areas.

On the basis of the gqualitative materials collected during the
interviewing, there is no reason to suggecst that
non-respondents are different from respondents on the criteria
that are the foci of the present survey. For example, poultry
and egg producers seemn to be fairly sinilar in their
development,structure, and reasons for seeking PCP resources.



The single exception is in the "All Other "cell for firms with
two or more transactions. Two large well~-known construction
firms were seclected for the sample. One firm obtained cranes
and loaders under PCP; the other procured concrete=-brick
manufacturing g¢guipment. The sample for this study
underrepresents these larger firms with their often-expensive
equipment.

According to AIDP's records, the median size PCP transaction for
non-respondents is higihier than the same median value for
respondents. Non-respondents tend to include those who
received larger dollar benefits from PCP.

D. Weighting the Sample

Given the apparent reasons for non-responding, and given the
absence of significant differences among firms in the
agricultural sector, the sample sizes within individual cells
were weighted to bring them to their originally intended
numbers.

The following procedures were used:

1. Industrial firme with two or more transactions: The
responding firms were numbered and listed in their numerical
order. A random start was selected, and then every third firm
was selected. This yielded three firms. Their responses are
counted twice in the final sample.

2. Agricultural firms with one transaction only: All five
firms are counted twice,thereby bringing the number of firms in
this cell to the intended number of ten.

3. Agricultural firms with two or more transactions: One
firm was selected by a flip of a coin. This firm is counted
twice.

No weighting is needed for the industrial anmd All Other firms
with one PCP transaction only.

The All Other firms with two or more transactions are not
corrected. (There was no respondent to make this possible.)

A



These procedures yield the following sample of 49 firms.This is
the sample used in the body of this report. The sample
underrepresents the All Other firms with two or more
transactions. They comprise three percent of the universe, not
a significant source of bias

Table 5

Sample Used For
Present Report

Number of Transactions

Sector 1 6nlz 2 or more Total
Industry 15 13 28
Agriculture 10 3 13
All others 8 0 8
Total 33 16 49

With the one exception of this three percent, the final
welghted sample permits us to refer to the universe of
approximately 244 firms that participated in PCP. The other
potential biases 1introduced by the weighting scheme are not
considered to be significant. Based on the information
avallable from the study and from the 1larger universe, the
advantages of using the weighting scheme exceed the potential
disadvantages of this sampling technique.
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Identification Number:

A
B:
A. FIRM
l. Name:
2. Address:
3. Contact persons:
4. Telephone number:
5. Telex/cable number:
B. ARRANGEMENT OF APPOINTMENT
1. Date oﬁ initial contact with firm:
Date Time

2.
3.

Arranged by USAID staff member: '

Person in firm making the appointment:

C. INTERVIEW SCHEDULED FOR

l. Date: Time:

2.
3.

USAID telex/cable confirmation of appointment on:_

With:

Address

Specific instructions for driver

Date

D. INTERVIEWER CONTACTS WI''H FIRM

1.

Date Time Status
From 29

2.

3.

A



OPENING REMARKS

Thank you for your time and cooperation in talking with me this
morning/afternoon. Your assistance and views are very

important to us.

The purpose of my visit and questions is to learn more about
the nearly 1000 private sector industrial firms that have been

directly assisted by several American-funded projects in Egypt.

We obviously can't visit all 1000 firms, so we selected a small
sample of companies that will represent all 1000. Your firm
(or "you") are in this sample, so the information you provide

is very important for all 1000. .

According to our records, you/your firm participated in the
2roduction Credit Project through foreign exchange 1loans

handled by (bank) .

Several of my questions will touch on this project, but most of
the questions deal more generally with individual business
enterprises--for example, what they produce, how they have

changed over time, and what raw materials they use.

We also want to see if we are asking the correct questions and

if it is easy to understand them.

Let me emphasize that the information you provide me will be
kept strictly confidential. It will be included with similar
information provided by other companies so that we come up with
a "statistical profile." We will not report on individual

firms.,

I anticipate it will take about 40 minutes to complete our

interview.



A.

2.

'33-

BACKGROUND ON THE FIRM

If you will permit me, let me ask You some questions about

your f£irm (your business).

In what year was it established?

19

Which of the following type of organization best describes
the ownership form of the firm: (Read and check one cnly)

1. Sole proprietorship

2. Family firm

Partnership

3.

Iudependent corporation

4.

5. Subsidiary of another corporation

Where exactly is the factory/farm/office located?

Governorate:

District

Is this in a:

1. Larger city
2. Medium~size city or town
3. Smaller town

4. Village or rural area?

A\



4.

-4 -

What exactly does the firm make/grow/sell? (Be as specific

as possible)

a«Anything else?

b.¥ho buys your output--that is, do you sell‘to:
(check as many as apply)

1. Consumers
2. Other manufacturers

‘ 3. Wholesalers and distributorships
4._____Government entities

Ce How much (if any) of your output do you export?
Percent (write down amount)
Nope
ASK ONLY IF OUTPUT IS A CONSUMER PRODUCT OR GOES INTO SUCH A PRODUCT
4. Is the Egyptian market for:

1. The popular classes

2. Middle and upper income groups
3. Everyone

4. Not applicable

5,

Would you say that the market for your products is:

1. Growing
2. Stable

3. Declining

(O
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6.

7.
8.
9.
10.

-5—

How competitive would you say the market is: Is its
1. Very competitive
2. Somewhat competitive, or is it

3. Not very competitive?

GROWTH OF FIRM

Now let's talk about any changes your firm has had simce

the beginning of 1982. That's nearly a five-year pericd.

I would like to know if there has been an increase,
decrease, or relative stability in output, sales,

employment, and investment.

How about (read each of the following below), has the
firm increased its (read each item separately), has it
remained about the same, or has there been a decrease:

in (read the item):

Pemained
Increased the Same Decrease\d
Total output:
Gross sales and revenues
Employment
Investment in the firm
1 2 3

SIZE OF FIRM

To get a better idea of your firm and any changes in i,
please give me your best estimates of your firm's output,

sales, employment, and investment in 1982 and this yean .
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11. How abcit total output, what was the estimated output
1982:

This year:

(NOTE: Specify the units of output used--e.gq., tons,

meters, clients served, etc.)

12. And how about gross revenue and sales: what are your

best estimates for:

1982:

This year: .

——————————

13. How about employment=---I mean full-time employees and

part-time employees converted as best as you can to a

full-time yearly equivalent. What is your best estimate

of total employment in:
1982:

This year:

14. Finally, what about your best estimate of investment.
That is, how much new investment was put into the

firm in:

1982:

This year:

" <

z2/1

g ¥
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15. Can you estimate what the value is of your:

a. Factory/office building and land: LE

b. Equipment, inventory, and other assests of

the firm: LE

IMPORTS, FX, AND CREDIT

Now let's talk about the raw materials and equipmemt your

firm uses.

16. What foreign raw materials and equipment has your firm
imported since 19827
a. First, please .ell me what equipment you have

imported?

b. RNow, how about raw materials, what have you

imported since 19827

17. Can you estimate the total dollar value of all your

imported raw materials and equipment since 19822

$

18. We are interested in how firms like yours go abomt
their imports--that is, how much shopping around they

do for supplies, FX, and credit.

a. How much shopping around and searching do you do

for your imported materials, do you usually:

l. _ Rely on a few traditional sources developed
over the past

2._____ Obtain product and price information f£rom
as many suppliers as possible, or do you

3. Have someone else handle this for you?

AC:

AD:

AE:

AF:

AG:

AH:

[
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b. How about your sources of FX: Do you usually:
1. Rely on your bank({c), or do you

2. Draw on several different sources?

c. And how do you usually pay for the FX required for your

imports: Do you usually:

1l. Rely on supplier credit
2. Take out a loan from a local bank, or do you
3. Rely on other sources (can you explaim what

these sources are?

E. PRODUCTION CREDIT PROJECT(PCP) TRANSACTIONS

We have been talking about your firm in general. Now I would like

to ask you some questions about the commodities you imported in the

AID-supported PCP,

According to our records, your firm (you) had the following

transactions:
Year Commoditz Dollar Amount

Al

AJ:

o



Does this information seem complete?

ANSWER IF TRANSACTIONS INCLUDED NON-EQUIPMENT

19. Can you tell me how(list the non-equipment
commodities) affected your firm: Which of
the following best describes

these effects. Did they allow you to:

1. Maintain you then=-current production lewels,

2. Produce beyond your then-current production
levels or

3. Allow you to produce a new product you kadn't

manufactured before?

ANSWER IF EQUIPMENT INCLUDED IN TRANSACTIONS

20. Did the equipment:
1. Replace existing machinery/equipment, or
was it a

2. New type of equipment allowing you to do new

things not possible carlier?

FOR ALL RESPOKDENTS

2l. We talked earlier about your impecrts, FX, and credit
transactions. Cs., you now give me your best estimateg
of the proportion of each that your PCP transactions

helped meet.

a. How about your import needs: What proportion af

these were met by your PCP transaction(s)?

%

AP:

AR:
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b. And what about your FX needs, what proportion of
these were met by your PCP transactions?

%

c. Finally, how about the proportion of your

credit needs that PCP +ransactions helped meet:

%

22. At the time, were the products (services)
manufactured or provided because of the ECP

assistance subject to Government price controls?

1. Yes

20 NO

22a. What about today, are these products subject

to Governemnt price controls?

1. YeS
2. No

23. At the time, what was the most important need that ECP

helped you meet:

1. _FX needs

2. Credit needs

3. Both needs, or

4. Didn't it play a very significant role in

meeting either set of needs?

AS:

AT:

AU:

AV:

AW:
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24. Well, what would your firm (you) most likely have done

25.

if you didn't get the PCP assistance. Would you have

most likely:

Can

1. Immediately met your needs in some other way

2. Probably met these needs, but it would have taken

somewhat longer, or would you have

3.___Most likely dropped the project made possible by the

transaction?

you tell me if your PCP transaction helped you to:

Qe

Yes No
Maintain then-existing

employment levels

Increased your employment
Allowed you to manufacture
grow/provide a new product/
service?

Expanded your sales

Reduced your normal operating

costs

Led to an expansion of your

firm/business

AY:
AzZ/1

BC:

BE:
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26. According to our records, vou had transaction(s) under
the PCP program. Can you tell me why you didn't seek more

transactions: Was it because:

1. The funds could not be used for non-American imports

2. You had met all your FX needs

3. Your bank wouldn't cooperate

4. You had the maximum FX allowed under the program,
5. Or was there some other reason (please explain:

‘F« INNOVATION

Finally, let me ask several quick questions about how your firm
' operates more generally. You can answer these questions by either

hyesn or "no".

27. Does your firm:
a. Place high importance on

finding new markets?

b. Look for new products?

c. Try to improve production
processes-—e.9., through
maintenance management,
materials-handling, and quality

control?

d. DEmploy someone whose primary
responsibility is to obtain

FX and credit?

BF:

BG:

BH:

BI:

BJ:

2b]

e
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e. Likely to expand quite a bit,

over the next 3 years?

f. Place high importance on

reducing costs - —
g. Part of a group of related

companies that deal with

the same bank that handled your

PCP transactions? - —
h- Considered quite modern and

bProgressive? - —_

1 2

Thank you very much for your kind assistance and cooperation.

28. Before leaving you, could you please tell me what your name,

title, and responsibilities are:

Name:

Title:

Responsibilities: '
—_—

Interviewer:

Place where interview conducted:

Others present during interview:

32. Interview was:
1. In original sample

2. Replacement

33. Sample Strata:

IR:RMitchell:nl:9/22/86(0157I)

BL:

BM:

BN:

BO:

BP:

BR:
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'%_1. Remove the maintenance of value (MOV) provision IS/FI -
from ths project. ard MPIC January 19¢
2. Implement training activities. Is/FI, MPIC March 1985
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to ercourage the develcpment of an interest
rate structure that encourages term lending.
A flexible mechanism needs to be developed
for adjusting effective foreign exchange
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aml origin requirements.

Project local currency generations should be
used to encourage-improvements in the credit
market or to support export develcpment.
USAID should consider providing term credit
in both foreign exchamge ard local currency;
particularly to firms with export potential
and/or comparative advantage.

A private sector steering committee should be
activated. ‘

b.

C.
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Production Credit (263-0147) , USAID/Cairo

R™IECT DESCRIPTICH

The Purpose of this project is to expard investment for praductive private sector enterprised
by finarcing the foreign exchange costs of raw materials, intermedimte and capital goais
imported for use by the productive private sector. '

UTHIRIZATION QATE AND U.S. LCP FUNDING AMOUNT | PES NUMBER PES OATE JPES TTPE

9,/25/82 $68 million 35-8 January 1985 (%] reqular [ other (Spacity)
0STRACT, PREPARED 87, GATE ABSTRACT CLEAPED oY, GATT ? :

| . T b b %( | L seectan

'N. shafik, DPPE/PAAD D. Cowles/J. r/(b | [ Terntnal

January 1985 January 1985 .j

The evaluation was comlucted by a four person team with expertise in evaluation, banking,
ecomomics, and commodity procurement. Three team members were fram AID/W and the development
banker was recruited throush the International Executive Secvice Corps. The team was tasked
with evaluating project purpose achievement and with making recommandations applicable to
this anl other USAID imustrial credit activities.

The team conclided that, while the project was very successful in providing foreign
exchange to finance private sector imports, its credit market ard institutional develcpment
objectives were constrained by implementation problems ard macrosronomic policy issues. The
project has finarnced 288 transactions valued at 354 million for am extensive list of raw
materials ard capital equipment such as plastic inputs, pcultry preduction experiments, con-
struction machinery, amnd textile raw materials. The team fourd trat effective interest rates
under the project, estimated at between 22 and 28 percent, are positive given Eqypt's in-
flation rate of approximately 20 percent. Sixty-eight percent of the transactions have been
for end-users of raw materials and capital goods. The vast majority of the commodities
financed were identified as appropriate to Egypt"s develqment needs. The training componen!
of the project has mot teen implemented due to delays in developimg an adequate training pla:
and institutional problems. The Private Sector Steering Comnittee, originally interded to
provide guidance on project-related macro-level issues, never met.

The report identifies many lessons learned from this project. 'The Centr:l Bank of Egypt's
interest rate structure, to which project interest rates are tied, has tended to discourage
term lending. The maximum interest rate of 13 percent on imdustrial credit ard the minimum
of 16-18 percent on slort-term trade cradits have encouraged bankss to concentrate on more
profitable short-term, commercial lerding. The existence of a Muintemance of Value (MDV)
provision, originally intemded to insure that importers would pay a more realistic price for
foreign excharge, actually discouraged the use of the project's credit term. Rather than
risk of an official devaluaticn, many importers paid cash during the negotiation of doctment:
amd converted the risk to local currency. The Maintemance of Valuwe provision, along with the
increasingly subsidized fcreign exchange rate (L.E. 84 = $1 U.S.), encouraged the use of the
project as a foreign exchange window instead of a prcductive credit mechanism. Some of the
difference between the official rate at which the project provides: foreign exchange and the
free market rate is justified as appropriate to offset U.S. source arnd origin requirements
that add approximately 20-30 percent to the cost of imports. However, this difference has
increased steadily simce the beginning of the project amd now needis adjustment.

The evaluation affirmed the origimal purpose of the project but made several recammen—
dations that would make a follow-on project more effective. USAID should pursue an active
policy dialocgue with the GOE on the need to address interest rate distortions that inhibit
the flow of available credit into longer term productive investments, particularly in areas
where Egypt has a comparative adyantage and that have expcrt potersiial. However, given the
limits of this project, the foreign excharge and interest rate issues should ke pursued pri-
marily in the context of the Mission's broader policy dialogue with the GOE. The repcrt daid
recownend that the maintemarnce of value provision should be elimimated to pFranote project
credit. Institutional development, training, and the establishmen: of a Private Sector
Steering Comnittee continue to be critical areas for USAID involvemr=2nt. The team also recom-
mended that local currency gererations of the project should be usz? to encourace imcrovement
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Executive Summary
Production-Credit Project

l. Overview

The Production Credit Project (PCP) was designed to increase
private sector output by providing foreign exchange importsgs,
short-term credit and by improving the capabilities of tne
Egyptian financial system. Initial Project efiforts were to be
concentrated on foreign exchange imports and short-term
credit. As the project developed it would be expanded to
include the institutional development component. when
measuring project success against these goals it is clear that
the goals were very ambitious. It was probably expecting too
much to task the project with achieving all of tnose goals
since the achievment of project goals was in large measure
dependent upon the success of otner vission private sector
projects and in a key sense, on the success of AID/GOE policy
dialogue on macroeconomic issues.

The 'project was very successful in providing foreign exchange
inputs to private sector industries that used those imports
efficently. It was less successtful in providing short and
medium term credit. The credit market and institutional
development side of the project never got off the ground.

The Evaluation Team nas identified a number of project
difficulties-and nas prepared a list of recommended changes.
With such cnanges, a more efrective and targeted project could
be developed to build on the start made with this project.

2., Commodity Procurement Implementation Experience

The Production Credit Project (PCP) was not a completly new
effort; during the period Erom FY 1977 to FY 1941 $137 million
had been disbursed under tne private sector component of the
CIP. Tne GOE, banks and private sector had gained experience
and familarity with AID procurement regulations and procedures
under the CIP. Drawing upon tnis experience, the Production
Credit Project was carried on along similar lines with some
important iinprovements.

The private sector CIP had relied on a quota-allocation system

with the 5 public sector banks each receiving & share of tne

total program. ‘rhe first change in tne PCP was to expana the

number of banks in order to encourage competicion. In addition

'2 the existing 5 public sector banks, 4 private sector banks
:re added to the eligible list. Since tne new banks were

7}
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private sector banks, they brought a more market-oriented ang
service-oriented style of banking into the program. The second
change in the program was to do away with the practice of
giving each bank a fixed share of the total pProgram. The pcp
Created a transaction-based, client-demand system. Each of the

remaining PCP funds were provided to those banks that ware able
to move tneir funds. Those that performed efficently and
quickly received more funding. Those that lagged behind dig
not receive additional funding. The system worked well. By
revarding the efficent banks with more funds, the Project was
able to move AID funds quickly and eifectively.

Transactions seem to be flowing to private sector banks at a
rate which approximates their "fair share" of the banking
market. The private banks processed 26 percent of the
transactions valued at 3% percent of the program value. while
it had been hoped that the private banks would receive a larger
share, they are generally small and new to the the market.

They lacked many of the advantages held Dy tne large,

established public sector banks.

The original Project Paper implementation scnedule anticipated
final project dizbursements to be completed by iarch of 1985,
By December 9, 1934 the AID Mission had approved transactions
valued at $54 million (80 percent of the Program) and letters
of credit had been issueg for $37 million (55 percent of the
pProgram). Recent approvals have averaged $4-5 million a month
which means that all funds should be allocated by Fepruary 1985
with full issuance .of all letters of credits and disbursements
following Closely behind. The project should reach an 8y
percent disbursement level by March 1985 and reach 10U percent
before the end of the fiscal year. That is reasonably close to
the original implementation pian, '

Of the more than $54 million in approved transactions, by far
the greatest share (68 percent) have been for end-users of raw
materials and capital goods. One of the criticisms of tha
Private sector cIp had been that traders receivea nearly
two-thirds of the funds. Traders often imported goods and some
made a windfall profit reselling those goods to end users.

That problem has been virtually eliminated in tne PCP, Traders
have received a small share of funds ang generally do not
appear to be making windfall profits. Most traders using the
PCP are distributors of U.S. equipment who are importing
equipment and Spares to support their regular distribution and
service program. '

A problem with tne Private Sector CIP had been that a few

companies and families had monopolized the program. That was
not the case with the pcp. 8y limiting transactions to a

"\
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- maximum of $500,000 and allowing a firm to import only $1
million per year, the funds were spread among a wide range of
companies. 1In fact, the average PCP transactiom size was only
$179,000 and only 8 exceptions were made for procurement over
the $500,000 limit,

Analysis of the types of commodities financed amnd the
industries receiving PCP imports showed that the goods were
generally appropriate to Egypt's needs and were effectively
used. Out of a total of 288 transactions, the Evaluation Team
found only 3 or 4 commodities that were of questionable
development value. Those commodities were eligible under
AID/GOE rules but in Egypt's case they were of a "luxurv
nature" and did not appear to be of critical developmental
need.

There was also a concern that "Law 43 Companies™
(Egyptian/foreign joint ventures) might monopolize the pCp
program. In theory, since "Law 43 Companies” have a foreign
partner and thus access to foreign exchange, their need for pCP
imports is less thaa that of wholly-owned Egyptian companies.
The Evaluation Team closely examined all pCp transactions of
“Law 43 Companies" and found that they received a very small
share of project funds --only $2.3 million or 4 percent of
pProject funds. A close examination of all such transactions
turned up only one case where the commodity beimg imported was
not of high developmental value.

3. The Egyptian Credit Markets

The financial system has worked well in mobilizimg short-term
savings and providing short-term trade credits. Lenders are
generally risk averters who require neavily collateralized
loans, with a short maturity at nigh costs to the borrower. 1In
order for the Egyptian credit market to develop into a more _
sopnisticated market which provides term lenaing, both bankers
and borrowers will need a nigher level of confidence in Egypt's
medium and long-term econcmic and political envizonment.

The Central Bank of Egypt (CBE) has a number of controls and
limits on bank operations which restrict the dev=lopment of a
term credit market. 1In the interest of encouraging longer-term
investments the CBE has set a maximum interest rate ceiling of
13 percent on industrial credit. In order to disicurage
short-term trade credits, a minimum interest rate of 16-18
percent has been set. nNot surprisingly, banks aro lending
where the profit lies. - They have nearly 85 percent of their
loans in short-term trade credits with a ‘

maturity of one year or less. The Government regulation
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designed to encourage term lending has had the opposite

effect. Another problem is that the CBE is not officially a
lender of last resort. There is no central bank discount
window in Egypt. - Since banks cannot discount their loans, they
do not have a readily available source of liquidiity. This -
increases their desire to maintain most of their loans on a
short-term basis.

The Evaluation Team analyzed local currency lending rates as
they applied to the project. The Team was interested in
determining whether project loans were being prowvided at
realistic interest rates. The Team determined that short-term
loans under this project cost the borrower between 22 and 28
percent interest. These rates are positive, evem with Egypt's
current inflation rate of near 20 percent.

4. Economic Analysis

The Egyptian economy is still evolving from the thighly
centralized system that was created during the 1%50's and the
1960's. Many of the price distortions still remain. Rapid
growth has been achieved in recent years through ‘high levels of
saving and investment, buoyed by worker remittamces, oil and
export earnings and Suez Canal dues that helped to pay for
rapidly growing imports.

The oil-related prosperity has macsked some structural
weaknesses in the economy which will need to be remedied.

Among the most important of these weaknesses is the fact that
industrial exports have stagnated for the past decade and
recent sources of foreign exchange can be expected to become
less reliable as the oil economy cools. Several policy reforms
have been initiated by the government of Egypt amd still others
are needed to successfully address these problems. Credit
needs of the private sector can be met by addressing them in
light of these new circumstances.

Domestic credit has expanded rapidly in recent years. Indeed
the government had to take action to moderate this growth in
order to lessen inflationary pressures. Ccedit has grown as
rapidly as is consistent with relatively stable prices. The
more serious problem in the domestic credit market is the fact.
that interest rate distortions inhibit the flow @f available
credit into longer term productive investments. Aid to the

private sector therefore need not focus solely on providing a

larger volume of funds. Means should be developed to improve
the allocation between short-term and longer-term credit.
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The toreign exchange problem in Egypt is also as much one of
allocation as it is of sheer guantity. 1Indeed in recent years,
- Egyrt's banking system has been a net exporter of short-term
funas to the Eurocurrency markets. Because of this, both
Frivate and government users often experience aiftficulty in
acquiring foreign exchange. Private users can resort to the
"own exchange" market, Faying a higher exchange rate, but are
normally limitead to very short-term credit, andé must bear with
the additional inconveniences that occur in informal creait
markets. To the extent that pCPp institutionalizes a more
tfornal credit system, ana Eroviaes longer term credit, it
serves a useful function for the private sector.

Institution tuilaing ana removal of aistortions in the domestic
credit market (especially if the changes benefited industries
in which Eqypt has a comparative aavantage), would aia the
Erivate sector as much or more than mere provision of
gaaitional funas.

5. Conclusions ana Recommenaoations

The Evaluation Team examined the Project's design to see if
there were areas that could be improved. 1he tollowing issues
shoula be examined if a follow-on Froject is considered:

a. Importers were reluctant to use the financing porticn ot
the program because of the foreign exchange, maintenance of
value requirement (MCV). An example will illustrate the
problem. 1I1f an importer purchased $100,000 of imports under
the project he coula either pay LE 84,000 or, derending on the
type of commodity, finance the LE 84,000 over a 1-3 year
perioa. his local currency liability is fixeo at the currept
foreign exchange rate of LE .84 = $1. BHowever, if he takes
the 1-3 year creait his liability will depena on the foreign
exchange rate in effect when the loan matures. If the Pound
aevalues to 1.50 = ¢1 then his obligation would be LE 150,000.
Since the risk of devaluation is great, importers were
reluctant to take the MOV risk. Very few importers usea the
credit component of the project. If there is to be a credit
conmponent in a future project, the MCV requirement should ke
eliminated.
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b. The failure to inplement the training, teckmical assistance
ana studies component of the project has limited the
developmental . iiigcact of the Frogram. The Evalwation Tean
identified a number of training and institutiomal needas that
coula be aadaressea. 1hey should be an integral part of any
future program.

¢. Project local currency generation are now gplaced in the
general AID/GOE Special Account. The Team recommends that a
Separate special Fund be set up ftor this project. while the
actual uses would have to be determined by the @esign team that
puts together the follow-on Froject, we recommend that the fung
be used to encourage improvements in the credit market or to
Support export develogment,

d. %The Private Sector Steering Committee should be activated
as a neans of exchanging views between AlD, the GCE and the
Erivate sector.

e. If the banks do not have acequate incentives they will
continue tc concentrate on short-term credit. A strategy
shoula be developrea to create a positive interest rate
structure for terms lenders. This may require negotiations
with the CBE and the GCE. Such negotiations might logically be
a part of other AID/GGE macro policy discussione.

f. 10 the extent that there is a net subsidy, the effective
cost of capital to the private sector is artificially reduced.
This provices an incentive to invest in projects with lower
than desirable rates of economic retorn. The result is lower
output, enployment ana growth than would otherwise occur. When
offering foreign exchange at lower than market rates, the donor
must choose between Froviaing all the credit that is demandead
at that rate, or of restricting the amount while allocating it
by nonprice rationing. 1In the forner case, one must ask how
long the donor intends to supply all that the market will

take. 1In the latter, first come first served rationing will
Erobably lead to an inefficient portfolio of investment
Erojects,

9. As a rule, therefore, generalizea exchange rate subsidies
which lower the effective cost of capital are not an

economically desirable feature to unaerpin an owerall private
sector strategy.




h. Events have increased the Spread between the official rate
and - the free market rate, 2 Spread that could be defended as
appropriate to offset y.g. source and origin requirements at
the outset of this Project has now been exceeded. The
applicable foreign exchange costs should be raised. There
could still be a3 Spread to offset higher u.s. Source and origin
costs. Beyond that, the Evaluation Team felt that the exchange
rate subsidy issue is not an appropriate one to resolve in the
contex: of this one single, and relatively small, pProject.
There is a need for a flexible mechanisnm that can adjust
effective foreign exchange rates over the life of the project,
The appropriate forum in which to deal with exchange rates is
at the Mission program/policy dialogue level, where incentives
for policy reform can be brought to bear. Parity of treatment
between the puklic and private Sector import brograms is also a
consideration. When the CIP and other AID programs are brought
under a more rational exchange rate, Production Credit shoulgd
be as well. :

i. In the Egyptian economy effective interest rates are in
many cases negative., This discourages saving and leads to
investment misallocation, Rational resource allocation would
Suggest interest rates sufficiently in excess of the rate of
inflation to effectively ration capital and to stimulate
saving. This issue, is however, not one which can be resolved
in the context of a single Project. It is a macroeconomic
policy objective to be negotiated at the highest levels by
various donors, and not one which can be effected by partial
adjustments in one sector or one Project. It js important that
Project interest rates be tied in some way to either market or
to central bank rates SO that they would follow appropriate
macroeconomic adjustments.

j. Medium and longer-term local currency credit, and export
credit, may be as important a constraint as foreign currency
availability. The Teanm recommends that in the future, credit
Programs aim more at these pProblems and take advantage of
recent policy changes by GOE ang efforts by other donors, such
as the IBRD, to identify additional useful areas where credit
needs should be met, rather than focusing exclusively upon
imports. Firms and sectors with viable export potential ang

receive special attention in designing future AID 'credit
Projects.

End ~ Executive Summary and Recommendations
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EXECUTIVE SUMMARY

USAID/Egypt entered into a- $68-million grant agreement with the
Government of Egypt in September 1982 fumding the Production-
Credit Project, No. 263-0147. An additiomal $20 nmillion was
authorized 1in March 1985 making the project total $88 million and
extending the project completion date into fiscal year 1986. The
primary project goal was to 1increase tithe private sector's
contribution to Egyptian productive output Iy providing foreign
exchange on credit terms. By expanding credit availability, the
project was to directly facilitate increased private sector
involvement in the Egyptian economy, therelpy promoting long-term
economic growth and employment. The Productiom Credit Project was
followed by the Private Enterprise Credit Project estimated to
cost $235 million. This new project included a Private Sector
Commodity Import Program Facility funded at about $117 million
that essentially continued the activities carried out under the
Production Credit Project.

The objectives of this progran results audit were to: determine
whether project goals were achievable; assess whether the
indicators for measuring project success were valid; determine
whether the project was being implemented in a manner likely to
bring about the desired outcomes; asisess compliance with
applicable laws and regulations; and test internal controls.

The audit showed that the project goals could not be achieved,
indicators for measuring project success were invalid, and the
project was being implemented in a manner that was unlikely to
bring about the desired outcomes. Tested items were in compliance
with applicable laws and regulations, Internal «controls were
adequate in regard to the transactions traced through to
participating bank records. '

Several changes were made during the period of project
implementation that improved the way in which the project
functioned. Fundamentally, however, the project was incapable of
achieving its broadly stated goals. TInability to overcome the
constraints of a subsidized exchange rate and an interest rate
structure imposed by the Government of Egypt precluded the
project from being effectively implemented on a market-oriented
basis. These problems, combined with the lack of incentives for
participating banks to make the types of lcans intended, allowed
project funds to flow to firms least in need of the financial
- assistance provided. This latter problem could have been lessened
had the Mission established priorities for private sector
development and channeled project funds to firms in these
-sectors, but this was not done,


http:includ.ed

With a relatively modest funding level, the project did not
contain sufficient leverage to achieve the broadly stated goals
of increasing Egyptian private sector productive output and
expanding investment for productive private sector enterprises.
Neither the project goal nor purpose were supported by detailed
economic analysis of the development need to be addressed, nor
were they linked to the specific design problems identified 1in
the Project Paper as major constraints to private sector
development. Indicators of goal achievement were neither valid,
verifiable, nor guvantifiable as required by AID Handbook 3. Many
of the design issues addressed in this sectiom of the report were
raised when the project was in the approeval process, but were
never dealt with effectively by USAID/Egypt prior to project
approval or in the four years since. The issues, therefore, were
present througnout the life of the project and adversely affected
implementation, Government of Egypt actions exacerbated the
project design problems and further impeded chances of project
success,

We recommended that the follow-on Private Sector commodity Import
Program Facility be redesigned around realistic project goals and
a specific developmental need that it is capable of addressing,
and that objectively wverifiable indicators to measure goal
achievements be developed. USAID/Egypt said the follow-on project
met the intent of our recommendation.

USAID/Egypt was unsuccessful in getting the Government of Egypt
to make the policy reforms that were prerequisites to project
-success. These reforms centered on the exchange rate at which
project transactions were to be repaid and the interest rate .to
be charged borrowers of project funds. The Mission's inability to
get the Government of Egypt to move on these issues meant that
the exchange rate used to repay project transactions was far
below the actual market rate, and that the interest rate charged
borrowers of project funds was undervalued and discouraged
long-term lending. The Mission was unsuccessful in overcoming
these constraints through a policy dialogue with the Government
of Egypt prior to project approval and in the four years since,
This precluded effective project implementation with the exchange
rate issue having the most serious consequences.

We recommended that USAID/Egypt find a solution to the exchange
rate problem for the follew-on Private Sector Commodity Import
bProgram Facility that is not tied to ongoing policy dialogue with
the Government of Egypt. USAID/Egypt said thet this was neither
possible nor realistic. We also recommended that USAID/Egypt
determine what the real market interest rate would be for the
types of loans to be made, and Jjustify any deviation from this
rate in terms of attaining project goals. USAID/Egypt agreed that
the 1interest rate structure in Egypt discouraged long-term
lending and encouraged short-ternm trade financing but felt
obligated to use the existing structure while seeking changes 1in
it. :
- ii -
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Project success was conditioned ultimately om the quality of
implementation by the nine participating banks. These banks,
however, were not provided incentives to align their interests in
the project with those of the Mission. For example, banks
received the same flat fee regardless of whether the transaction
was paid in cash or on credit terms. This fee did not vary with
the credit risks involved or other costs associated with the
transaction. Further, these banks were required to assume the
full financial responsibility for both principal and interest
payments when <credit terms were used, but received no added
compensation for this risk. As a result, - bank officials we
interviewed tended to restrict participation in the project to
their best customers with the highest credit ratings. These were
not the firms most likely to make the best use of the funds in a
manner supporting project goals.

We recommended that USAID/Egypt establish a swystem of incentives
for the participating banks to align their interests in the
project with those of the Mission and thus make the types of
loans that would best support project goals. USAID/Egypt saw no
need to provide further incentives to participatimg banks.,

The project was successful in moving funds into the private
sector, but not necessarily in ways supporting the project goals
of expanded Egyptian private sector output and employment.
USAID/Egypt did not identify priorities for private sector
development nor establish criteria to ensure project funds were
targeted to meet these priorities. Further, because the project
was not operated on a market-oriented approach, market forces
could not be relied on to determine the appropriate allocation of
project resources. As a result, assurance was lacking that
project funds were used in the manner intended. Based on
discussions with selected Egyptian importers, there were many
indications that this was not happening.

We recommended that USAID/Egypt establish priorities for private
sector development along with criteria for targeting project
funds to sectors and firms that are most likely to achieve

project goals of expanded output and employment. USAID/Egypt said
that it had examined the issue of targeting and had rejected it.
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ANNEX E

SCOPE OF WORK FOR PRESENT STUDY




A.  INTRODUCTION

Since its inception in 1982, the banks participating in tne PCP disvursed
$87 million in short-term credit to approximately 304 firms for about 590
transactions. In addition to its intended etrects on credit institutions
and the credit market, the project was to:

-~ Increase the private sector's contribution to productive output.,

— Expand investment for productive private sector enterprises.

The project was evaluated late in 1984. The RIG audit conducted of the
project in early 1986 also asked evaluation-type questions. Both reviews
focussed primarily on credit and banking-related issues, not the
end-users.

B. PURPOSES

The present user-profile survey is designea to provide information on
end-users, those who receive the commodities procured uncer the 590
transactions. (This detinition ot tne universe ror the project's sample
is qualified in Section E below.)

Descriptive information will be colilected on:

—-= Who participates in the proyram

- Why they participate one or more Fimes, and

-~ What economic and social benefits participation helps
realize.

This descriptive information can also serve evaluation purposes. 1In
specific, to what degree does the pCp help firms to:

—- 1increase their productive output?
-~ exXpand their investment?

These questions, taken from the project's goals and purpuses, ask whether
PCP plays a facilitative role in effecting expansion of tne private
sector, or whether project tunds primarily replace other sources or FX
and credit that the participating firms would have used if they did not
have access to PCP.

Finally, descriptive and evaluation inrormation Can serve design ana
implementation purposes. A better understanding of who makes "pest” use
orf the program can help participating panks ana projact managers in
refining project procedures. Private sector demand for project funds
seems to far exceed available resources. Decisions on now to allocate
these scarce resources must be made. The present. user-protile will help
in assessing the probable consequences ot alternative atlocation criteria.




C. FOCI

Two series of computer printouts ot project transactions were run and
analyzed. (See Attachment C.) One series looked at multiple users; the
other focussed on intra and inter-sectorial ditterences.

Artachment B provides some illustrative hypotheses and questions
suggested by this analysis.

This preliminary examination of users and transactions, together with a
review of project materials and discussions with Mission staff, helped
narrow the tocus of the proposed field survey or PCP client:.

The attached draft interview schedule (Attachment A) gives special
attention to four broad dimensions of PCP transactioms ana beneticiary
firms:

1. Description of firms according to their trajectories ot change,
especially along dimensions reiating to project goais and
purposes—e.g.,:

— changes in output, sales, ana employment

-- changes in the degree to which a tirm is cperating at design
capacity.

-~ whether the firm entered new markets, expanded existing
production, has a larger share of its (tracitional) market,
and whether the PCP loan was for a new activuty,

2. Description of the FX ana credit history ot the beneficiary
firms--e.q,:

—— how much FX and credit they need, how zwuch they have
obtained over time, and where they usually gett FX and credit

— Wwhat proportion of the FX and credit needs are met by PCP

-— what they would have done if PCP was not available (for FX
and credit separately)

~-- why they came back twice or more, or why they only triea
once.

3. Aclassification of commodities anc enda-products—e,q.,:

-- the exact ena-products made possible by tbke transaction
(e.g., consumer goods, intermediary, etc.)

-~ the market for the final product (e.y., Eyptian popular
market, higher-income Egyptians, export...)

7~
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At least three independent samples will be drawn. The First— of around
10 firms-- will be used to test the research instrunemt.. The seconu
sample will be of modest size--that is, large enough to provide fairly
stable percentages. This second sample will incorporate tme first one.

The third small sample will be used only if time allows.

Procedures will also be built-in to provide replacenents for firms not
cooperating in the research.

2. Stratified samples using different sampling ratios: There are 81
transactions involving polyethylene (14% of all transactions). If it is
assumed that there is "relative" nomogeneity among rirms with these
transactions, then it is not necessary to weight the sample so that 14%
of all responcents are from firms witn these transactions. A smaller
number can be selected and then multiplied to. bring their number back to
the 14% they in fact represent.

At this stage, it is not clear how best to stratity the universe and
samples from it, It would be possible to stratify by sector and broad
commodity groups witi,in sectors. 7The resulting sample coula be examined
with regard to multiple users and the value of the transactions. It may
be desiraple to select a special sample ot heavy users.

One crucial piece of information is lacking for the sample: The number
of firms that traders serve. This is important. ir the sample is based on
the universe of (1) end-users, rather than on the universe of (2) tirms
with PCP transactions or (3) the number or transactions. We miyht limit
our universe to “firms with transactions” (not transactions nor
end-users), but interview a sample ot ena-users served by traders. This
special sample would then be compared with the appropriate population o
end-users in the larger sample.

At this stage, we need to discuss tne aavantages and disauvantages ot
defining the universe as all firms participating in the project vs all
transactions.

We will have to play with the sample-- and complete the first of the

three independent parallel samples--before making a final decision on
this key design matter.

IR:RMitchell:rh:8/24/86(01461)



ANNEX F

LOGICAL FRAMEWORK




a\
)

\

AID Yo 2e-1t L}

hol-g Title & Numbaer:

PROJECT DESIGN SUMMARY

Production Credft {;(3.0:1L7)

LOG

ICAL FAAMEWORK

HARRATIVE SUMMANY

G CTVELY vinis iABTE WITHCATURS

SNEX ¥
Life of Prolecr
Ficm Y b1 wry_B83
ToUS Funsy __ SCRA 0 _nidlfon

Date Picpornd July 20, 1982

MEANS OF VERFICATION

WAPUNTANT ASSUMFTIONS

Frogamos Sectas Gosl. Vie tvoster objeciies 10

whith this profec conubnins To fncrcase the
privace s=ctor's contribution to Egypt-
tan productive output. .

Sub-Gcal: To dcvelop Fpyptian
Ttinancial system capability to service
full range of private aector
ffasncing oceds.

Marswos 0 Goal Adtuassinein:

Yolue sducd crentca by Efsptiun

privote sector increutes
rcul terea.

rg 1n Jca grovth,

in

Eryptson {fnovnclal cystea
ceving full runge of ctedit necde of
toeductive private scctor and sscist-

(D) 14F publighed Teports,
Sub—coal:
2ud-t.0al:

(1) CYE publiched statistica.

(2) Central Bank of Egypt reports.
) Fartictpacing back record

(¢) Froject records

(1) CUt pudblighed econooic statistica.

Astumptiom tur sclusring gusl targets

K.OE contfnues to liveralize

cconocy, foster private scctor grough
inftiacives ¢ sccept AlD prograa
Hnterventjon gn Credft scctor,
pul:-Co.1: (1) Project fncentives
idequate to encourage banking cystea

© lerd to private sector, (2) izivete
fctor enterprises achieve picater
ket shares, Adequdte kO) (1)
'...nb;J-‘f_x-P.;.a_x.t_:_--l—('—bt—rrn'ned

Nepar Pupuse:
To expand investz=ent for prcductive

Gl tove thet wol sduate gastpota has taen

mtarsed. End ol project ataten

(1) AID records

Assuminory (0f 2Uwerug prriote

(1) Ezypctan firancial sygrce fespmg=-

privete sector enterpriecs. (1) Documented tncrvnses In svail- fve to AID project Inftiatives,
’ attltcy of short-term credset for (2) Baok records (2) Financal systeo contfnuce to
joports, ¢xpard 1ts own f{nternal capacity/
Capatilicy ceacczmitant wvith AlD
) ) s A
7 (3) Trataing in ) Special studice/evaluations Initiatsves, (3) Privace cector
fefroved credit use cozplcted; (¢) pr c p.sojects fequiring tera lln;ncla;
studfcs on crcdit ncueds and . ) elect evaluations are othervise viable {roa a
cpportunities corpleted. TA bankatilfty perspective,
previded, .
Outinac Mo of Outputs Asunrotont 10¢ sud.e nng o pts

(1) tunaing =echanisms for
Short-Term Credic (STC)

(?2) Expondg¢qd nutter of parcicipating
tonks und (3) Technical
Assistance, lraining snd dtudles
uidertaken $n support of ffnancial

system ppd peivate pector developrant,

3) Credter private sector access to
L use of slort-term credit (L) Lacg:
rurter of lLanks serving private

sector credit necds

Tratneus retura-
Ing 8 utiliting teproved tredit &
Joan proceduied; c¢redst t€fulitton

clharges pade,

(1) AID reccrds
(2) Bank records

(3) Evaiusations

(1) Banks actively particijte 3n
IC
ed,
K2) Privace Sector Steer{ng Cor={-
tee ojerates and functions -
blanned; active dialogue underiakea
pvertizc wvith USALD Tesulting

9 effirsatdve Tecemnndations
Uppotting ffivite sector develop-
tent,

45 plan~

Ing=ns:

{1) Short Tetm Credit

(2) 1A, Training and Studles

Iridemeraaton Target {Type snd Ouantiny)

(000)

{at0) goyets

(F1 o LL) (LD
167,00 16,730
1o 130
108,000 17,000

Tot

(F4

183,

1,2%

a3

.t Project records
LE)
130

vod H

Auumpicm (or piovading sty
(1) Crant Agreement negotiations
successful,

(2) Csaditgons Precedent met in
tioely canrer.






