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V.6 GOVERNMENT IMPACT ON SHALL-SCALE INDUSTRY 

Progress Report 

Karch 15, 1977 - September 1, 1977 

TIlia report covers activities carried out in the period of March 15 -

September 1st, 1977 under the project on the impact of governmental policy 

on small-scale industrial development in Egypt. The principal objective 

of thin study io to analyze the ways tllat government encourngc3 or discourages 

innovation and expansion in small industrial fi~ by examining thc impact 

of govenmenta1 pol ~.cies, burenucratic practices, and organizational 

structures on the behavior of small entreprencura. On the basiB of this 

analysis, recommendations can be developed for policy and organizational 

changes to increase incentives for expansion in the sma1l-scal~ industrial 

sector. Project activities fall into three categories: (1) Data collection 

and analysis of small-scale industry: (2) Data collection on governmental 

activities in the small-scale sector and analysiu of the interactions 

between amall firma and government: and (3) Recommendations. Because the 

project is to be cri1pleted in 11 short period (March 15, 1977 - December 15, 

1977), we chooe to IItudy one induotry in depth: shoemaking. This industry 

was selected because of ita export potential, ito high labor-capital ratios, 

and ito weight within the private sector. 

1. Data collection an~ analYAia of amnII-scale industry 

In this otudy, small-scale industry has been defined as firms 

employing under 100 workers. Data on ouch firma io scattered throughout 

government ministriea; and little of it ia current: the last compre~ensive 

cenRUS of industrial production was taken in 1966. 

The major data basco available for the project are the 1977 GOFI 

study of the private Rector. a 1974 conOUR of firma employin8 1-9 workers 

and u 1972 aurvey of ohoemaking firm'1. Project activities in the period 

March - June focuacd on the discovery, collection. and translatlon of thcso 

d(;UrCCI1 nnd on planning the collection of two new acts of data: the firat, 

data on nhoemaking flrmn that have appll~d for loana from the Development 

Industrial Bank: and the second. nurvey dntn on a otratified oample of 

200 nhoemaking firmn 1n the Cairo governorate. With the aooiotance of the 

Development Indu.trial Bank. data vaa collected from the dOBaiers of ohoo 
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firms that applied for loans on firm characteristics (assets, number of 

workers, indebtedness, investment projects) and on success in loan 

repayment. The survey of 200 shoemaking firms is presently undnn~ay under 

the Rupervision of Dr. Mustapha Kamel El-Said Ibrahim and will be completed 

by October, 1977. The sample has been stratified by firm dssets; this 

information has been provided by the tax inspectorate for aniI:l.al wealth. 

We seek information on firm characteristics (ownership, assets, number of 

workers, equipment), firm histories, and the contacts between various 

governmental agents (tax inspectors, social security inspectors, cooperative 

officials, and so forth) and small firms. We also seek to understand the 

entrepreneurs' perceptions of their chances for growth and to determine 

under what circumstances (lower interest rates? no interest-profit-oharing? 

more flexibility ·in firing and hiring? increased demand? more secure 

demand?) small industrialists might decide to invest and expand. 

2. Data collection on governmental activities in the smal].-scale sector 
and analYYis of industry-government interactions 

Responsibility for the 8mall-scale private industrial ne~tor is 

divided between the ttinistlY for Local Governments and the Ministry of 

Industry. The former deals with firms employing 1-9 workers; under its 

a8gio is organized the Handicrafto Industries and Productive Coorerative 

Organization wh08e member organizations provide oome of the rnw materials 

for artisanal producers, market some of their production, provtdn some 

aocial services, and in a few C8sca. organize joint produc tion. Tlll~ 

Ministry of Induutry deals with firma employing over 9 and 1s renponaiblc 

for licensing the expansion or creation of new productive faciJ~l.icn and 

for controlling the quality of production. In addition to these two 

ministries with direct re8ponoibiUty for the private amall-nenli! sector, 

other government agencieo take decisiono with significBnt impuct on small 

firmo. For example, the tax reform currently propooed by th(' tnnlntry of 

Finance, which would lower tuxes for all firma in the omall-sizu l;utf!?,Ory 

that agreed to keep booka, would clearly nlter the otructure of tn"elltives 

tor small entrepreneuro. RegullltJ ono on hiring, firing. wageD. nppn'nt1ce

Ihipli and aocial benefits paymentfJ arc determined by the Miniotriel! of Labor 

and Social Welfare. The policieo nnd procedureo of the Development 

Indulltrial Bank and the Nasr Social Bank affect tho likelihood of invostmont 

by small entrepreneurll. 

http:facilt.in
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The print:ipal sources of data on the l1cti.vities of government in 

small-scale Rector and on the impact of various policies ond procedures on 

expansion in tha sector are extended 1nterviews in the minidtrics and 

agencies, on the one hand, and interviewu with industrinliuto, on the other. 

The work in the min10tries was begun in a pre-study vioit to elliro in 

January, !911, continued during a two-week 9tay in June, and ~ill be 

completed in a two-week period in the winter of 1971-8. Site vioitH to 

about twenty SMU firms and cooperat iven prOVided tilt> upportllni ty for 

preUminary diacussions of rho impact of governmental rolich'fI oud 

procedures. On the basia of theoe opcn-lmdcd diocu8oiono. qll~:Jtlono were 

designed for the shoe indun t r: .. survey defJcribed nbcvt! that wi 11 

systematically explore the induutriuliutu' pcrceptionu of t:(Jver~ental 

impact. 

Given the uneven quality of the economic data we hov~ nnd can hope 

to obtain, it ia iHunory to expect any rigorou!1 lilt-noun!" uf the impact of 

rnlicy on production and inve8tmen~ dcciniono. And yet, cvrn froo the 

"uoret' data oLtaint·d In the prr' t:.lnnry rOllnd of lntcrvlc'Jo. certain trends 

emerged which are illumil1~t 1n:: cllu'u to Kov~rnment-indu6cry rclatlol1ohipu. 

For example, we learned from govt'r:u::!!llt otflcillln I\bout n~w \~{{ortn to 

develop the marketing uurv1ceH of the cooperntivl'l.l; 0160, chnt when 

cooperatives oell the merchllndioc of II mcmbt'r. they 8\J~tr[\ct II rtum to be 

applied ftt the end of cnch yenr tlKdnrtt the mecber' 0 tllxt"n. We learned from 

the tax inapectoro of the extremely h iHI! rllterJ or lftX aV.ld ion WDOnR thu vcry 

firma thnt nrc the tnrget group uf the LU'-,1rr4t1vc:tt: typicIlll , theac ot:all 

tirma Ilre inspected every four to n S x yenrn. VI rtua 11y no lamah 1(~1I "r~ cv~r 

levied llKllinJit thl-m, We leornod lroln indulltd,!] Ilttlt tbout theSr cl!,Hrllut 

of the npP":"'Iltly llrhitrnry nnt! "rr/l'l~ intr,rvenr1onll of till' tay. author1Ut·t •. 

It comen .1'1 no nurprlnc, then, .1' 1('lun thllt eVen In 1\ p"rl(llt of ;llIrp'lln I.!\I)I' 

prp!:llct!On, membrrn Ilre rcluctl~nt to lcH th.· cnOp"r;:: lve;/ ::'.Arkt't rlu"l r ~I',)d" 

for f('n~ ,1( enllleohinK ch('Ctlclvr. in n~Kn[ filt SOlll. \.:.! rh t ... , 1ntJi)'~,~ton. ~hu[;ct 

notice: til':' mlAht otharw1n" 11')'<1 to tHh'III'" , tr not 1ndd Illitrly, Ill. 1"tHH 

for tour (';- five Ytlorrt. In brief. two h .:raucraclt·tJ -- the tAX 411fhortt !"I' 

and the cooperativell aru \lor~SnK lit crOIlt1 l'llrl'n:nt. Un1rl'. ·h" I (,O'I"T~l1\'t:r • 

.. tAX collector. la ~:"l\kC:'llnK th" "oop"r4t1vclt withollt prodlctllK "uht1tlllltiltl 

illprovement in the colL;t10n ot lAX".. On the bAah ot dAta ~I·OU (Jur 
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interviews and from the survey we hope to build on cases like the example 

just cited to develop a fuller picture of the way the policies and procedures 

of various governro~nt agend P.S work either to provide incentives for 

industrial growth or, conversely, as in the example, to persuade the 

industrialist that the prudent course is remaining "dthin old routines 

and avoiding risks. 

3. Recommendations 

Although it will be impossible to spell-out recommendations before 

the study described above is completed, several tentative concluaions arc 

already emerging. Fh"st, with respect to measures thl1t the Egyptian 

government might take within existing budgetary constraints to promote 

development of small-scale industry, our observlllio"lS of the interactions 

between government and business suggest that policies which Lequire 

considerable bureaucratic intervention and expertise arc less likely to 

be Buccessful than policies that provide across-the-board incentivea to 

which any industrialist might respond. An example of the firnt kind of 

policieo are technical assistance programs, which presl.ppol.l~ thnt managers 

and workers are so deficient in necessary skill thut no siGnificant advance 

i9 possible without remedying thebe deficiencies and that this is best 

accompliahed by uainp experts, administrative agencies (whether Egyptian 

governmental or international), and a structured pr~gram of govern~ent 

interventions to provide training. The World Bank Minoion that studied 

amall-sca1e indu9try in Egypt (report of June, 1977) har. prof led such an 

approach. An .~xamp1e of the second kind of approach would be reform of the 

tax syatem in order to e11n.inate thone features that discourage expanaion. 

Such a reform might be implcU',ented without the creation of nC\·T r.Jt"caucracics; 

ita 8ucccas would be far 1~9D ~ependent on administrative competence and far 

more deprndcnt on sppropriate structuring of tax ~nccntivcs. To achieve 

this, the I!gyptitla govnrn;nent ..:ould need much bctter information 1.)0 the 

lactorlJ it 10 trying tn t'LX, regulate, and otimulcte chan it currently 

poaDelsoD. Tho~gh the l~O npproacheu are not mutually excluaive, choices 

muat be mado; and in our [inal reco(lJJ'l'c.nd'ltiona we foresee suggesting steps 

thnt might be takon to implement reformn of tho second type. 



V-1SS 

Secondly, with respect to measures that foreign funding agencies 

might take to promote the development of small-scale industry in Egypt, 

we hope to be able to propose criteria and procedures for financing that 

would substitute for those currently applied in evaluating loans to large 

enterprises. 

Mustapha Kamal E1-Said Ibrahim (Cairo University) has primary 

responsibility for the completion of part (1); Suzanne Berger (M.I.T.) has 

primary responsibility for (2); they will jointly prepare part (3). 

John Potter (M.I.T.) and Judith Chubb (M.I.T.) are associated with the 

research. 



Attachment A: Government Impact on Small-Scale Industry 

QUESTIONNAIRE 

Introduction: Interviewer explains: In our country in the past 

we h~ve been interested in big firms and public sector firms. Now 

w. realize that we need to know about small firms, for they are 

important to the country. We are from Cairo University and we are 

dOing research on this question. After the open doo~ policies, it 

ia claar that this is very important, aud we ask your help. What we 

need is to understand how your business works and what its problems 

are. Everything you say to me is confidential. We do not record 

your name. We do not give information on particular individuals to 

gov~rhment or to anyone. We are interviewing 200 people and in our 

report, all the comments and figures from all 200 firms will be 

combined, so it will be impossible to identify your particular firm. 

First, some facts we need to know about your firm: 

1. How old i8 it? 

2. Ie there one ownar or more? (Specify) 

2A. How ma~y workshops? 

3. To understand how your firm works, could you an8wer (here insert 

ArBk questionnaire, p. 22-23) 

4. Thie place of work -- do you own it or rent it? 

Estimated size 

,. What are the places you buy raw materials? (Interviewer: taka 

each placa and ask for each the following questions:) 

al Is it a cooperative or what? 

bl How often do you go there? 

cl Do you pay cash every time? 

dl If not, what are the conditions of purchase? 

el Do they always have what you need? 



QUESTIONNAIRE - Page 2 

6. How many regular workers do you have here? (exclude trainees 

and boys) 

7. How long have they been here? (Interviewer: In small firms go 

through individual cases; in firms ove.r ten, get average time 

in firm and range of time in firm.) 

8. How old were the workers when they came to the firm? 

9. How many trainees and boys help here? 

10. Did you have more workers or fewer workers three years ago? 

11. How many hour per day do workers work this month on average? 

How many did they work three years ago? 

12. What is the total number of pairs of shoes you made this month? 

How many did you make in a month three years ago? 

13. If you had the opportunity to sell more shoes that yotl are making 

now, what would you do? 

(If he says, 'hire more workers,' ask: 
What do you have to offer a worker to get him to come? 

How do you get rid of the worker when you don't need him 
any more? ) 

(If he says 'buy more machines,' ask: 
What type of machines? 

Where, how, did you learn abo~t the machines? ----------) 
(If he says subcontract, ask: 

Will he subcontract all or part of the shoes needed? 

How will he divide profits with the subcontractor? ---------) 
14. If you need to borrow money to operate or expand, how do you get 

it? (List all source.) If he says family and friends, ask if 

they earned it by work abroad) 
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QUESTIONNAIRE - Page 3 

15. If you had the opportunity to borrow money at 2-3% interest to 

buy machines, would you? 

(If he says ~, ask: Would you consider a new machine if 

offered, like the Nasr bank offers taxis, with monthly 

repayment? 

If ~, Or would you agree to get money be a profit-sharing 

al'Z'aasement? ------) 

(If he answers yea to Question 15, a.k: 

What kind of machines would you buy? 

What kind of guarantee could you offer to the bank? 

16. Do you produce only when you have orders? 

(If yea, ssk: How do you get orders? -----) 

(If no, ask: How do you decide how much to produce? 

and then ask: 

17. How do you sell what you produce? (Interviewer asks: local 

18. 

market? Export market? -----) 
Sometime. opportunities exist to expand a busineas, either with 

more machine. or more workers. But owners hesitate. Have you 

ever been in this situation? 

(If yea, ask: ) Why did you hesitate? ) 

(If he mentions hisgher taxes, follow up with questions. If 

not, ask directly, Woald you hesitate because tax inspectors 

would look at new machine. and more ~enches and increase 

your taXGS too much? (Explore) 

(If he mont ions social insurance, follow up with questions. 

If not ask directly, If you hired new workers, miaht you 

have troubles with Bocia1 insurance? (Explore) 
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QUESTIONNAIRE - 4 

l8A. How often do you change your models? 

Where do you get the new ideas? 

19. Some people say that government interferes too much; others 

say that government doe. not do enough. We would like to know 

your experiences. 

al Have you ever gone to the local government? For What? 

What happened? 

bl Have you ever go~e to the government to get raw materials? 

What happened? 

cl What government officials have come to see you in your shop? 

What happened? Determine department. 

20. What about the cooperatives? What is your experience with them? 

21. Many things changed after the October war in 1973. Are 

things better for you now, worse, or the same? _____________ __ 

(Explore) 

22. When you think about the future, do you think in 2 or 3 years 

your situation will be better or worse? or ~ame? Do you think 

your firm will be bigger? 

23. Finally, would you like your son to follow you in your business? 

(If not, why not) 


