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EXECUTIVE SUMMARY

Main Findmgs The Center for International Private Enterprise’'s (CIPE's) Egyptian project,
funded by the Umted States Agency for International Development (USAID), 1s facilitating the
rapid mstitutional improvement of the very important but stil transitional Federation of
Egyptian Industries (FEI) The FEI was expected to become a representative and advocate on
behalf of Egypt's private sector This 1t has become This project was funded because of Government
of Egypt's (GOE's) desire to privatize FEI and to allow 1t to provide needed services to its then 13,
now 14 and soon to be 15, industnal chambers and therr member firms

Despite early major problems m the Project's design and management that led to 1ts
mstitutional collapse m January 1997, a combined effort by CIPE, USAID and particularly FEI
through 1ts new leadership turned the Project around The recovery has been particularly
impressive sice October 1997 when FEI's new board of directors, chairman and deputies took over
The Project was completely reorganized during a transition period m 1997 as described below As a
result, over the past 18 months FEI has developed remarkably as an institution that supports Egypt's
private industrial firms, as reflected and described m detail m a diagnostic test developed over the
years by the US Chamber of Commerce that was recently completed on FEI

The FEI diagnostic 1s presented m Annex C with a discussion comparmg the mmpressive
progress of the past year to findings from the previous year The overall score of FEI, as a private
busmess association compared to an mternational standard for rating private sector business
associations, rose sharply from 119 out of a total 550 (or 21 6 percent) m September 1998 to 274 out
of a total of 550 (or 49 8 percent) m October 1999 Ruises occurred for FEI in 9 of the 10 performance
criteria

1 Vision, Mission, Objectives Rise from 13 to 28 out of a total 50 possible points
2 Public Policy Advocacy Rise from 6 to 37 out of a total 50 possible pomts
3 Industry Standard Setting Rise from 0 to 20 out of a total 50 possible points
4 Employees Ruse from 33 to 44 out of a total 50 possible pomts
5 Activities Rise from 4 to 23 out of a total 50 possible pomts
6 Infrastructure Rise from 9 to 26 out of a total 50 possible pomts
7 Governance Rise from 21 to 22 out of a total 50 possible points
8 Fmances Rise from 23 to 43 out of a total 50 possible points
9 Membership Recruitment Steady at 5 out of a total 50 possible points

10 Public Relations Rise from 5 to 26 out of a total 50 possible ponts

Moreover, simnce the diagnostic was completed, there has been a major attempt by the FEI Board of
Directors to raise memberships m the only performance area m the diagnostic that remained steady,
membership recruitment The FEI Board recently acted to expand membership by permitting the
inclusion of affiliated companies such as banks, msurance companies, and other firms that provide
goods and services to member firms They also are now admithing private sector busmess assoclations
as members See Annex D for the recent announcement that promotes new types of members

As a result FEI generally achieved, or 1s achieving, most important stated goals and objectives and as
described below, 1t appears to be providing major economic, social and political payoffs to Egyptians
and Americans alike There have been major problems n terms of reaching all 1ts goals

The first major failure of FEI mn terms of meeting the oniginal project goals was because of
mappropnate design and management The Project fell apart completely in January 1997 and
many of the benefits, or much of the value of project payoffs that have accrued from the
redesigned Project, were lost because of 1ts effective late start

Executive Summary 1
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The second majyor failure 1s not passmg the privatization or “independence” law that 1s now
bemng discussed 1 the legislature ' Thus, i contrast to the original agreement, FEI has not yet
been "privatized" mm a way that would remove its current requrement of mandatory
membership A business association cannot be a forceful advocate of 1ts members 1f the government
enforces mandatory membership as 1s the case with FEI Independence 1s needed However, FEI 1s
not necessarily dominated now by the GOE Two-thirds of its 14 chambers' boards of directors are
elected, and those resulting boards of directors for the 14 mdividual chambers choose 14 of the 21
members of the central FEI board of directors Most importantly, in terms of GOE control, the
Chairman and both Vice Chairmen of FEI are among those appomted by the GOE However, the
elected members recommend many GOE appointees So 1 many ways, FEI acts as 1f 1t had been
privatized but along the lines of the German approach that requires mandatory membership for its
major industrial busmess association However, in Egypt, mandatory membership remans a problem
not only because 1t can effectively undermine 1ts role as an advocate for reform but also because 1t
provides one more bureaucratic obstacle that discourages the many informal firms that dominate some
Egyptian sectors from legally registermg’ However, for reasons discussed below, 1t appears that
premature privatization of FEI might have actually undermined many Project benefits by weakening
FEI’s ability to successfully achieve other Project goals via a younger, more dynamic leadership
Thus, early privatization might not have been m the best nterest of Egyptian and US efforts to
promote the private sector and raise Egypt's economic growth rate

Despite not yet being privatized in terms of free elections of all board members, voluntary
membership and self-sustainability, FEI 1s making progress towards raising 1t revenue base, which 1s a
key cniterion for bemng self-sustaming as a private sector business association with non-mandatory
participation It has developed a financial sustamability plan with a revised transparent membership
policy and dues schedule Other sources of revenue include advertisements m an FEI yearbook and
publications, conference fees, exhibitor fees, corporate affiliate memberships areas such as law,
accountmg, shipping consulting, banking and nsurance, multinational corporate memberships, and
sale of directory, marketing guides and business reports Thus, in many ways FEI acts as 1f 1t was a
private-sector association, and 1t appears to be currently moving towards becoming self-sustaining
Examples are the recent FEI Board decision to more than double or triple 1ts membership fees in most
categories and to allow new classes of affiliate entities to become members Moreover, its upgraded
programs and mformation services assoclated with participating in CIPE traming m such areas as
managing assoclations, managmg firms, and accrediting skilled workers are expected to allow 1t to
raise future participation fees The evaluator's discussions with all but the smallest members
suggested almost universal consensus that the rise in membership fees 1s worth the improved services
bemg provided, particularly because of FEI's advocacy role n policy reform This improvement m
quantity and quality of services 1s reflected strongly by a quantum leap rise 1n 1ts recent U S Chamber
diagnostic rating which 1n the past three years rose slowly mitially and then soared to almost 50
percent n 1999 See Annex C for more details on what 1s summarized 1n the third paragraph above

' The Project s early anticipation of FEI privatization was an error m judgement that realistically

underestimated the time 1t takes to get legislation passed in Egypt, even m cases that are not controversial And
FEI privatization has been controversial The FEI needed the money for therr ambitious program to revitalize
FEI m 1ts new building on the Nile It was already engaged mn advocacy of policy reforms and wished to
develop other business services The FEI leadership appears to have agreed to the terms without worrying about
the difficulties 1n passing a controversial privatization law for associations Realistically, the first wave of real

privatizations of parastatal Law 203 for industrial firms didn’t occur until 5 years after ERSAP was put mto

effect
% These informal firms, in terms of actual production, dommate many sectors Because the firms are

techmcally 1llegal, 1t 15 difficult to gather mformation on this informal sector that would allow more rational
decision making by both the public and private sectors The FEI's current mandatory membership policy adds
another cost to becommg legal and discourages the informal sectors entry as a legal firm that can participate and
take advantage of Egypt's modern business activities and services At the same time, FEI policy advocacy to

reduce barriers to entry such as unnecessanly high and confusing tax policies 1s working to encourage these
firms to register and become legal
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This diagnostic indicates that substantial progress was made 1n many areas, especially over the past
year

In 1996, the CIPE Project supported the development of a comprehensive policy agenda that
used suggestions by Egyptian businessmen and many available, diverse and often USAID-
funded policy studies, and placed the findings into a single “action agenda” document Many
Egyptian busmessmen and commercial legal experts sharpened the document, and subsequently 1t was
widely, though informally, disseminated throughout Egypt to such groups as the Presidents Council

The agenda for action was approved by the FEI board of directors and published, but not formally
distributed either because 1t was viewed as being too critical of the GOE or because the newly elected
board of directors viewed 1t as only the previous Chairman’s personal view However, 1t was a base
for reform efforts viewed as politically feasible, such as the de-monopolization and privatization of
the mantime port services Because 1t was comprehensive, 1t had policy positions for most key 1ssues
that the private sector leaders might be asked by the GOE to comment on Its comprehensiveness also
mdicated the wide range of reforms that still needed to be addressed in Egypt The FEI positions on
policy reforms subsequently allowed FEI to continue playing the key role as a leader and
representative, single voice of other mndustrial associations, particularly with regard to broad policy
reforms that impact all firms The organization, through 1ts members, plays an increasmgly important
advisory role to the GOE on policy reform 1ssues that have led and contmnue to lead to high broader-
based sustamnable economic growth rates For example, members have met as a group with many
murnsters in the newly appomted Cabinet to express their views on priority reforms m a systematic
way previously unheard of n Egypt Thus, the crifical support from the CIPE-Egypt Project was
almost certamnly one key complementary factor in the overall success of Egypt's economic transition
and subsequent high economic growth

Leadership of the FEI 1s now dommated by a private sector mentahty In particular, GOE
appointees mnto the board of directors of FEI and 1ts affiliated industry chambers were often younger
businessmen with skills and vision that complemented the elected "old guard" leaders Its leadership's
special mix has led to a constructive relationship with the GOE that now allows both the public and
private sectors to work as partners along with donors to transform and modernize Egypt's industrial
sector and supportive mstitutions The almost 80 year old FEI 1s a former private sector business
association that was nationahized n the 1950s like practically every other firm or organization during
the Nasser era Only now, more than forty years after being nationalized, 1s there an attempt to
transform FEI back mnto a private sector business association without mandatory membership The
FEI supports 1ts members through 1ts 1) advocacy for policy reforms, 2) provision of an mncreasing
range of tramning programs, 3) development of an accreditation system for key skills, 4) provision of
mformation services, 5) support of Egypt's many budding new sector or geographical private sector
business associations, and other business services The special position of FEI stems from the fact
that 1t 1s the only representative group m Egypt that speaks for the whole mdustnal sector, including
factories and firms owned or operated by U S citizens in Egypt

Over the past year and a half, after recovering from what appeared to be a fatal misstep n 1ts
mstitutional transformation and the firing of all its new Project-funded staff, FEI with CIPE
and USAID management fundamentally changed 1ts institutional governance and project design
m a manner that led to its remarkable recovery The FEI subsequently positioned itself as a
potential forward thinking private sector busmess association that increasingly provides substantial
mutual economic, political and social benefits for the US, Egypt and the Middle East® The FEI's role
in policy reform led to this USAID-funded Project with economic rates of return that appear to be
high Economically this becomes evident when one recognizes that the Project without CIPE would

3 Not only does improvements i FEI m Egypt indirectly influence other countries n the region, some of the FEI
programs directly mmpact technology and quality control in the region as seen by the FEI program distributing a
document on what changes are takmg place m ISO 2000 over the current quality control standards, and a
description on how to deal with them as described m Section ITT
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have relied on status guo policies advocated by the "old guard" FEI leadership with its socialist
mundset that only recently has been changing

Development of such a large and increasingly private sector type representative quasi-government
group, or Quas1 Non-Governmental Organmization (QUANGO), m a former socialist country with
mimmal experience 1 private sector business associations 1s remarkable The FEI's credibility 1s
quickly rising by bemng associated with the tramning services of CIPE and by the mcreasing
professionalism of their policy advocacy and their services such as the system of accreditation of
skilled professions In particular, FEI leadership over the Project's past five years has played a key
role, sometimes m partnership with the US, i improving the busmmess environment The FEI, as a
group and through 1its individual members, was a key political factor in transforming the Egyptian
economy from one in which the public sector allocated Egypt's scarce resources to one that relies
more heavily than 1 the past on the private sector and market allocations

The FEI leadership prepared the new law for its privatization without mandatory membership
and submitted it to the Mimister of Industry But FEI leadership agrees that only now 1s the
time approaching to promote FEI's privatization without mandatory membership Why? Over
the past year and a half, FEI leadership has been active i privatizing GOE controlled organizations
other than FEI, namely the Egyptian Chambers of Commerce The privatization of the Egyptian
Chambers of Commerce was not a stated goal or ever an explicit agenda item of this Project
However, leaders of FEI who are also leaders on the Egyptian Chambers of Commerce became
exposed to 1deas, such as time limits for those serving on the board of directors and allowing non-
Egyptians to become members, during the July 1998 CIPE watershed Cyprus conference dealing with
managing business associations * Because of the enthusiasm for these 1deas, the FEI leadership
madvertently became embroiled with the current transitional move toward privatization of Egyptian
Chambers of Commerce that comprises 3 million members ~ a much larger organization than FEI
After almost a year and a half of highly publicized and politically sensitive maneuverings, the
Chambers of Commerce reformusts led by key FEI leaders apparently made a major breakthrough
“transition” compromise with the Chambers' "old guard" The compromuse would make the
Chambers more privanzed For example, the compromise package would raise the percentage of
board members that would be elected from only 50 percent to a clear majority of 75 percent,
representing a major move toward strengthening the democratic underpmnings of Egypt's largest

business association It would also allow non-Egyptians to become members * See Annex E for more
details

The leadership of FEI was then hesitant to press for passing the FEI privatization legislation Because
of the CIPE project, FEI 1s more mstitutionally advanced than the Chambers Passing the FEI
privatization law at the same time as the Chambers’ might lead to parity between the laws of the two
organizations and thus greatly weaken the final FEI privatization law ® Thus, pushing for the

* Discussions with many participants including old guard elected chamber members, FEI leaders, executives of
private sector associations and others suggested that this first session on managing private sector associations
was an eye-opener It showed association staff and members of boards of directors how an association could be
effectively managed 1n a way that would benefit its members Many attendees, particularly among the “old
guard,” said they had been skeptical about spending a week m mtense 1solated traming All participants
mdicated they left with enthusiasm and this enthusiasm appears to have had positive mstitutional development
mpacts, such as those mn the Egyptian Chambers of Commerce Participants of the subsequent Hurgada week-
long trammg program, which contmued the program at Cyprus and provided a second advanced course building
on the tramning provided at Cyprus, also indicated great enthusiasm for the overall program mcluding public
policy advocacy and practical management techniques such as revenue raismg activities which they learned

° In addition to the political change associated with the changes m the Chambers of Commerce, there 1s also
social change As an imdicator of social change, the compromise package expected to be passed soon by the
legislature, would also allow women to hold for the first time executive positions

® The new governance laws of the Chambers would become only slightly stronger than FEI’s current by-laws,
but still substantially more progressive and representative as only 25 percent of the boards of directors would be
GOE appomted, down from 50 percent The current law for FEI has one third of the 21 board members
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politically controversial privatization legislation over the past year, according to FEI leadership,
would probably have yielded a privatization law that would have been much weaker than that
envisioned 1n the future by the FEI leadership Moreover, given the transitional situation of FEI, the
privatization of FEI now might lead to elections that would be domated by the FEI old guard and
would exclude key younger leaders that are addmg so much of the current vision and dynamic
impetus to FEI

In addition, given the declimng but st1ll substantial parastatal members, many of the public sector
firms, that after privatization have a smaller mmority share of membership in the mdustrial chambers,
would not be represented with 100 percent elected positions This would discourage their important
political support for the changes currently taking place mn the "privatization " Their workers have
traditionally been among the strongest political backers of President Mubarak and the current regime
Keeping them mvolved i FEI's transformation 1s helping to ease their own transformation as
privatization of their firms progresses, particularly given the recent elevation of Minister Ebeid who
previously as Minister of Public Enterprises was directly responsible for the successful privatization
taking place throughout Egypt

Given the positive support for the private sector by the GOE, the appointed members with some
representation of public firms are overwhelmmgly younger, successful, private sector types who
would not be elected to leadership positions 1if the FEI privatization law were passed tomorrow The
elected "old guard" have confirmed this but also have indicated that these younger appomntments, who
are often chosen at the suggestion of the elected "old guard”, are viewed as providing the dynamic
spark that 1s transformmg FEI mto a formidable and powerful agent for change Thus during this
transition, mamtaming the GOE appomntments actually strengthens the private-sector orientation of
FEI and allows 1t to more efficiently advocate private-sector reforms and provide badly needed
traiming services to private-sector business associations and member firms

This Project aimed at transforming FEI mto a private representative busmess association began
weakly for a vanety of reasons

*  FEI membership was dominated by GOE owned parastatals,

» pnivatization had not yet taken off and overall mentality of FEI members was public sector
oriented,

= an overall dearth of private sector business association experience in Egypt and thus appropnate
skilled and experienced busmess association personnel,

= Jack of any understanding by most members of the power of association advocacy,

= Jack of CIPE expenence in transforming public associations mto private ones m former socialist
courmntries,

* Jack mtally of a CIPE expatnate manager with substantive knowledge of business associations
and mmadequate CIPE understandmg of Egypt

However, the whole area of transforming a socialist busmess organization mto a private one 1s cutting
edge 1n the sense that there has been limited experience anywhere 1 this activity that has been
extremely mnovative on the part of USAID m Egypt, CIPE and the GOE

This, however, led to a weak and mappropriate project design mncluding fatal mistakes such as
placement of the new staff with a high wage structure working m close proximity to the mmitial staff
with very low GOE wages which created enormous personnel problems A second fatal mistake m
developing FEI as a business association was the orgamization structure The design of the
cooperative agreement with USAID relied too much on CIPE and not enough on the FEI stitutional

appomted by the GOE, and under the law bemg discussed before the legislature, only 1 of the 21 board members
would be appomted by the GOE The law before the legislature 1s a viewed by FEI leadershup as transitional
towards eventually all 21 bemg elected
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leadership The origimal cooperative agreement assumed that CIPE would be managing the funds
because FEI was and remains a government organization

That flaw was corrected The CIPE decided to revert to 1ts usual practice of providing subgrants to
business associations It also examined similar USAID funding procedures i the Ministry of
Economy and in the Private Enterprise Office of the Miistry of Public Enterprises that handles
privatization As a result, the Project’s structure changed so that the PMU was created During the
later part of the Project, CIPE only indirectly manages Project funds Project proposals are developed
and submitted by FEI Then, CIPE approves each with an associated budget Then CIPE transfers the
funds to FEI The FEI 1s then i charge of carrymg out all the processes such as the procurement and
the implementation of programs Thus, mstead of managmg the project directly as before the
mstitutional collapse, CIPE now plays an oversight function of msuring that FEI, which 1s now
managing the Project’s activities, 1s properly managmg funds i ways consistent with USAID policies
and procedures This revised improved arrangement that transpired midway through the Project also
assists USAID because FEI 1s currently managing a LE18 mullion local currency fund provided by
USAID for the FEI building which 1s not covered by the CIPE Project and thus this evaluation

The design and management was further exacerbated by too much relhiance on CIPE project
management in Washington that did not clearly understand the situation m Egypt As a result of these
and other factors, the CIPE Project as an FEI mstitution builder collapsed completely m early 1997
with the firing of almost all the USAID-funded FEI Egyptian professional staff that aimed to

s Secure new legislation that would establish FEI as an independent business association in lieu of 1ts
status as a QUANGO

e Equip FEI's Board and staff to become advocates for market-oriented reform to the legislative and
executive branches on behalf of the Egyptian private sector

e FEstablish a full complement of busmess services for Egyptian firms to enable them to function in
Egypt's globalizing economy

e Assist the FEI to become financially self-sufficient based on a voluntary membership m leu of its
existing mandatory membership status

Up to this midway point, the Project had produced several prelimmary documents mcluding a draft
policy action plan that had been informally distributed to public and private decision-makers m Egypt
Moreover, a draft export strategy was prepared for discussions at the first meeting of the High Council
on Exports, which was chawred by President Mubarak The action plan also provided FEI positions
that supported private sector development, when asked by the GOE or the press to comment on
certam positions It also aimed to allow FEI leaders to avoid political problems such as not
adequately dealing with policy 1ssues as occurred when the former Charrman of the Board was asked
to comment on the politically sensitive 1ssue of Intellectual Property Rights Thus this mitial policy
reform document provided substantial policy guidance begmning m the summer of 1996 when Egypt
just began to make great strides i transforming 1ts economy through the first mnitial explosion of
privatization of important, state-owned enterprises and the reactivation of the Egyptian stock market
The Chairman of the Board was operating essentially as a key advisor to the GOE on how to
encourage private sector mvestments, and the policy document was mformally circulated to key
public and private sector decision makers including those on the Presidents Council The policy
guidance allowed private sector leaders to focus their efforts on key reforms that they felt they had the

political capital to achieve For example, one was the de-monopolization and privatization of the
maritime port services and to a lesser extent, the airports

The catharsis of the firings of FEI staff led to a replacement of the CIPE country director and a change
in CIPE project management in Washington It also led to a new Memorandum of Understanding
(MOU) with FEI Also the GOE, which was mterested in promotmmg a private sector mdustrial sector,
appointed new FEI leaders different from "old guard" leadership from the socialist era However, the
general situation remamed static after the firings m early 1997, at which time CIPE's new project
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management and USAID made an important decision to open up the Project's funds to private sector
business associations operating under Law 32/1964 and to some of the 14 specific FEI chambers The
new FEI leadership, then appeared to realize that the grant funds were gomng elsewhere and not
exclusively to FEI, appeared to move mto action The FEI, along with CIPE and USAID oversight,
regrouped and began to redesign the Project, rehire and move ahead The new FEI leadership hired
new highly qualified staff, improved the mstitutional arrangement by creating a Project Management
Unit (PMU) m the new FEI building, developed new operating and financial procedures, and placed
control, direction and mitiative more with the FEI leadership and less with CIPE Moreover, CIPE
moved therr office away from the PMU now 1 the FEI building, and subsequently acted as a
facilitator for FEI mitiatives This new mstitutional arrangement placed more management on FEI
leadership and less on CIPE or USAID However, it gave FEI more ownership of the Project and
traming for future sustamability

CIPE and USAID, 1n an effort to further prod FEI into action, set up a watershed training program on
business association management which was attended by 126 persons m Cyprus, mcluding such
Egyptian leaders as FEI executive committee member and former Vice Chairrman Mamdouh Thabet
Mekki, who was also a member of the legislature and the Egyptian Chamber of Commerce Mr
Mekki, whose tanming chamber 1s made up of smaller industries, 1s one of the mmportant voices of
smaller business persons mn Egypt The enthusiasm of people like Mekk: concerning aspects of the
conference, such as limiting membership on boards of directors to less than a lifetime, was mtroduced
to the Egyptian Chambers of Commerce the following week and has subsequently sparked the
privatization of the Egyptian Chambers of Commerce which after about 17 months appears to have
led among other positive changes to a compromise position 1 changmg 1ts governance from 50 to
only 25 percent of the board members bemg chosen by the GOE ’

The FEI provides an effective lobby for busmess and economuc reforms that enhance the
performance and profitability of US compamies that are rising n number m Egypt All US
industrial companies in Egypt, since they are legally registered firms, are members of FEI Many new
US ndustrial companies are expected to be opening up operations m Egypt over the next few years
and would be members of FEI Also FEI 1s opening up membership to affiliate companies, mncluding
banks and msurance companies, in an effort to raise its revenues and thus FEI sustamnability, as
described more fully below Many of these new affiliates would be fully or partly US-owned such as
the US msurance giant ALICO, which has already applied for membership

The FEI, which has a close relationship and considers 1tself a partner to the US, after a difficult
start has made and contmues to make great institutional :improvements over the past 18 months
that in turn are yielding powerful economic, social and pohitical benefits The US support through
CIPE has facilitated a process by which FEI leadership 1s transforming the organization mstitutionally
into 1s one of the most powerful agents for economic and business reform mn Egypt While still
transitional and financially vulnerable as an mstitution, FEI 1s developing mto an organization
providing countrywide and sector-wide information, business services and policy reform advocacy
that supports efficient private sector alternatives to the former state-dommated economy  For
example, Egypt had essentially no expenience with private business associations Most of the new
private busimness associations are at the most a few years old As a result, as Egypt transforms 1tself
mto a market economy 1t lacks the important role of an efficient network of private busimess
associations At this time, the expertise provided by the USAID-funded CIPE Egypt Project to FEI

7 The FEI leaders, such as Mamdouh Mekk: and FEI Board Charrman Abdul Monemm Seoud: who are also
leaders within the Egyptian Chambers of Commerce, are working to change the Chambers law during a
"transition” period to look more like the current FEI law This 1s clearly a compromuse between the "old gnard”
n the Chambers and the revisionists including FEI leadership For example, the number of government
appointed board members would decline from 50 to 25 percent Ths 1s actually less government control than
the government has now over FEI in which a third of the board members from each of the 14 FEI chambers are
appointed by the government, and 8 of the 24 members of the mam FEI board of directors are appointed by the

GOE They are not proposing voluntary membership They are not proposing privatization and replacing of
existing GOE staff
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and other busmess associations 1s the major vehicle for developing this important network of
mstitutions that support Egypt's private sector, including those firms owned fully or in part by US
citizens Thus CIPE support, particularly for FEI, 1s a catalyst for private sector change that greatly
complements and enhances the potential success of other US supported projects such as those

supporting privatization, the capital market and the proposed USAID/Egypt project that would
provide support for private sector business associations

The FEI 1s the single major representative of mndustry m Egypt and has a history of
collaborating with the US m policy reforms that are improving business conditions, mcluding
those of US firms The FEI with approximately 15 thousand members 1s the major representative of
all Egyptian industry and 1ts 14, soon to be 15, chambers provide in varying degrees a similar role at
the sector level The strong and ncreasingly important advisory role of FEI with the GOE 1s expected
to mcrease n light of the strong economic orentation of the new Pnime Minister and his Cabiet
Moreover, the FEI now has a strong relationship with the US that has been bult up over the past 5
years of the CIPE Project The FEI 1s now one of the most effective lobbies for positive private-sector
reforms and thus 1s a strong supporter of the US strategic plan for Egypt For example, FEI's
previous leadership worked closely with the US through 1ts $200 million a year Sector Policy Reform
(SPR) program to de-monopolize and privatize mantime port services and the awrports The
privatization of services at new port facilities, according to the FEI Board Chairman, has aiready led
to cost reductions of $300 per container These cost savings are expected to increase the global and
regional competitiveness of Egyptian-based firms, including those owned by Americans Those
savings per container are expected to rise with the further de-monopolization and privatization of the
port facilities being supported by FEI The FEI now feels 1t 1s a partner with the US 1n accomplishing
these types of key reforms that are rapidly changing the face of Egypt

The FEI 1s now rapidly undergomng positive institutional change and has m place a generally
excellent, professional and dedicated staff that provides extremely valuable services including
those of mnterest to US taxpayers such as improving the busmess chimate and impreoving the
environment These important services iclude 1) lobbymng for policy reforms, 2) supporting efforts
in marketing and exporting, and 3) strengthening management and technical skills It also benefits
from 1ts close relationship with CIPE, which 1s among other things tramning staffs of private sector
business associations The FEI also has a new ongoing program developing skills accreditation m
conjunction with partnerships with developed country counterparts, and an economic and commercial
computerized mformation gathering system to replace the outmoded GOE one The FEI also has an
effective program, supported by the addition of an environmental specialist to 1ts professional staff
This program supported directly by the Project provides information and tramimng to FEI’s many

polluting members on how to comply with Environmental Law 4/1998 that went mto effect during
February 1998

The FEI also provides substantial services to smaller and medium size businesses, mcluding
those owned and operated by women For example, the leadership of the approximately 2-year old
Egyptian Busmess Women Association (EBWA) that represents approximately 150 businesswomen
mndicated that FEI 1s therr most important resource at this critical early pomt mn their association's
development They are the only women's business association m Cairo with dedicated office space
and staff for busmess association activities They pont out specific FEI publications that are helpmg
them enhance exports by their member firms They also mdicate that FEI traming 1s helping their
firms become more competitive and their business association to be more effective as a private sector
lobby and as a better service provider to their members Moreover, this FEI support 1s enabling the
EBWA to support newly formed women's busmess associations i 14 Egyptian governorates and to
play a critical role as a founding member 1n a new federation currently bemg formed with business
wormen associations mn the other Arab countries The EBWA leadership indicated that because of the

great job that FEI 1s now domg, they mtend to join FEI as a dues-paying associate member when 1t 1s
formally allowed
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The FEI, through 1ts overlapping leadership and through US-funded CIPE tframing m managing
developing business associations, 1s at least mdirectly supporting the high-profile politically sensitive
positive transformation, or as some Egyptians say "revolution,” currently taking place m Egypt's
Chambers of Commerce as discussed above These new changes that are expected to be mcorporated
in the new by-laws would lower the percentage of appointed leaders and for the first time in Egypt's
history, allow women to be members 1n the Egyptian Chambers of Commerce which now has an
estimated 3 mllion members In contrast, businesswomen up to now have been particularly
supportive of FEI that, unlike the Egyptian Chambers of Commerce, have women among some of the
14 Chambers' boards of directors

The FEI 1s taking full advantage of the economic orientation of the new Prime Minister and
Cabinet to push for an acceleration of economic policy reforms that will make 1t easier for new
US mvestments and for existing US businesses More generally, the FEI conference last May that
unveiled its FEI national business agenda was attended and applauded by over 700 attendees, many
who has actively worked on parts of the agenda m groups that often totaled more than a hundred
business persons Eight key Egyptian munisters dealing with economic and commercial matters
attended sessions dealing with their areas The FEI 1s actively following up this reform agenda For
example, during the past week, about 80 FEI members met with the new Minister of Finance to argue
for specific key reforms and rationalization of Egypt's industrial tax law Approximately 60 members
met with the new Mimister of Communications to free up access and centralize economic and busmess
mformation for all FEI members, ncluding US companies They are also lobbymg for upgrading
computer training and services, and m adopting protection of Intellectual Property Rights, whose law
1s expected to be passed during First Half 2000 Speeding up the passage of reforms, for example, on
labor alone would more than justify the approximately $10 mallion spent on this Project over the past
5 years If the Project stops on 31 December 1999, total funding will be below the over $13 mullion
expected amount on which FEI leadership based thewr plans and which they felt would provide a
safety net for this crtically sensitive transition period while FEI was becoming a truly representative
private-sector business association

Moreover, USAID funding would be transitional as FEI 1s rapidly moving toward and soon
expects to be self-sustamning The new USAID-funded FEI building, a source of pride and affection
for the US, 1s expected to be fimished in November 2000 and 1s expected to generate substantial
increased revenues from office space and other facility rentals as pointed out mn the FEI financial
sustamability plan In addition, as pointed out earlier, membership 1s increasmg m number and
membership fees are mcreasing i amount for all size categories, with the largest 150 to 200 member
firms mncreasmg their current annual fees from a range of LE 2,000 to LE 3,000, depending on the
industrial chamber, to a uniform LE10,000 and the smallest member firms membership fees are rising
from LE 50 to LE 200 Moreover, the 3,000 to 5,000 new factories under construction will also be
substantially enhancing the membership base Another source of increased revenues 1s expected to be
the tramimg sessions that are viewed by members and therr affiliates and other business associations as
extremely valuable Fees for these sessions are expected to rise  All of this 1s expected to soon make
FEI financially sustamable

Wihile FEI has not yet been privatized, it certainly acts hke a private sector business association
and provides key services similar to a private sector associatton The Chamrman of the Board
expects FEI to be privatized by June 2000 Its new law to privatize has been drafted and reviewed
and the highly effective Chairman of the Board expects 1t to be passed during First Half 2000 A
major reason that FEI was not privatized over the past year as pomnted out above has been because of
the FEI leadership's involvement with the privatization revolution that has taken place m the Egyptian
Chambers of Commerce, representing an estimated 3 million persons That activity has led to a
compromise position between the revolutionanies, led largely by FEI overlapping leadership, and
those representing the status quo The unexpected window of opportunity for revolutionizing the
Chamber of Commerce has led to the lag in passing the new FEI privatization law Much political
capital 1s bemng spent by FEI leadership m privatizing the Federated Egyptian Chambers of
Commerce, where GOE appomtments to leadership positions 1s now expected to drop from 50 to 33
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percent, and thus power has shifted to private sector representatives This 1s expected to rise to 100
percent private sector representation after a relatively short transitional period As pomted out above,

for the first time m Egypt's history women will be allowed to be members mn the Egyptian Chambers
of Commerce

Given domestic political realities and the spirit of compromise m Egypt, passage of the new
privatization law® for FEI may require a transition period during which there 1s but token GOE-
appomted leadership Passage of the new law has been postponed because of political uproar and
FET's spent political capital on positive reform efforts taking place within the Egyptian Chambers of
Commerce Moreover, the FEI 1s much more mstitutionally developed and effective So FEI does not
want 1ts privatization law ratified at the same time as that of the Chambers for fear 1ts passage during
this pertod would dilute 1ts private sector provisions If the FEI law 1s passed i the coming
legislative period, or the next, 1t appears that the USAID CIPE/Egypt Project will have led to the
privatization of both the FEI, with its estimated 15 thousand industrial firms, and speeded up the
privatization of the Egyptian Chamber of Commerce with 1ts 3 million members

Other donors, mncluding the European Commumty (EC) and m particular Germany, are
already positioning themselves to fill the expected vacuum that would occur with curtallment of
the CIPE program Moreover, FEI leadership has indicated that 1t would be a shame for the US not
to fimish a job well done and at the end relinquish therr key role to the EC and specific countries such
as Germany According to GOE officials, a similar event occurred recently with Germany's attempt
to fill a vacuum from the perceived pull out by the Americans from Egypt's Public Enterprise Office

Such an effort would more likely lead to "private" busmess associations more on the German lines

For example, all German industrial firms are required to be members of 1ts industrial association, as 1s
now the case now for FEI Thus, one of the Project's key goals of avoiding mandatory membership
might not be achieved 1f CIPE funding 1s termmated This forced membership would undermine one
of the FEI leaderships’ main aims of establishing voluntary membership Replacing the US with the
German approach of maintaining mandatory participation i FEI expectedly would continue to
exclude the informal sector, estimated to produce more than half of all production in a number of
sectors, by mamntamning one more bureaucratic cost m the form of FEI membership costs This would
discourage them from formally registering as a business and becoming legal

Lessons learned for this Project are based on the problems, particularly in the mitial part of this
Project, and the substantial triumphs throughout the Project The extraordinary gamns of the Project
are related to the fact that even small triumphs or benefits in an important influential organization like
the FEI can have wide ranging benefits that go substantially beyond FEI itself Small gains m policy
reform 1n just one key area like labor reform or privatization can by 1tself greatly outweigh the relative
small costs of this Project compared to the economic gams associated with a country of over 60
million Moreover, those benefits encompass political and social benefits m addition to economic
benefits, and often influence the mstitutional development of other key organizations A key example
1s the Project's impact on the Egyptian Chambers of Commerce which 1s expected to have the social
impact of allowmng women for the first time mto leadership positions, the political impact of reducing
GOE appointed members from 50 to 25 percent and thus a minority control, and the economic and
mstitutional 1mpact of ultimately elimmating the past appomntments for life with two 5-year terms that

should make that orgamzation more responsive and useful to its estimated 3 million members Other
key lessons learned during this Project include

1) have personnel m country that understand well the concept of a representative busmess
association and how 1t works,

2) have authority and management in the hands of the Executive Board of the association, and not in
the hands of the Project managers who should oversee and facilitate,

% The FEI leadership prefers to use “Independence Law” as they feel that privatization 1s more relevant to a
state owned enterprise that 1s being transferred or sold to the private sector
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3) avoid placing two categories of workers together 1 close proximity when one group are paid
substantially less than the other group,

4) anticipate mitial start up costs of learning to work m Egypt,

5) provide quality products or services, and place realistically timed goals into the Project

In sum, the consensus among all busmess groups m Egypt 1s that FEI 1s not just another busimess
association Through the USAID-funded CIPE Project, FEI 1s now one 1f not the most dynamic and
mfluential business associations in Egypt Moreover unlike any other, FEI speaks for all Egyptian
industry Its importance for US business, for example, was reflected by the new Executive Director of
the American Chamber of Commerce who indicated AmCham's effectiveness would be substantially
curtailed 1f FEI, their partner mn reform, cut back 1its services and lobbying efforts and was allowed to
regress to its pre-CIPE state Cutting back US support at this critical point in FEI transition could lead
to a collapse of this still transforming business association More likely, the void will at least partly
be filled by the European Union and particularly the Germans whose view of privatization, mn contrast
to FEI's under CIPE support, 1s mandatory membership Thus, if FEI does privatize, 1t could likely be
mconsistent with the US version of privatization Moreover, there 1s a chance that the cut n US
funding could lead to a complete collapse of the mstitution This 1 fact occurred already
approxmmately mudway through this Project The enormous expected benefits associated with
continued funding of this Project, or an alternative through an expected short transition period, greatly
outweighs the relatively small costs of this Project which are very low compared to overall US
support funding levels for Egypt Moreover, to the extent FEI continues to strengthen the Egyptian
economy, overall USAID funding support can be curtailed more quickly

Mamm Recommendation USAID should continue to support FEI through the CIPE/Egypt
Project, or a suitable alternative, and provide more time for its transformation to a private
sector business association without mandatory membership Any decision to cut the funding of
this Project, so popular among almost all segments of the Egyptian business community, would be
premature and nisk cutbacks of many of FEI's most important services mcluding 1ts key role as an
advocate of policy reform The high expected benefits of this Project would greatly outweigh the
costs, which over the past five years have totaled about $10 milhon
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I BACKGROUND AND PROJECT DESCRIPTION

Il Background

I11 Improved State of the Egvptian Economy During Life of Project

When the Project began i 1994, little privatization had begun and Egypt's preliminary reforms were not
yet attracting new mvestments Economic growth rate was low In contrast, Egypt's economy 1s now
robust and growmg at rates expected to be m the 5 to 6 percent rate per annum The Egyptian economy 1s
mcreasmgly market oriented and now focused on opening up the country to foreign trade as reflected m
the late 1998 decision to de-monopolize and privatize maritime port facilities This current and healthy
economic structure with the private sector increasingly allocating more of Egyptian resources contrasts
directly to the begmning of the Project m 1994 when the economy was primarnly state-controlled That
economy was ushered out through Egypt’s successful structural adjustment program that began n 1991
m cooperation with the World Bank and International Monetary Fund (IMF) As a result of successful
development, Egypt concluded the formal IMF structural adjustment program on 30 September 1998

The IMF country assessments typically tend toward bemng too conservative and critical The IMF,
however, provided a very positive overview of the state of the Egyptian economy as the GOE
approached the termimnation of the formal part of 1ts structural adjustment process and the continuation
of the economic transformation under strictly Egyptian stewardship The IMF assessment, which
reflects a very healthy state of the Egyptian economy, begms as follows

By the standards of recent experience with economic stabilization, Egypt m the 1990s
1s a remarkable success story Determined macroeconomic policy, together with
some favorable external developments, has brought much reduced nflation, led to
mmproved public finances, a stable currency, and a strengthened banking system,
together with a sound balance of payments posiion On the heels of a severe
contraction m 1991/92-1992/93, given yearly population growth of over 2 percent,
there 1s now mcreasing evidence of renewed private sector confidence manifested n
rising mvestment, accelerating growth, and mcreased mcomes

Agamst the background of impressive progress on stabilization, there has also been a
remvigoration of a program of structural reform The objective, most evident smce
1996, has been to promote private sector development and roll back the once
pervasive scope of state controls Building on reforms implemented earher in the
decade, considerable progress has been made mn privatization, deregulating protected
sectors, reducing distortions from pricing and subsidy policies, and removing other
obstacles to trade and mvestment Private mvestment 1s respondmmg positively to
liberalization and 1s mcreasmgly the motor for growth

The Egyptian economy contmues to improve steadily since this 1998 IMF assessment, as verified m such
documents as the USAID-financed International Busmess and Techmical Consultants, Inc (IBTCI)
quarterly reviews for the first and second quarters of 1999 Egypt's economy 1s expected to continue
growmg as a result of the GOE support for private sector development of which one mmportant
component 1s the modernization, development and privatization of FEL and its importance n leveragmng
support for the private sector transition of other busmess associations through overlaps m 1ts membership
such as the case of the current "revolution” n the Egyptian Chambers of Commerce, through trammg and
information on how private sector business associations operate in modern mixed economies and through
such areas as advocacy of pohcy reform The GOE in partnership with the private sector has mcreased
the level of real economuc growth and continues to adhere to the foundation set by the IMF structural
adjustment program by supporting a greater role for the private sector, which remains the one constant
principal policy directive throughout the transformation

® IMF, Staff Team led by Howard Handy, Egypt, Beyond Stabilization. Toward a Dynarmic Market Economy,
Washington DC, May 1998, p 1
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Egypt’s economy was long considered weak, supported by American aid flowmng from the 1979 Camp
David Accords and foreign currency earned from the Suez Canal and tounism This perception 1s rapidly
changing The GOE, under President Hosn1 Mubarak, strengthened Egypt's finances, lowered its budget
deficit to one percent of Gross Domestic Product (GDP) and cut inflation to about five percent annually
Consequently, mvestors see Egypt as a promising emerging market with mcreasing demand and
economic growth at 5 to 6 percent Steady economic growth 1s expected m the future given Egypt's
foreign currency reserves, estimated last Spring at around $20 billion ' Moreover, foreign mvestment
spurred by robust economic growth, esttmated at 5 7 percent last year, reached $2 5 billion n 1998 Key
industrial sectors, such as pharmaceutical, consumer-products, and buillding-material companies, led this
international mvestment interest Overall, the positive economic trends and mcreased foreign mvestment

are consistent with the objectives attributed to the major USAID strategic mitiatives, of which support of
FEI has been a key component

A major goal of the Project not yet achieved 1s higher nontraditional exports But, substantial policy
reforms continue to remove legal and regulatory barriers and 1mprove mstitutional support for external
trade, including a new law to allow the privatization and de-monopolization of the GOE monopoly on
maritume port services that has long been an anathema for international trade m Egypt Support from the
CIPE/Egypt Project to modernize FEI and support the development of Egypt’s new budding busmess
associations 1s expected to considerably support future Egyptian exports

I12 Progress Across Many Areas

A critical element of Egypt's macroeconomic success has been 1ts private sector development, which has
been supported by key market reforms m finance, tax policies, and international trade and n mstitutional
development These reforms and other proposed one have been advocated by such organizations as FEI
that has been supported by thus Project During the course of the Project, FEI under the leadership
mtially of Chairmen Mohamed Farid Khamis and later Abdel Moneim Seouds, former Vice Chairman
Mamdouh Thabet Mekki and current Vice Charrman Ahmed Ez, and others, have been mstrumental mn
shifting economic policies to support the private sector These leaders have good basic mstincts but are
not tramed mn economic policies and were not aware of available mformation and studies, but know what
1s undermining the profitability of therr own firms and those of the FEI members This Project provided

FEI leaders them with the substantive mformation they needed for dealing with the GOE and the press m
therr roles as advocates of policy change

As the rest of the economy faltered in the early 1990s, success m privatizing the agriculture sector
ushered m market reforms, which supported efforts to continue developing the private sector n Egypt's
industral sector, mcluding such USAID funded projects as privatization and the development of the FEI
The privatization work m the industnal sector officially began m 1991 with Egypt's Economic Reform
and Structural Adjustment Program (ERSAP) The World Bank and IMF provided over $10 billion in
debt relief for successful comphance with reforms, of which privatization was a key component Initially,
non-agricultural privatization between 1991 and through 1993 was lmuted to small enterprises at the
governorate level and seven liquidations of Law 203 firms At the time, however, sales to foreign anchor
mvestors were still politically unacceptable Efforts in this area were mitally left uncompleted
However, privatization mcreased mn number m the mtial years of this Project from 1994 through 1998,
during which 93 former GOE-owned Law 203 Affiliated Companies (ACs) were privatized By 31
December 1998, 16 of 23 former GOE-majority owned jomt venture banks had also been pnivatized
Currently, the GOE 1s trymg to sell its remamimg ACs and 1ts shares m more than 363 jomnt venture firms
One of the great turning pomts mn the transformation of the mvestment chimate was the GOE political
decision to sell majority shares of a number of its key mdustrial ACs to Egyptians In doing so, the

Egyptian stock market was reactivated The first public offerings of Law 203 ACs revitahzed Egypt's
stock market, which had been dormant for over three decades

Today, these former ACs form the backbone of shares traded on the Egyptian stock market and have
boosted market capitalization from LE14 billion m 1994 to LE91 bilhion as of 28 February 1999
Moreover, the stock market has attracted increasing nterest from foreign mvestors For example, the

' This figure has reportedly dropped m subsequent months during the current slump that has led to shortfalls m
foreign exchange
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value of shares traded by foreigners represented 35 percent of the total value of shares traded from March
1996 through February 1999 The nising mterest of foreign mnvestors was demonstrated durmng Fourth
Quarter 1998 when the value of shares traded by foreign mvestors rose to 42 percent of the total market
value Thus, foreign mvestment 1s substantially helping to mamntam or at least lessen the drop of market
values mn the Egyptian Stock Market vis-a-vis the share values i other emerging markets The resurging
stock market 1s one reason why talented Egyptians, with expertise n investment and who had emigrated
to the West or the Gulf, are now returning to Egypt The reactivated stock market and associated
privatization m Egypt are major factors m changmg investors' attitudes

The GOE, with the advice of leaders of FEI and other business associations, 1s continuing to strengthen
the processes for improving the underlying legal and regulatory structure for privatization, as documented
m Section VI of the IBTCI quarterly reviews for first and second quarter 1999 For example, laws have
recently been enacted that permit the privatization of the Big Four GOE-owned commercial banks, that
control over 80 percent of Egypt's demand deposits, the GOE-dommated msurance firms, and the GOE
monopolies of maritime port services The leadership of FEI with CIPE support was a key factor in
elimmating the monopolies the maritime port services Legal reforms now permit pension funds of the
GOE employees to be mvested in the private sector, rather than mn just GOE-owned enterprises In
addition, the mdustries that were formerly considered strategic and off-lumits to privatization only four
years ago, n sectors such as maritime ports, power, telecommunications, awports, roads, railroads,
potable water and other public utilities and services, are now bemg privatized or developed through the
private sector Many of these industries are closely affiliated with FEI member mdustries

The liberalization of trade and the stabilization of the macro-economy are bemng complemented by
numerous other legal, regulatory and mstitutional reforms that have dramatically improved the market-
and investment-climate m Egypt These reforms are taking actual production and service provision out of
the hands of the GOE, which can now focus 1ts limited managenal capacity on the type of mdicative
planning carried out in modermn mixed market economies Many of the reforms have been and are
expected to be carried out by FEI support such as 1ts national busmess agenda The wide range of new
developments 1n this area over the past year 1s well documented m Section VI of recent IBTCI quarterly
reviews Thus, past reforms have ushered in Egypt an economic resurgence whose sustamability requires
continued economic reform and mstitutional development

113 CIPE/Egypt Support for FEI 1s part of a USAID Strategic Approach that has Consistently
Supported Egyptian Privatization and Private Sector Development to Great Effect Since
the Later 1980s

The USAID consistently supported Egypt's exceptional and steady transformation from a public sector
dommated economy to one relymg more heavily than mn the past on the private sector and market signals

Inttially, USAID, which had a long productive working relationship with the Mnistry of Agniculture and
Land Reclamation, provided substantial financial and technical support to the GOE as 1t began privatizing
agriculture 1n the mid-1980s

This major effort was followed with USAID-supported studies to continue privatizing agriculture, as well
as studies and efforts to begm privatizing and modermzing Egypt's mdustrial and financial sectors and
create a solid policy and nstitutional environment for the expanding private sector While this was not
USAID's prunary area of Technical Assistance (TA), hike agriculture, the prelimmary studies for the
privatization of the mdustrial and financial sectors anticipated the collapse of Egypt's state controlled
macro-economy by the early 1990s By 1991, USAID, through its TA program, was prepared to support
the GOE’s ERSAP and the wide ranging reforms prescribed by the World Bank and the IMF, including
substantial ones m privatization, whose comphance would allow Egypt to achieve massive foreign debt
reduction Consequently, USAID was well positioned to take advantage of this wmdow of opportumty
for transformmg the Egyptian economy

In terms of the number of privatizations and thus the general transformation of the economy, Egypt had
achieved lmited success by spring 1994, 1n part because the process was bemng driven less by Egyptians
and more by donors, m dmect contrast to privatization and private sector development m Eastern Europe
or former Soviet countries Additionally, there was little public support m Egypt for privatization,
particularly by the politically powerful mdustrial work force However, two external factors contributed
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to the acceleration of the privatization process The Paris Club’s decision for full reduction of the
remaimg third tranche of over $10 billion n debt relief to Egypt for 1ts successful compliance with
economic reforms was a key component to privatization facilitation Also, this huge debt reduction,
purportedly associated with comphiance with pohicy reforms, was provided i full m the summer of 1994
and m large part for political reasons associated with Egypt's critical support during the Gulf War This
massive debt relief was the last monetary "carrot” for privatization that would be provided by the World
Bank or IMF Essentally, this left USAID, with 1ts $200 milhion a year Sector Policy Reform (SPR)
project and 1its available funding for other key TA for the private sector, as the primary support for

helpmg Egyptian decision makers to contmue and to focus on the most important areas of privatization
and private sector development

Privatization reforms, as led by USAID, were carefully supportive of the World Bank and IMF policy
recommendations However, by working closely with the GOE and private sector policy advocates to
limat the reforms to a doable number mn the most important economic areas, the USAID SPR program
supported GOE efforts to focus privatization on those areas with the highest economic and social payoffs

Furthermore, the USAID SPR cash for pohcy reform program contmues to channel at least $50 mllion
annually for compliance with the mutually agreed upon GOE prnivatization and private sector
development reforms, which 1s still the primary short-run financial mcentive for the GOE to continue
privatization The rest of the SPR funds support mutually agreed upon market policy reforms to hiberalize
finances, raise the tax base, and open up the Egyptian economy to mternational markets These SPR
reforms have required TA that in turn has been supported over the years by a variety of other USAID TA
programs A smaller funded TA program provided help m areas of pubhc promotion, orgamzational
development and policy reform m support of the SPR project This TA aimed to enable the GOE to reach
the policy targets set out by the SPR project The concept of cash for policy reform associated with the
SPR project was later mcorporated m the four-year $200 mullion USAID-funded Agricultural Policy
Reform Project (APRP), aiming to remove policy barrers to private enterprise mn agriculture

Thus, USAID became the primary supporter of privatization of the public enterprises mn the mdustrial
sector, which contamed only eight percent of the work force but held the key to Egypt's full economic
transition mto mternational markets In was mn also mn this area that the USAID-funded CIPE/Egypt
Project supporting FEI was expected to provide additional support for the development and
modernization of Egypt’s mdustrial sector Simular to the start of the ERSAP program, USAID support
was 1n place when the political opportunity arose m 1994 to make a giant step in privatization and to
accompany actual privatization with a major political advocacy for both the actual privatization and for
developing the busmess climate that has now led to Egypt's economic renaissance  As the political
window of opportunity opened, the GOE decided to privatize key Law 203 ACs through public offerings
on the stock exchange This process from June 1994 to June 1995 and was funded by the USAID
Privatization Project Thus, CIPE-Egypt Project provided much of the crucial complementary leadership
and political support for the policy and mstitutional reforms that supported the privatization effort That
support 1s still strong as seen m the explicit privatization proposals discussed m FEI’s May 1999

conference policy agenda that has been followed up by meetings with the relevant unvellng 1its recent
ministers

12 Project Description

121 Overview of FEI and Efforts for its Re-Privatization

The Federation of Egyptian Industries (FEI) 1s the oldest busmess federation m the Middle East
Established almost 80 years ago, FEI 1s also the premier industrial business federation in Egypt with
almost 15 thousand member companies encompassing all legally registered small, medum and large
industries as represented through 1ts 14, soon to be 15, sector chambers Talaat Harb, founder of Egypt's
national private sector industry during foreign dommance of Egypt's economy, established FEI ongmally
as a non-governmental orgamzation However, FEI did not escape the nationalizations of the 1950s and
1960s, when 1t affiliated with the Mimistry of Industry Thus affiliation, during a period of centralization,
along with dommance of the public sector withm i1ts membership base, and the lack of management
systems and human and financial resources capable of delivering services, transformed FEI from a real to
a symbolic representative of Egyptian industry Smce ERSAP began mn 1991, led by forward thinking
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private sector oriented leaders appomted by the GOE, FEI began to rectify 1ts status from a socialist
organization to a busimess association that has acted i some ways like 1t was a private sector busimess
association This transformation began m earnest with the USAID-fuinded CIPE Egypt Project

After CIPE’s begmning 1n 1994 to conceptualize the Project, USAID/Cairo and the FEI m 1995 agreed
that Egypt's private sector mdustrialists needed a more effective voice m Egypt's development decisions
than the existing FEI could provide They agreed that CIPE, an affiliate of the US Chamber of
Commerce, would be brought m by USAID under a Cooperative Agreement to assist FEI m 1ts
transformation mto a voluntary membership based business association able to provide 1ts members with
valued services Commutment to the Project was taken within the context of the overall reform package
that USAID was urging President Mubarak and his admmustration to undertake

Specifically, USAID and the GOE strengthened 1ts resolve that privatization of Egyptian mdustry was
requrred for 1ts future development In this context both the Egyptian government and USAID concurred
that the revitalization of the Federation of Egyptian Industry (FEI) and 1ts privatization were a key part of
overall reform, as resource allocation shifted toward private sector decision-makers This message was
conveyed to the FEI's Board of Directors by the USAID Mission Director at a FEI Board meeting m
September 1995 and by the US Ambassador in subsequent meetmgs

The Project’s mitial goals were to

e Secure new legislation that would establish FEI as an independent busmess association m lieu of the
existing quasi-public status

e Equip the FEI Board and staff to become advocates for market-oriented reform to the legislative and
executive branches on behalf of Egypt’s private sector

e Establish a full range of business services for firms in Egypt to enable them to function in a more
global economy

e Assist FEI to become financially self-sufficient based on a voluntary membership mn lieu of its
existing mandatory membership status

The FETI's leadership agreed to act based on the above goals However, much mternal debate about this
major change continued throughout the Project period Much debate stemmed from concerns that an
independent FEI, stripped of 1its GOE subsidy, such as 1ts mandatory membership, could not be sustamed
At several pomnts m the Project, these debates rose and threatened to undermine the entire Project At the
msistence of CIPE's Board and USAID's leadership i Cairo and after the imtial Project had collapsed,
FEI finally agreed to carry out the plan of action

122 Review of Criteria for Privatization of Business Associations

Thus subsection based on CIPE documentation clarifies the defimtion of “privatization” by describing the
fixed and vanable criteria for what 1t means for a business association to be privatized Thus for FEI to
be privatized requires the two fixed criteria to apply to FEI In the case of the USAID-funded Project,
there 1s an additional criterion that membership be voluntary This 1s an appropriate additional
qualification for Egypt because of the widespread mformal sector activities that make 1t difficult to gather
mformation for making rational decisions The goal of the FEI has been to transform 1tself mto a
busmess association with no GOE appoimntees and in which all membership 1s voluntary However, while
this may be the American criterion for privatization, 1t 1s not necessarily that of other countries An
association cannot be an effective force for policy reform, and at the same time rely on the government to
enforce mandatory membership Or n other words, a mandatory membership association 1s limited n 1ts
abihity to lobby effectively

The fixed criteria for privatization are simply

1) Self-governance This involves total mdependence from the government or other organizations m all

governance aspects, mcluding, but not hmited to the decision making process, hiring of staff,
budgeting, etc and
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2) Democratic elections Election of the board of directors, ncluding the chairman and his deputies,
should arise from the grass root membership base However, due to the unique structure of FEI, 1t 1s

expected to have appointed members within its board to compensate for thematic and geographic
representation as well as technical expertise

Other criteria for being privatized are not necessary For example, two major variable criteria of
privatization are

1) Membership The FEI 1s similar to the German model of mandatory membership with nommal dues
offering voluntarily paid quality services This guarantees a large membership base mncluding all
Small and Medium Enterprises (SMEs) with no considerable financial burden to members, and

2) Funding from Government Debate on impact of accepting funding from any orgamization,
governmental or otherwise on self-governance 1s a contiuous one Examples of private associations
recerving funding from their governments mclude the German Chamber of Commerce

Although FEI does not receive, at present, direct funding from the GOE It receives funds for its projects
and activities from foreign governments such as those of the USA, the EU, Germany and Denmark The

FEI elected to accept funding from the GOE or any other country, when such funding 1s unconditional
and does not mterfere with 1ts self-governance

123 The CIPE Egypt Project to Strengthen FEI
1231 Agreements and Workplans

The GOE and Government of the United States agreed to implement this USAID Project, begmnmg on
August 30, 1994, with a cooperative agreement between the United States Agency for mternational
Development (USAID) and the Center for International Private Enterprise (CIPE) The TA would aim to
modernize the FEI m order to become a representative and advocate of Egypt's private sector The
assistance provided by USAID was based upon the GOE's expressed desire to privatize the FEI and allow
1t to provide needed services to 1ts then 13, now 14, mndustrial chambers and therr member firms '  In
early 1995, CIPE established an office within the FEI and maugurated the TA mn Cairo Subsequently,
there have been a whole senes of mcremental cooperative agreements and amendments, memoranda of
understanding, and workplans that lay out the basic goals, purposes and workplans that have directed this

project The basic agreements are laid out broadly m the remamder of Section IT and the findings are
presented m Section III

In March 1996, CIPE and the FEI signed an MOU m which CIPE and FEI agreed to collaborate m
managing the implementation of a strategic workplan The MOU was mtended to implement the
provisions of the Cooperative Agreement between USAID and CIPE In essence, the MOU outlined the

mstitutional relationship between the CIPE and FEI's leadership required to implement the Project The
nature of this mittal relationship 1s described as follows

All funding for FEI management and administrative expenses and workplan program
costs will pass through CIPE to msure the highest degree of accountability cost efficiency
and compliance with USAID pohcies and procedures Gradually, as the FEI staff
members are tramed and reliable financial procedures and controls are mstituted, CIPE

will delegate greater decision making authority to FEI while remammg the financially
responsible party '

During the latter 9 months of 1996 and 1997 several developments at the FEI affected progress on the
Project Conflict on the FEI Board of Directors led to firing the majority of staff hired to work on the
Project Subsequently, election of a new Board of Directors produced a significant change m FEI's
leadership The CIPE took aggressive action to get the Project back on track and make up for lost

""" Subsequently, a fourteenth chamber was created when pharmaceuticals sphit from the chemicals industrial
chamber

'2 Amendment No 4, 28 February 1996 of Cooperative Agreement 263-02250A-000-4083-00 Page 6
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momentum The action mncluded placing greater accountability for Project progress on FEI, improving
FEI's governance, revising the FEI Project staff structure, setting deadlines for hirmg Project staff, and
mmproving FEI's financial management capabilities These items were mcorporated m to a second MOU
that reconfirming both parties' commtment to the Project’s goals The MOU 1dentified several distinct
objectives to assist the FEI m pursuing the overall goal of the Project One part of the agreement called
for the creation of a Project Management Uit (PMU) as a separate urut within FEI to manage work plans
activities and related financial matters

To date, the Project has spanned approxmmately 5 years with a total expected spending level of
approximately $13 8 million of which approximately $10 5 mullion 1s expected to have been spent as of
31 December 1999

1232 Project Goals and Directed Activity Areas

The project evolved over time and overall funding grew mcrementally The original 30 August 1994
Cooperative Agreement betweenn USAID and CIPE" states

USAID has determmed that the Federation holds tremendous promise in terms of 1ts

ability to

. Effectvely represent the private sector to the GOE on policy i1ssues of
mmportance to the liberalization of the economy,

. Provide effective services to its members for the purposes of improving
mdustral productivity,

. Play a key role mn the GOE strategic decision to promote and expand Egyptian
exports, and

. Become an effective and sustamable private sector organization

The Project was also expected to support USAID's Growth Through Globalization (GTG) strategic
objective as bound m the CIPE documentation which mcludes

. Accelerated private sector-led, export-oriented economic growth

To ascertain the degree to which CIPE and FEI have been successful in meeting the objectives listed
above, the evaluator specifically examined CIPE and FEI's performances in carrying out activities
stipulated m the cooperative agreement, subsequent amendments, MOU's and all work plans, as
summarized sequentially below

The onginal Cooperative Agreement of 30 August 1994 on pages 10-13 mcluded such activities as

e Coordmate the performance of a diagnostic and survey to determine the needs of the orgamzational
membership and the organizational changes they support (months 1-5)

e Board retreat to ensure maximum feasible participation of members m the decision-making process

for revitalizing the federation (month 6)

Develop a strategic workplan based on the resolution of the board retreat (months 7-9)

Develop a legislative advocacy strategic plan (month 7-8)

Implement the strategic workplan/mstitution building (months 9-12)

Model department of mternational trade and technology transfer

Federation management mterns

To achieve the Project goals, the Project 's Amendment No 4 of 28 February 1996 (pages 7-20) and the

Project's workplans focused on eight areas For example, those mclude the September 1995 strategic
workplan activity areas

1 Government Relations Organize a government relations commuttee of the FEI Board with
representatives from all sector chambers that meet on a regular basis to review the status of the FEI's

B IBID
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"National Busmess Agenda," articulate policy positions, make recommendations to the Board and
serve as the voice of Egyptian mdustry, develop a government relations office within the FEI to
mstitutionalize government representation activities Estabhish an office of government relations to
provide staff support for the commuttee and programs Five programs are described in the workplan

2 Public Affarrs Expand and strengthen the FEI public affairs with additional human and financial
resources Form and adequately staff a public affairs commttee of the FEI Board to set priorities for
the public affairs office and propose, review and evaluate programs to enhance the image of the
private sector Eleven specific programs are m this workplan

3 Exporting and Marketing Services Become more active m export market development FEI
Board established a task force on exports, made up of FEI and chamber representatives Design an
export expansion program m which the respective roles of the FEI, chambers and GOE are clanified
and agreed upon Task force oversees departmental programs and communicates its outputs to the
High Commuttee for Exports and other GOE authorities Establish an export and marketing service

office within FEI and with qualified professionals to carry out the Task Force's recommendations and
other activities Seven specific programs are 1dentified

4 Economic Information Upgrade and expand the FEI economic mformation center to enable the
FEI to become the premuer source of mdustrial economic mformation m Egypt Hwe and tram
quahfied staff to design and build a comprehensive economic mformation system n conjunction with
the Management Information Systems (MIS) department The FEI was to establish a library of
printed mformation mcluding books, GOE statistics, specialized national and nternational
magazines, newspapers, newsletters, international financial mstitution publications, properly
supervised and maintamed by tramed professionals, publish a regularly updated hsting of available
mformation services and lhibrary reference materials, Publish a monthly analysis of economuc
mdicators to be used by member compames for planming purposes

5 Technology Transfer More actively promotes and facilitates technology transfers and prepares for
the eventual transfer of the QUALTEC program from IESC to 1ts offices Hire specialists to staff a

newly created techmical assistance office and spearhead the following activities during the first year
Five specific programs are listed

6 Vocational and Management Trammg More actively support private sector vocational and
management frammg Establish a vocational and management traming office within the new FEI
newly created a technical assistance office Provide qualified staff to be responsible for undertaking
the following activities during the first year of operation Five specific programs are histed

7 Fimancial Services Revise policies and procedures manual for the financial services department that
includes specific recommendations to create a confrolled environment for busmness operations
including budget and accounting, orgamzational chart, traming needs assessment, computerized
accounting system, procurement policies, and accounting records Three specific tasks are 1dentified
computerize the financial accounting system, identify traiming needs for departmental managers and
staff and provide tramng, obtam periodic technical assistance from qualified financial management
experts to mnsure that recommended changes are implemented correctly

8 Management Information Systems Install and operationalize a modermn mformation system within
the Federation and 1ts 13 chambers Use mformation obtamned from 1ts own members and bwild the
most up-to-date and accurate industrial databases n Egypt which can then be used to provide needed
mformation to members and supply data to other internal departments, such as economic mformation,
government relations and public affairs Specifically, develop and operationalize FEI and chamber
membership data, macroeconomic mdicators and mformation on Egyptian and world economies to
assist industrial firms i planning, m-depth commercial mformation and sector-by-sector mndustral
data, and technology sources Begin constructing secondary databases with mformation of mterest to
members mncluding export statistics, sources of raw materials, financial and credit information, trade
contacts, including hstings of mternational trade fairs, training program mformation and resources,
mncluding vocational and management traming, government regulations and laws, packaging, donor
assistance programs Concentrate efforts the followmg mformation capabilities word processmng for
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all departments, data processing mcluding an economc mformation center, export and marketing
services office, desk top publishing primarily m the public affarres department, computerized
accounting system 1 the financial services department Provide appropniate computer skills to
current and new staff Provide on-gomng tramimng Develop a detailled operations manual for the
mput, output and computerized departments with each of the chambers to facilitate the exchange of
mformation

As the staff was hired, the individual offices prepared ther own office workplans For example, the
workplan of the "technology transfer" office for the period from June 1996 through February 1997 had as
its primary goals

o Deliver effective technology awareness-raising events designed to generate the
demand for technology transfer services These services will support firms by
supplymng the mformation and assistance needed to access and acquire appropriate
technologies

¢ Develop a technology transfer infrastructure, which will mclude highly tramed and
motivated staff managed by a dedicated business-oriented management team

o FEI will provide technology awareness-raising events, technology-focussed busmess
diagnostics, and technology transfer resource services Specific assistance mcludes
mformation, standards, markets, suppliers, buyers, etc , partners, licensing, venture,
marketing, etc, technology equipment, designs, etc, technical assistance
productivity, planming, marketing, quality, etc , traming planning, negotiating for
technology, etc , reconnaissance services trade shows, visits to companies, etc , on-
gomg support n upgrading technology

o FEI focuses services on three keys areas of assistance technology awareness-raising
events to assist firms m ther understanding of what 1s technology, why 1s 1t
mmportant and how 1s 1t acqurred, technology-focussed business diagnostics to
support a firm m 1ts efforts to determine the most appropriate technology and transfer
mechanism for them, and technology transfer resource services to help firms collect
the mformation to 1dentify sources of technology and locate the assistance needed to
acquire and mstall the new technology Specific services include technology transfer
semmars, mdustry update round table discussions, pubhications such as newsletters
and other materials, creation of a quality "award of merit"

Later the FEI workplan for the period from November 1997 to October 1998 changed to focus on new
aspects of the Project that have posed continuing challenges

1 Privanhzation Legislation The FEI will prepare a written statement on steps to be taken to promote

the passage of the legislation as soon as possible (This has not yet been achieved as of December
1999)

2 Improved FEI's Governance By streamlining and establishment of clear lines of authority
(This was done through establishing a Project Management Unit (PMU) within the FEI that 1s
responsible for developing and implementing a FEI program of work The first step n
operationalizing this plan was to finalize a new MOU between CIPE and FEI that included a clear
delineation of management responsibilities FEI clearly demonstrated that that was a top priority
It developed an organizational chart and firing plan It recruited new staff CIPE worked with
outside counsel to msure that the PMU 1s legally and appropriately established Continuation of
the Project was conditional upon execution of the new MOU mutually agreed upon by both CIPE
and FEI that defined the structure and role of the PMU In terms of corporate governance, the
board of directors was to have strategic vision, a sense of fiduciary responsibihty and a
commutment to an organizational structure that promotes efficiency and effectiveness need for long
term success The Board was to deal with the following specific governance 1ssues such as broader
1ssues of overseeing a private organization
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3 Improved FEI Project Management Structure A new Project Management Umt within the FEI
would be established with clear lines of authority and responsibihity for the Project's activities

4 TImprove the Environment In the strategic workplan of Aprl 1997, the overall work areas
remamed essentially the same, except an extra component was added 1mproving the environment
Specifically the busimmess agenda mcludes improvements m such policy 1ssues as commercial legal
and judicial reforms, arr, sea and land transport reforms, export system reforms, import system
reforms, export services improvements, privatization, improvements mn mvestment laws, regulations,
procedures and practices, financial and capital market reforms, proactive programs for small and

medium enterprises, labor law reforms, human resource development, improvements m market
mformation, and environment

Three memoranda of understanding (MOUs) were developed between March 1996 and December 1997
The first of these, the MOU of 12 March 1996 dealt with program management and umplementation, and

financial management The general items have been complied with m dealing with program management
and implementation and financial management

The second, the MOU of 21 August 1997 between FEI and CIPE, dealt with FEI transformimng itself mto
a modern, active, and self-sustamed, private busmess association to become an effective mdustry
representative mn discussions with the GOE, and to enhance 1ts role i furthering the development of an

export-oriented, private-sector led ndustrial base The primary objectives of this cooperative effort 1s to
strengthen the FEI's capabilities to

* Effectively represent the mdustrial sector before the GOE on policy 1ssues of mmportance to the
liberalization of the economy,

e Prowvide services to 1ts 14 industrial chambers so that the underlymg membership of 18,000 industrial
firms can 1mprove therr productivity, and
s Become an effective and sustanable private sector organization

The third, the MOU of 10 December 1997, laid out the overall project goals The overall goal of the
Project 1s to revitalize the Federation of Egyptian mndustries so that 1t becomes a self-sustamnmg, full-
service, independent membership orgamzation working to strengthen Egyptian mdustry, remforce and
support competitive markets, and, in the process, contribute to the economic development of the nations
In pursuing this goal, the project has several distinct objectives

» Improved effectiveness of the Federation's representation of the mdustnial sector before the GOE
efforts to improve policies, laws and regulations

Modernization of the Federation's governance systems to make 1t consistent with the global
community of busmess associations

¢ Strengthening the Federation's constituent Chambers,

¢ Improve services to members by developing and operationalizing a program of work within the FEI
that represents those elements of service normally provided by a modern industrial federation
Modemnization and automation of FEI management systems

Raising the calhiber of the staff to meet global standards

Passage of legislation that will formalize the transition of the FEI mto an mdependent organization

This TA package, like other USAID programs such as the USAID prnivatization project, aimed to provide
complementary support for the $200 mullion a year Sector Policy Reform (SPR) policy reforms generally
aimed at improving the busmess climate in Egypt

The Project purpose was broadly to strengthen FEI as a modern mdustnal association that would
increasmgly represent 1ts private sector constituency to the GOE, the donors and the general population
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13 Evaluation Objectives

The purpose of this final evaluation 1s to examine the extent to which the Project has achieved its goals
In essence, the goals of the Project, according to a 28 June 1999 letter from John Bohn, Chairman of
CIPE's Board to Brian Atwood, USAID Admimnistrator at the time, are described above 1n the project
description

As pointed out earlier m this section, this Project was mtended to be flexible so as to effectively adapt to
the difficult mstitutional changes that were expected in FEI, that were being driven by economic, social
and political processes Thus, in April 1997 as FEI was somewhat static, an effort was made to expand
the Project' s assistance to any private sector business associations m an effort to get the FEI moving
Thus, according to the latest USAID agreement with CIPE, services could be expanded to mclude other
business associations and chambers The methodology or general approach for this Project 1s described
m the next section

In addition to exammning the extent to which the Project has achieved its purposes, described above, the
evaluation 1s consistent with USAID's strategic plan

Thus the objective of this evaluation 1s to assess the progress made to date under the Project, and to
provide lessons learned, conclusions and recommendations concerning future private-sector business
association activities 1n Egypt or m undertaking simular activiies m other countries In this regard, the
evaluation assesses the appropnateness of the design of PP, 1ts management by USAID, FEI and CIPE,
and the contribution of the TA to the broader GOE economic reform program

Thus final evaluation took place and was drafted durmg December 1999 and draws heavily on the 1deas
and experience of the active participants directly mvolved with the Project

14 Evaluation Methodology

It 1s probably still be too soon to see many results of the Project For example, much of the work of FEI
has only recently become useful as a base for improving FEI member firms Moreover, not all the
complementary structural reforms for strengthening Egypt's private sector are yet complete For example,
the laws for privatizing and de-monopolizing the maritime ports and the airports have only been passed
over the past year and a half and the lag time for actual privatization of this mfrastructure can be long As
part of the overall effort to strengthen the private sector, many of the benefits to the macro-economy are
already seen as substantial, such as rismg economuc growth and the declining budget deficit These can
be tied directly to the improved busmess climate that has been supported by this Project as a key part of a
broader reform effort But we still do not know clearly which are the direct results of this Project to
strengthen FEI

Despite successful major econonuc trends, measurement by reference to ultimate objectives, such as
mcreases m private consumption, or per capita GDP, 1s mappropriate For example, the Project's brief,
relative to the long, lead time for developmg an efficient mstitution and many of the economic indicators
such as the privatization and de-monopolization of the maritime port services on, say, significantly
mcreasing Egyptian exports It also requires a disentangling of privatization and other policy mmpacts
from other influences on short- and medium-term changes in econormc performance, such as world-wide

general economuc downturns, terrorist attacks on tourists and world price fluctuations of key
commodities

Perhaps most 1mportant, quantitative assessment of a program like this Project requires overcomung the
"attribution problem " Many actors have now contributed to the reform effort, in addition to USAID the
IMF and World Bank were a leadng external player particularly m the early part of the 1990s Later,
Canada and the European Community and its individual member countries became active players
Moreover, many separate projects and programs associated with then numerous donors also contributed
together to the successful reform effort

By far, the most important actor has and continues to be the Egyptian reformers as a group, and this
mcludes President Mubarak, the Prime Mmuster, the Mmusterial Privatization Commuttee, the People's
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Assembly, the Mimistry of Public Enterprises, the Minstry of Economy, Miustry of Supply, Mimstry of
Trade, the Miustry of Agriculture and Land Resources, the Mmustry of Justice, and other key GOE
mimstries and agencies that help improve the busmess climate Of course, the Egyptian private-sector
busmess community commands an 1mportant position among Egypt's reformers And foremost among
them are the leadership of FEI who have worked tirelessly and effectively with other private sector
leaders that through advocacy have brought about the reforms needed for the dramatic improvements
the economy as summarized by the IMF report on Egypt's economic performance as quoted above

All this means that the evaluation has to be essentially qualitative, with all the limitations this entails in
subjectivity and the uncertain generalizing of conclusions However, examination of the actual Project
can shed hght on whether 1t appears to have contributed signtficantly To the extent that no impacts of
Project are discerned m some areas, they cannot be 1dentified nor should they be associated directly or

mdirectly with supporting Egypt's privatization The general approach or methodology 1s presented n
Annex B
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11 PERFORMANCE OR ASSESSMENT OF OVERALL PROJECT OBJECTIVES

1 General Performance as Measured Agamst the Goals End of Project Status Is that FEI 1s
Stall in Transition with most Goals Being Met, With the Big Exception That FEI Has Not

Been Privatized, Its Membership Remawms Mandatory

As pomted out by one USAID manager, Mohamed Farid Khamis was to have been the last Chairman to
be appomnted by the GOE Thus clearly has not been the case Also a third of the individual chambers
boards of dwrectors are still appomnted by the GOE Ths also runs contrary to the original agreement
Moreover, m contrast to the origmal goals, all mdustrnial firms are still required to jomn FEI Thus, the
GOE has clearly not lived up to 1ts side of the bargain This slow progress has led to the events leading
up to the termination of the Project on 31 December 1999 USAID staff has mdicated that the
termimation of the Project will permit FEI to compete with other private sector busmess associations mn
Egypt Moreover, USAID has mdicated that the Growth through Globalization program 1s being phased
out and USAID wants to review other possible uses of a dechning amount of USAID funds for Egypt
The $13 8 million was only an estimate, according to USAID officials, and not an earmark for USAID
fundmng for this Project Thus, FEI should not have necessanly expected to obtain this total level of
funding

Despite not meeting the privatization requirement, and despite a collapse mudway through this Project,
much has been accomphished particularly m FEI's mstitutional development over the past 2 years that
have enabled 1t to move far toward accomplishing other Project goals laid out above

After the collapse and the election and appomtment of new board members in October 1997, there was a
move to phase the Project out prematurely The FEI worked to save the Project The newly elected FEI
Vice Charrman, who had been designated by the Board Chairman to oversee the Project, was mnvited to
address the CIPE Board twice m 1998 to report on the conclusions of FEI's mternal debate concerning the
unmet privatization 1ssue and to report on how FEI mtended to proceed On FEI's behalf, the Vice
Chairman prommsed and then delivered four few 1tems

Professional staff',

National busmess agenda,

Fiancial sustamability plan, and

Draft legislation on privatizing FEI and allowmmg membership to be voluntary

The USAID staff agreed that FEI had met the tests for not cutting off Project funding

Highlights of the renewed project were that the new staff with assistance and tramning from CIPE
accomplished a very sigmificant public demonstration of the mmpact of the USAID support, by
developing FEI's "Busmess Agenda 2000" enunciating 1ts formal positions on major 1ssues facing
Egyptian ndustry Most impressive was when, for the first time even, FEI distributed and pubhicized its
Agenda at a conference held on 29-30 May 1999, attended by about 700 mdividuals Members of all
FET's sector chambers, other busimness associations, eight mmisters and other policy makers, as well as
representatives of USAID, European donors, and the media attended the opening session This was
followed by 7 sessions over the two days m which private sector FEI members and Egyptian Mmusters
conducted policy dialogue on the FEI policy positions Each session had attendance of over 400, and
was chamred by an FEI board member with the relevant Ministers m preparation for May's conference

Media coverage of the May conference was unprecedented compared to previous FEI events and
compared to events of similar organizations The attendance, participation, and mnvolvement of FEI
board members were impressive, and the sense of ownership was very evident

Also under the Agreement, CIPE staff assisted FEI Chambers to

¢ Hold a conference attended by the Mmuster of Finance to bring more members mto the formal sector
(Cereals Chamber),

¢ Redefine and hence increase, 1ts membership while completely restructurmg 1its staff (Leather
Chamber), and
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s Hold a conference to explan to the Minister of Economy why GOE support to public sector printing
firms was unfair (Printing Chamber)

Fuller details of other support for specific industrial chambers and private sector busmess associations are
presented m Section 11 4

In addition to these demonstrated advocacy accomplhishments, FEI 1s far along on accomplishing the other
aspects of the program Specifically, draft legislation has been submutted to the executive branch that
would create an independent FEI That legislation, though delayed by the internal debates withm FEI, 1s
a bold and courageous step for an Egyptian orgamzation to undertake Also, the FEI Board, its staff and
its constituent chambers have participated 1 several rigorous traming programs with the result that

productivity has mcreased markedly, as reflected m the development of accreditation programs for key
skilled jobs such as eleciricians

The FEI has made great progress because of exceptional leaders who are willing to take professional
risks These mmclude the Charrman, Abdel Monemm Seouds, the Vice-Chairman, Ahmed Ezz, and Mr
Mamdouh Thabet Mekki, a key member of the Board Each of these Board members not only placed
therr own credibility on the line but commutted substantial amounts of their time or personal funds to see
through the FEI's transformation Many other Egyptian busmess leaders contributed to the Project
mcluding the former Chairman, Mohammed Fanid Khamis Finally, the majority of FEI's new core staff
left good positions in Egyptian mndustry or the GOE to work with the FEI in belief that the transformation

of the FEI was of fundamental importance to Egypt and that 1t had the backing of the United States
Government

Regrettably, according to CIPE, the funding cut off by USAID on 31 December 1999 represents a renege
on 1ts commuitment to the FEI and the CIPE Board to see FEI's transformation through In effect, 1t
abandons FEI midcourse citing only the overall reduction in US assistance to Egypt, failure to privatize
and need to support all "private sector associations " CIPE was told that because of funding termination,
activities needed to be quickly phased down Thus services must be cut For example, the current work
plan provides for no further assistance to FEI's Chambers, which are an integral part of FEI To withdraw

USAID support at this critical pomnt, as opposed to earlier when the Project collapsed, seems particularly
1l timed

While US foreign aid to Egypt 1s beng decreased, termmation of this activity 1s probably not a good
decision When the program began, CIPE and USAID staff agreed that although the Project was a very
high nisk, 1t was a risk worth taking It was understood that the Project would be designed for a 3-year
period but that 1t was extremely unhkely that all aspects of the program, especially financial self-
sufficiency could be attained in less than 5 to 6 years Throughout the Project there was an understanding
that the CIPE/FEI Project could be extended depending on performance

What makes the decision harder to explain to the FEI and 1ts thousands of small business members 1s that
USAID mtially promised $13,760,290 m writing but 1s now saymng that less than $10,938,650 will be
spent Restorng the difference ($2,821,640) and extending the program by a mmmimum of two years
would have been a reasonable decision It would send the signal that when the US Government makes a
commitment, means are found to honor that commutment, even m difficult times

Further, 1f funding 1s cut off this year and not replaced i other TA, substantial money that USAID has
mvested so far may well be lost The most qualified staff may resign or have to be let go The FEI will
be unable to retan sufficient qualified staff to continue providing service to members Donor assistance
1dentified 1s less comprehensive than required by FEI and 1ts Chambers Donor support for 2 more years
at a level of at least $1 mllion per year appears to be vital to FEI becommng financially self-sustaming
without cutting back on 1ts most important functions and services

The speed of privatization of FEI appears recently to have been hindered by current efforts of FEI
leadership that have been by happenstance redirected at reformmg the other major sociahist white elephant
association of the Nasser years the Egyptian Chamber of Commerce with an estimated membership 1s 3
million During this evaluation, the reforms of this potentially key organization have been reported in the
press The recent progress in the institutional development of FEI 1s being used to show what can be
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done to transform the Egyptian Chamber of Commerce nto an effective business association for its
members For example, FEI Board Member and former Deputy Chairman of the Board and current
Charman of the FEI Tanning Association 1s a dynamo of reform In addition to bemng one of the key
leaders for FEI's dramatic transformation over the past two years, he 1s also on the Board of Drrectors of
the Egyptian Chamber of Commerce Mekk attended the key CIPE busmess association meeting m
Cyprus and the second one held n Hurgada As an FEI Board Member, his presence and mntense
participation mn these meetings led not only to greater participation by other board members and key
leaders, but to an mtensity within the meetings to pick up useful mformation for strengthenmg busmess
associations Mr Mekki, as leader along with at least 4 other colleagues, has led to a revolution within
the Egyptian Chamber of Commerce that has mvolved new elections of the Executive Commuttee and
Mekki's election as the new Chawrman of the Board of the Chamber of Commerce This led to a
challenge from the old leadership m which now there are two executive boards, two executive
commuttees and two chairmen of the boards The ongmal leadership has challenged the legahty of the
new elections and all rulings from the Mimster and others seems to favor the legitimacy of the new
elections which have taken place mn the presence of weak governance rules that don not stipulate any
thing about the elections

The sustamabihity 1ssue 1s of concern to many FEI Board Members The salaries of the 42 persons total
approximately LE 3 mullion per year

The purpose of this section 1s to provide an assessment of the performance of the Project m achteving
overall Project objectives Three key periods of CIPE/FEI activities can be examned

11 Phasel October 1994 to December 1995

The FEI and CIPE signed a cooperative agreement to assist the FEI to become a viable mstitution CIPE
completed a diagnostic of FEI that resulted 1n a workplan As pomted out elsewhere, the plan has several
fatal flaws described below m the next phase However, the groundwork was set for providing FEI
leadership with a substantive mformation base for advismg the GOE on changing the busmess
envronment in a way that would increase domestic and foreign mvestment and that would enable Egypt
to eventually take fuller advantage of regional and global tradig opportunuties

Durng this critical peniod FEI, under the leadership of FEI Chairman Mohamed Farid Khamus, played a
key leadership role m the policy reforms as demonstrated by Khamis' leadership role at the mega World
Bank conference m October 1994 co-hosted by Egypt's seven largest busmess associations Khams was
a doer, and his forte was working as a lobbyst for reforms that would enhance Egypt's mdustrial sector
Khamus was chosen by the other groups to act as chairperson and key facilitator at the widely publicized
conference While Khamus had good busmess msights, he had Iittle technical training on policy reform
USAID made a key but risky decision to support FEI, realizing the potential problems of providing
support for privatizmg a GOE-controlled organization but creating a true advocate for improving the
business and mvestment environment m Egypt This period 1s characterized by FEI membership bemng
more dominated by parastatals and with a leadership composed of many the "old guard" from the socialist
period Representational policy advocacy from such a group could easily have worked to undermine the
policy and regulatory framework needed to promote private sector development, including privatization
Khamis with a small important minonty of the leadership worked to set the seeds for inproving FEI as an
msttution and for upgrading the policy framework However, this was difficult when the GOE
leadership was still domnated by the "old guard" Mohamed Fand Khanus also worked to provide
technical experts mnto FEI by mtroducing workshops on quality control, which became the base for later
work as described 1 the sections dealing with technology transfers and traming

1112 Phasell Januaryv 1996 to Januarv 1997

The mitial Cooperative Agreement was extended by USAID for an additional three-years to implement
the strategic workplan developed m the imitial phase of the Project This extension provided continued
support m helpmng FEI to privatize and modermize 1tself as a voluntary membership organization During
this period, there were significant delays i implementation, and consequent failure to achieve primary
objectives that resulted from a workplan with fatal flaws and from a membership base that was continued
to be dominated by parastatals with managers essentially working to maimntan the status quo The FEI
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leadership, which lacked a strong substantive base for establishing policy dialog, was provided wide-
ranging nformation for policy reforms to fill the important role as a representative private sector advisor
to the GOE a role that had been thrust on Kharus since his leadership at the World Bank conference m
October 1994 Khamus' role extends to personal conversations with President Mubarak Progress was
made on developing the professional staff for providing the services m the key areas described under

Project goals and purposes above However, the Project had several basic flaws with 1ts plan and
execution

First, the Project's staff with 1ts much higher wages was physically located too close to the much lower
paid regular FEI staff This flaw 1n Project execution caused enormous political and managerial
difficulties and undermined the work Second, the presence of CIPE staff and active management of the
new Project staff undermined the FEI's ownership in the Project Most FEI membership viewed the new
professional staff as belonging to CIPE and not FEI, especially since CIPE project management was
doing much of the management and orgamization This 1s coupled by a Chairman that often made
unilateral decisions or decisions based m part on the advice of some of his executive board Despite
progress on the policy agenda, blue print for action, export policy recommendations and active support
for key reforms, a series of business luncheons with key GOE and private sector leaders, the Project fell

apart Inlate 1996 and early 1997, essentially all the staff 1s fired because the board of directors did not
wish to deal with what had become a difficult political 1ssue

II13 Phaselll February 1997 to September 1997

The legal opinion on the best approach for establishing the PMU as well as the draft MOU was developed
during the period before September 1997 Afier the collapse and the firng of FEI new staff, a new
approach was taken In this new approach to CIPE-FEI partnership, the plan was to subcontract
responsibility for specific program activities to FEI This approach will engage FEI in developing and
carrying out 1ts own work program withm the overall scope of the Project The CIPE was to work closely
with the FEI management to msure that funds provided to FEI are managed with the highest degree of
accountability and cost efficiency, and m full comphance with USAID requirements

The Project activities were at a standstill during the period — a period of apparent stagnation in FEI
However, CIPE and FEI were studymg how to correct the organizational structure by looking at similar
situations m other GOE entities m which funds were managed directly by the GOE but with oversight by
the US contractor The new plan appears to be based on CIPE’s long standing successful experience m
many other countries mn providing assistance through a series of program contracts It also appears to be
similar to the approach used by the Public Enterprise Office (PEO) which was working on privatization
of GOE-owned parastatals and the Mmnistry of Economy that had a high powered group working on ways
to 1improve the economic policy environment m Egypt  Thus during this period, the whole mstitutional
situation was studied to see how to regroup and carry out the overall goals of the Project FEI leadership
still uses the information base prepared n the previous period to fill its role as advisor to the GOE on
1ssues related to reforms for improving the business climate  With the exception of mformal policy
advocacy, hittle progress was made on achieving the Project goals, despite the enormous changes that
have begun to take place m the economy with the first key privatizations and the reactivation after more
than thirty years of the Egyptian stock market

II14 PhaseIV October 1997 to Present

A new FEI Board and executive commuttee are elected New leadership 1s appomted by the GOE A new
workplan 1s developed that aims to correct the fatal flaws of the earlier plan In other words, USAID,
CIPE and FEI renew the task of building FEI as a private sector representative business association The
CIPE hires a new Chief of Party and physically moves to a location where they will not manage the
Project's employees, but rather will act as a facilitator of projects imtiated by FEI The FEI leadership
employs new staff, relocates them m the new offices away from the original FEI employees, and
restructures 1ts office The FEI's new leadership appears to be more private-sector oriented and more

amenable to a Project Management Umit (PMU) concept to parallel and eventually replacing the FEI
management core  The FEI leaders hired new staff for the PMU

Performance or Assessment of Overall Project Objectives 16



Evaluation Report USAID Cooperative Agreement # 263-0225-A-00-4083-00

There was a problem with new choice of executive director of the PMU, which was remedied, 1n the first
45 days with an apparent solid executive director who appeared to be exceptionally able to deal with
conflicts among the competmg nterests and personalities among the FEI Board of Directors One non-
FEI business association executive indicated that mitially there was the same standstill that had occurred
before the mstitutional collapse which was a lack of communication between the few that knew what
should be done and the many who did not Moreover, FEI leadership appeared to place very capable staff
n the other key professional staff positions, particularly given the dearth of professionals m Egypt that
had ever worked for a business association Still there was mitially no movement toward rectifying the
privatization law

By December 1997, the newly created PMU with entirely new staff began making progress towards
development of a strong mstitution that 1s still a GOE controlled entity All key staff positions are
eventually filled except the export promotion and marketing speciahist whose tasks are picked up by the
government relations and management mformation system specialists Each staff member begins slowly
but steadily making real accomplishments in the key Project areas government relations, public affairs,
export and marketng, economic mformation, technology transfer, vocational and management training,
and financial services A draft privatization law was developed under the new FEI leadership

In retrospect, 1t appears that FEI set up a good orgamizational structure that, when combined with good
staff and leadership on the part of FEI, have contributed greatly to the recent apparent success of the
Project This was coupled with the change in CIPE project management m Washington and m Carro, that
attached to the Project persons more knowledgeable and experienced on how a representative busmess
association works and how 1t might be expected to work m Egypt

Despite progress at the mstitutional level, there was slow progress on actual use of funding for traming
and other services Thus m an effort to spur on FEI leadership, CIPE and USAID agreed to expand the
scope of the Project to mclude support to other organizations The CIPE mstituted a monthly semmar
series and a series of workshops that was widely attended A watershed was the July 1998 Cyprus
workshop on managing business associations whose fuller implications are discussed elsewhere n this
evaluation

In March 1999, USAID notified CIPE and FEI of 1ts decision not to extend the existing CIPE
Cooperative Agreement beyond an additional 7 months through 31 December 1999 The FEI was also
notified that further cost overruns or new FEI building renovations would be shouldered within the agreed
budget under the Agreement, or from FEI's own resources At the time, CIPE was mformed thatas a
result of USAID's reduced levels for FY1999 and FY2000, all activities were bemng carefully scruttmized
m terms of their impact and evolving strategy mn Egypt

On 8 April 1999, CIPE submutted a revised workplan that USAID reviewed and approved USAID
provided incremental funding for the 7-month extension to allow FEI and CIPE to complete some
remaining activities Prior to May 1999, USAID had set aside local currency, LE 20 mallion, or $5 8
milhon, for the renovation of the existing FEI bwilding In May, FEI held 1ts first Busmess 2000
conference The FEI publicly announced its advocacy effort over the next 2 years The USAID
contmued to be concerned that FEI has not made a serious effort to address 1ts privatization

According to USAID, as 1t phases out 1ts support for FEIL 1t 1s currently reassessing 1ts support for the
private sector during the new strategy period This will allow USAID to further define 1ts future
mstitutional support to leading private sector busmess associations and mstitutions to better dwrect its
mdustries to global competitiveness and employment creation New activities mitiated under the new
strategy period will allow CIPE and other qualified firms and organizations to equally compete and
provide the needed support to achieve USAID results

n2 Performance as Measured against the End of Project Status of Major Areas of Project
Purpose

According to Amendment No 2 of 28 February 1996, pp 7-20, and wath details m the Strategic
Workplan of September 1995, FEI would work m the substantive areas discussed more fully in Section I
Some of the main activities that subsequently took place are described below and m fuller detail in the
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FEI diagnostic n Annex C The vehicle for providing the FEI services 1s 1ts Private Management Unit
(PMU) currently made up of 42 persons The Project appears to have modern accounting systems and
has monthly reporting and accounting Moreover, there are written job descriptions for all 42 employees

121 Government Relations

Under provisions of Presidential Decree 452, FEI 1s accorded the right to consult with appropriate GOE
authorities before 1ssuance of economic policies or other measures Earher, there were few reasons to
exercise this right, but with private sector now bemg asked to assume a growmg role i the country's

mdustrial development, FEI must mstitutionalize and make 1ts government relation activities more
professional

The FEI organized a government relations committee of the FEI board with representatives from all
sector chambers to meet on a regular basis to review the status of FEI's National Business Agenda,
articulate policy positions, make recommendations to the board, and serve as the voice of Egyptian
mdustry The FEI developed a government relations office within FEI to mstitutionalize its government
representational activities and provide staff support for the commuttee and programs It also publishes an
FEI National Busmess Agenda on those 1ssues that affect the industrial commurity as a whole It also
1ssued periodic white papers on selected agenda topics such as anti-dumping The FEI publicized and
organizes now an annual conference setting a national busness agenda to highlight FEI's ongoing
legislative program, report on progress made to date m mdustrial reform policies, dentify emerging
1ssues and present sector industry reports It prepares and disseminates a newsletter that regularly updates
the 14 chambers'* on the "white paper" or agenda 1ssues of FEI and the chambers It establishes a close
working relationship with the FEI Public Affaws Department to coordmate a variety of activities,
mcluding prmting and dissemination of the newsletter and developmng media relation efforts to support
specific FEl advocacy activites It established a working relationship with the FEI Economic

Information Center to obtam mformation and technical support for the preparation of position papers and
materials used i advocacy activities

The FEI has held since 31 August 1998 three roundtables dealing with labor 1ssues The first dealt with
the child labor 1ssue The purpose was to make people aware of the problem m Egypt The main vehicle
for publicizing this 1ssue was the Al Ahram weekly magazmme A second 1ssue dealt with the new GOE
procurement law and the problems of the GOE providing equal treatment to both the public and private
sectors A third roundtable dealt with meeting the conditions to achieve ISO 2000 levels of quality and a
forth roundtable dealt with trade liberalization and particularly with the patent cooperative treatment that
would greatly strengthen protection of mtellectual property rights i Egypt

More generally from December 1998 to May 1999, FEI had 36 discussion groups on 20 policy reform
topics that culmmated with the May 1999 workshop attended by over 700 and including 8 Ministers By
the time of the conference, the number of policy areas had dechned to 15 The Project dealt with
rationalizing Egypt's industrial tax structure and simplifying customs and other procedures The Project
mn addition to funding the actual May conference funded the preparation of background papers and other
mformation needed to reach and support the FEI's position on what ended up bemng FEI positions m 15

substantive areas Another white paper was developed for anti-dumpmg The document was translated
mto 5 languages

The FEI has followed up those advocacy activities with meeting with key Ministers mcluding two with
the new Mmmster of Finance and another with the new Mimuster of Communications during the time of the
evaluation Many Egyptians still are looking for GOE direction The FEI 1s now taking the lead mn
providing the mformation and recommendations for GOE m this area Additional details m this area and

how the past year performance has improved over the previous years are provided under the category 2
criterion of "Public Policy Advocacy "

" There are now 14 industrial chambers since pharmaceuticals split from chemucals to form 1ts own chamber

Soon there are expected to by 15 mdustrial chambers when computer mformation technology splits from
engineerg
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1122 Public Affas

FIE has communicating a message to a variety of audiences that 1t has attempted to mfluence This has
entailed media relations, publications and events described more fully under the category 10 criterion of
"Public Relations" m Annex C, where the past years performance 1s compared to that of the previous
year

23 Exportand Marketing

A key activity was the development of an exporters directory m which the FEI 1s gathering detailed
mformation on exports ndexed by type of product or service that can be used by overseas entrepreneurs
seeking sources for imports The FEI 1s also mvolved n providing information to 1ts members on the
mmplications of adopting fully with the World Trade Organization m which Egypt 1s a member This area
has been spht between the government relations and computer systems sections within FEIs

24 EconomicInformation

The new computerized system gathers key mformation on markets and the macroeconomuic situation
prepared elsewhere ncluding statistics from CAPMAS which 1s the main GOE office providing statistics
m Egypt Additional details on FEI's recent performance 1s provided under criteria 2 and 5 m the
diagnostic test presented in Annex C and compare the past years performance with that of the previous
year

II25 Technology Transfer

With the ammival of new personnel in the PMU, FEI for the first time has staff to work on technology
transfer and vocational and management traming The FEI dealt with technical 1ssues by working with
consultants The new staff work with other USAID programs to help industries work with the Center for
Quality Assistance and to develop an awareness of the new quality control standards including ISO 2000
The program reached industrial firms 1n the Middle East and North Afnica Specifically 1t dealt with what
would be the new changes needed to achieve an ISO 2000 and how to deal with the changes A
document dealing with the 1ssues was distributed Of the 10,000 copies, 7 thousand were distributed
Economic Magazme in Europe and 3 thousand by FEI m Egypt Copes were sent to every business
association mn the Arab World See a discussion m the next subsection that describes the related FEI
tramimng program

Details on progress m this area are provided under Criteria 3 and 5 n the diagnostic test in Annex
C with a comparison of the past years performance n these areas with those of the previous years

126 Vocational and Management Trainmg

To fully develop the above services for the business community, 1t was acknowledged that the FEI must
strengthen the staff and structure of the department's orgamzation This 1t had done very effectively, and

the effective programs mn this area appear to be ones that would be terminated or postponed with USAID
funding cuts

In relation to the quahty standards described i the previous section, FEI started a trammng program
dealing with how to attam ISO 2000 quality standards, and were able to charge those who attended The
traming ncluded how to improve product quality and system quality One hundred and thirty seven
attended the full course and each paid LE50 The FEI 1s now attempting to provide additional
competition 1n this area and hopefully through more competition will be able to lower such future trammg
costs After the semunar, according to the FEI techmical staff, those people are now m the Egyptian
mdustrial sector and comprehend at least the basics of upgrading product and system quality Moreover,
prepared handouts paid by one of the best quality consultants in Egypt were paid for by the Project

Another important area for FEI workshops was n traming industries on what was required to meet the
new environmental standards of Law 4 which 1s Egypt's new comprehensive environmental law that went
mto effect n February 1998 Since August 1999, FEI has had 5 paid workshops funded through the
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CIPE Egypt Project and the Damish funded one m which attendees did not have to pay that In this

regard, the FEI 1s concerned with the 55 vocational center n Egypt and how they can be upgraded to deal
with these environmental 1ssues

There 1s also the problem of weak skilled workers and the need to upgrade skills In this regard, FEI
prepared trainers and tramnees manuals for 5 crafts that were funded completely by CIPE This was one of
the 9 grants and totaled $120,000 One of the weak pomts for FEI 1s the need to better market 1itself
Before the actual studies were carried out, a study was conducted that atiempted to determme which
crafts were m greatest need for certification A craft Certificate Manual and Needs Assessment Report n
February 1995 had 150 attendees at the conference to discuss the findings of the study and to make
people aware of the need for certification Subsequently 5 manuals were based on the above study For
example for one of the skill, electrical mamtenance, the manuals dealt with 3 skill levels Thus 7

manuals, mcluding tramer manuals for 3 skill levels and trainee manuals for 3 skill levels, were prepared
for each of the 5 crafts

One additional but very important output of this effort was that the Project created a group of consultants
m Egypt that now know how to prepare a craft manual and a tramer and tramee manuals The key
contribution of this particular program funded by the Project was that 1t created a system Before the
project there were many vocation tramers m Egypt, but only an outdated system for trammg Thus project

created m Egypt for the first time a system with associated manuals and a cadre of experts could replicate
the system for other crafts or industries

The project had been prepared to go the next step an accreditation group m Egypt and later to establish
partnerships or working relations with similar accreditation groups in developed countries Moreover, the
FEI had prepared 1itself to follow the systems already developed and to replicate the project for possibly
100 other crafts The expected curtailment of funding of the Project will probably lead to a slow down of
this portion of FEI activities, given the absolute importance of FEI's role as an advocate of policy reform
m Egypt

The success of FEI in the above work was lighlighted when the GOE decided to pass the work onto FEI
as the manager of the Project The third phase would be to create a certification body to certify tramees

The FEI had already started negotiations with Scotland and England to set up such a working relationship
to help bring the accreditation to world standards

The above traming program 1s closely related to those of "Technology Transfer" i the previous section
For more details, see cniterion 3, "Industry Standard Setting," and criterion 5, "Association Activities "

I127 Fmancial Services

The findings here suggest comphance with the Project purposes For details see criterion 8, "Association

Fmances," for an examination of performance over the past year with that of the previous years m the FEI
diagnostic m Annex C

H28 Management Information Systems

This substantive category appears to comply with the Project purposes One of the major goals of this
FEI section was to create a computerized list of members to determme which firms were actually
registered firms m Egypt It would aid them m determming the membership base for purposes of
obtaining membershup fees In addition, FEI has developed mntemal capacity to gather data from
members to provide 1ts members and others with information for making rational busmess decisions The
FEI has just created a new web site on which data on FEI, such as a list of 1ts services and a schedule of
past and future roundtable and workshops will be available to members and others These often involve

new technologies not currently used in Egypt such as the use of "bar codes" that help firms save m such
areas as mventory and warehousing

This section would also be developing a detailed mformation base on 1ts member firms that could be used
by both public and private sector decision-makers to make more rational decisions This would be
coupled with FEI tapping mto established data banks such as those of CAPMAS, the GOE statistical unt,
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and to obtamn CDs for word trade data produced by groups such as International Trade Council (ITC)
They would also be able to access directly approximately five hundred thousand trading and industrial
companies mn Europe through Europage This allows Egyptian compames to know what companies
produce what goods

The FEI also provide semmars that were also associated with data from the computerized mformation
system One seminar provided mformation for dealing with Y2K  Another semmar dealt with electromc
commerce The FEI 1s in the process of getting sponsorships They got LE17,500 sponsorships m
addition to fees for participants

Another service being developed by FEI 1s 1ts trade and export opportunity project to help potential
mvestors or traders to determune Egyptian firms with which might be candidates for jomt venture or
subcontracting arrangements

The FEI has a modern management mformation system that 1s used tapping mto mformation sources, as
described under criterion 5, "Association Activities,” and under criterion 9, "Membership Recruitment,”
mn which all members are now on the computenized information system See Annex C for more
mformation

129 Environment

The FEI 1s providing traming and information on how 1ts members can comply with the
Environmental Law 4 that was activated in February 1998 To support improving the environment,
FEI added capability to assist member companies 1n assessing the impact of environmental
legislation, both in Egypt and abroad on their busmesses The plan establishes a new environmental
office within the newly created technical assistance office with new qualified staff hired that has
carried out the following activities

1 Conduct seminars 1n major cities to inform Egyptian mdustries about the requirements and impact
of environmental legislation, both domestic and foreign, on their busmesses and the tools and
mstruments to overcome their negative impact such as eco-efficiency, ISO 14000, eco-labeling,
recycling and demateriahization, etc ,

2 Assist member companies in locating appropriate cleaner technologies, as well as possible
funding assistance sources within the mternational and donor communities,

3 Support funding of outreach offices, with other Egyptian and international organizations, to assist
companies 1n obtaming mformation on these environmental requirements, sources of appropriate
technologies and sources of support funding, and

4 Include appropriate articles on environmental 1ssues that affect Egyptian industry mn the FEI
magazine and newsletters

I3 Institutional Development of FEI Particularly Over the Past 18 Months Has Been
Remarkable

Despite early major problems m the Project's design and management that led to its nstitutional
collapse 1n January 1997, a combined effort by CIPE, USAID and particularly FEI, through its new
leadership, turned the Project around The recovery has been particularly impressive since October
1997 when FEI's new board of directors and new chairman and deputies took over The Project was
completely reorganized As a result, over the past 18 months FEI has developed remarkably as an
instrtution that supports Egypt's private industrial firms, as reflected and described in detail m the
diagnostic, developed over the years by the US Chambers of Commerce, and recently completed by
FEI

The FEI diagnostic 1s presented in Annex C with a discussion comparing the impressive progress of
the past year with findings of the previous year The overall score of FEI, as a private business
association compared to an mternational standard for rating private sector busmess associations, rose
sharply from 119 out of a total 550 (or 21 6 percent) in September 1998 to 274 out of a total of 550
(or 49 8 percent) 1n October 1999 Ruses occurred for FEI in 9 of the 10 performance criteria
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1 Vision, Mission, Objectives Rise from 13 to 28 out of a total 50 possible ponts
2 Public Policy Advocacy Rise from 6 to 37 out of a total 50 possible pomts
3 Industry Standard Setting Rise from 0 to 20 out of a total 50 possible points
4 Employees Rase from 33 to 44 out of a total 50 possible pomnts
S Activities Riuse from 4 to 23 out of a total 50 possible pomnts
6 Infrastructure Rise from 9 to 26 out of a total 50 possible points
7 Governance Rise from 21 to 22 out of a total 50 possible points
8 Finances Ruse from 23 to 43 out of a total 50 possible points
9 Membership Recruitment Steady at 5 out of a total 50 possible pomnts

10 Public Relations Rise from 5 to 26 out of a total 50 possible points

Since the diagnostic was completed, there has been a major attempt by the FEI Board of Directors to
raise memberships m the only performance area mn the diagnostic that remamed steady The FEI
Board's recently acted to expand membership by permutting the mclusion of affiliated companies such
as banks, msurance companies, and other firms that provide goods and services to member firms

They also are now admitting private sector business associations as members See Annex D for the
recent announcement that promotes new types of members

As a result FEI generally achieved or 1s achieving 1ts most important goals and as described below

appears to be providing major economic, social and political payoffs to Egyptians and Americans
alike

With regard to the MOU of 10 December 1997, n the area of orgamization, the FEI created a separate
project unit within 1ts organization, the PMU, to manage the workplan activities and related financial
matters The FEI established and follow now clear lmes of authority and responsibility within the PMU
The structure of the PMU 1s delineated mn a chart presented in this MOU The Executive Director
oversees the PMU, assumes responsibility for all staffing, contracting, program and financial

management, and compliance with all contractual obligations The Executive Director reports directly to
the FEI Chairman or Deputy Chairman and the Board of Directors

In the area of program management, implementation of FEI's strategic workplan has been carried out
through a series of program contracts developed along departmental hnes such as public affars,
technology transfer, export and marketing services, government relations, economic mformation and
environment programs These are carried out by the relevant umts within the PMU The program
contracts are negotiated and executed between CIPE and FEI Nme contracts were originally envisioned
government relations, public affairs & chambers relations, export and marketing, economic mformation,
technology transfer, human resources and traimng, environment programs, and management systems

In the area of staffing, human resource development and technical assistance, FEI identifies, mterviews
and hwres qualified ndividuals for the PMU The CIPE 1s responsible for CIPE/FEI Project-funded
tramnimng of the PMU staff in modern business association management and providing an ongoing series of
seminars and other activities to develop the staff To msure effective programs to meet FEI needs m a
timely fashion, CIPE discussed and sought the endorsement of the PMU Executive Director on the
trammg programs that 1t delivered to FEI Both CIPE and FEI have been jomntly responsible for msuring
that other skills tramnmg needs are 1dentified and met To assist, CIPE arranges for 2 Human Resources
Contractor to 1dentify current FEI staff capabilities, ascertamn ther transferability to the PMU, and 1identify

areas m which the FEI could develop future retraming programs to mtegrate current FEI personnel mto
the PMU

CIPE has provided TA to the PMU as requested by the PMU Executive Director or according to
proposals presented by CIPE and approved by the Executive Director The Scope of TA and the experts

provided by CIPE must be responsive to FEI needs and should therefore be jomntly developed and agreed
to

In the area of financial management, CIPE has overall fiduciary responsibility to USAID for management
of the funds under its cooperative agreement The PMU was responsible for effectively managmg
subcontracted Project funds This mcluded payment of PMU staff salaries and other expenses approved
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and mcorporated mnto the budgets of the FEI contractual arrangement with CIPE  The FEI’s PMU
mamntains a separate bank account and accounting system for these Project funds The PMU established
and apparently follows the financial management accounting procedures agreed to in the new PMU
Policy and Procedures Manual

With regard to the preparation for execution of program contracts, the FEI has formalized financial
structures and systems within the PMU mcluding procurement, accounting, wage scales, financial
authorities and hinng additional staff, as documented in a FEI Policies and Procedures manual The
CIPE, n turn, completes assessment of the PMU's financial and accounting capabilities, msures that the
PMU 1s fully equipped with computers, faxes and photocopiers to begin work immediately after the FEI
and CIPE execute the program contracts, and comrmssion annual audits of the USAID-funded activities
contracted by CIPE to the FEI if necessary to msure comphance with the terms and conditions of the
program contracts

In implementng the program contracts, the FEI subrmts documentation supporting commitments,
expenditures and actions taken under the program contracts pursuant to the requirements of each program
contract, and CIPE reviews documentation submitted by the FEI and verifies that the FEI 1s i full
compliance with all contract requirements The CIPE does not disburse funds to FEI unless FEI 1s n full
compliance with all contract requirements

o4 Project Support for Sector Chambers and Private Busiess Associations

The project has provided management tramning for a varniety of business associations covering a vanety of
areas The participants mterviewed universally expressed favor with the services whose recipients and
service descriptions are provided next

141 Management Trammng

In summer 1998, CIPE held a weeklong semmar m Cyprus, followed by two week long semmars m
Hurgada in which the Cyprus seminar was repeated, and a second "advanced" semmar built on the mitial
semmar They aimed at providing management tramning for business associations, mcluding FEI, which
covered

Association training focussing on

¢ Role of Business Associations mn a Democratic Society
¢ Delivering Needed Services to Members
o Need for Professional Staff

Advocacy traming focusing on

Use of Commttees to Develop an Advocacy Agenda
Conducting a Stakeholder Analyses

Designing a Media Campaign

Meeting with Legislators and Other Opinion leaders

Governance traming focusing on

Use of Comrmnittees to Increase Member Interest in 2 Business Association

The Division of Responsibilities between Professional Staff and Board of Directors
Building Consensus with Members on Policy Issues

Design and Use of Momitoring Systems for Professional Staff

Need for Outside Audits

Management Systems

Seminar leaders included leading business association tramers from the US and the Confederation of
Indian Industries Attendees were encouraged to submut sub-grant proposals to CIPE from which CIPE
would fund approximately $250,000 of proposals Proposals were to be screened to select those which
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would likely lead to business associations becommng more mdependent and/or effective associations
Strengthening some of these busmess association would be m support of USAID's Strategic Objective
One's Intermediate Result 1 3 3 which supports mereased private participation m policy dialogue

This trainmg was further developed in a second management tramning course held n Hurgada

The followng busmess associations, FEI mdustry chambers and related groups have received

management traming in the above programs for association management trammg and other types of
traming

Federation of Egyptian Industries
Chamber of Cinema Industry

Chamber of Food Industries

Economic Reporters Busmess Association
Horticultural Exports Improvement Association
Egyptian Busmess Women Associations
USAID

Chamber of Woodworking Indusiries
Chamber of Leather Tanning Industries
Chamber of Printing Industries
Chamber of Textile Industries

Chamber of Leather Industries

Egypt's Social Fund for Development
Egyptian Center for Economic Studies
American Chamber of Commerce
Egyptian Businessmen Association
Egyptian Dairy Association

10th of Ramadan Business Association
Milk Producers Association

Federated Chambers of Tourism
Chamber of Cereals Industry

Egyptian Seed Association

Egyptian Travel Agents Association
Assmt Investors’ Association

Sadat Investors’ Association

1142 Monthly Seminars

In addrtion CIPE has put on a series of monthly semiars covering substantive topics such as

Non-dues Income for Busmess Associations

Stakeholders Analysis

Role of Busmess Associations m Promoting Exports and International Trade
Membership Development for Business Associations

Strategic Planming and Programs of Work

Public Policy Advocacy and the Role of Business Associations

Role of Busimess Associations m Democratic Societies

Marketing for Busmess Associations

M43 Grants to Industrnal Chambers and Private Business Associations

According to CIPE staff, during spring 1998 when there was still a lull m FEI activities, CIPE with the
concurrence of USAID, m an effort to spur on FEI activities, decided to open up the Project funds to
other private sector busmess associations and industry chambers with good project proposals According
to CIPE staff, this new direction aimed at pomting out to FEI leadership that 1f they didn't start activities
using the Project fund for therr own mitiatives, the funds would be redirected toward other competing
groups
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This decision by CIPE and USAID appears to have been very successful Over the past two years, CIPE
has awarded 11 grants to FEI, its constituent chambers and a few other business associations Those
orgamizations mclude the Chamber of Leather Industries, the Chamber of Food Industries, the Chamber
of Cereals Industries, the Chamber of Prinfing, Binding and Paper Products, the Egyptian
Busmesswomen Association, the Egyptian Seed Association, the Egyptian Textile Manufacturers
Federation and the Horticultural Export Improvement Association (funds were never disbursed)

Interviews with four of the business associations and chambers mdicated that the funding appeared to
address some of theirr important special concerns For example, the Seed Association was able to double
therr membership mn less than 9 months The Printing Chamber was able to make the GOE aware that
subsidizing their public sector competitors undermined the private sector's profitability and thus growth
The Leather Chamber was able to bramnstorm ways of raising the quality of locally produced hides m an
effort to lower costs, raise competitiveness and reverse the recent trend of declining exports The new
directions also allowed representatives of these busmess associations and chambers, and other such as
representatives of the Dairy Producers, to participate i the traming programs and monthly seminars that
were bemng conducted through the Project by CIPE

While the onigmal cooperative agreement allowed financial support for the mmdividual chambers that are
affiliated to the FEI, m fact little funding was directed toward the mdividual chambers It appears, from
discussions with FEI board members, that the decision to open up to other associations did m fact
encourage much of the positive mstitutional changes that occurred over the past 18 months that have been
discussed n this evaluation For example, see the FEI diagnostic m Annex C

Findings on the specific grants for two private sector busmess associations, the Egyptian Busmess
Women Association and the Seed Association, and two of the industrial chambers, leather and printing,
that recerved grants are summarized next

H431 Leather

The leather chamber 1s one of 14 chambers affiliated with the FEI This chamber received a $60,000
grant m September 98 that funded three seminars and some upgrading of supplies and equipment,
including computers, for carrymg out chamber activiies This chamber appeared to be running very
effectively, m contrast to others Most of the funding went to underwrite three semmars The first
seminar provided technical traming that was tied to an on-gomg traming program funded and run by the
German aid agency (GTZ) It dealt with techmical 1ssues for leather workers attempting to cut costs For
example, 1t provided training on the use of computerized pattern cutters that can reduce costs of raw
materials by better usage of available leather hides

A second semmar dealt with market 1ssues, mostly m the domestic area The semmar addressed specific
problems for leather such as their big problem of no wholesalers because the former GOE tax structure
essentially removed wholesalers The problem 1s how the mdustry could remntroduce wholesalers, or their
equivalent, after the law was rescnded Thus the seminar aimed to get people mn the mdustry to sit down
together and bramstorm on how to recreate distribution channels and to find solutions for getting profit
margins to levels that will attract wholesalers back to the industry The seminar came up with a variety of
practical 1deas, such as having factories work together to supply marketing that a single factory could not

The chamber 1s now domng a pilot to see 1f 1t works and the feasibility of replicatng 1t  Another
suggestion that came out of the semmar was to have local exhibition Subsequently, the chamber has had
two shows They learned substantially from the mustakes m the first show The second extubition was
more of a success with the Mimnster attending The second one attracted many traders including those
from such diverse regions as Assuit and Tanta

A third 2-day semmar dealt with Egyptian procedures for exporting leather goods This seminar dealt
with Egyptian leather exports, which are decreasing in value every year The members of the sermnar
formed four subgroups dealing with various key 1ssues and bramstormed in an effort to deal with the
problem They mvited the Ministers of Trade and Industry, who did not attend but sent representatives to
the sermnar This semunar according to the executive director was very successful and dealt with such
1ssues as management, trammg, and producing cost analyses There were over 150 attendees A
committee was formed to examine GOE regulatory and economuc policies that are egregiously curtailing

Performance or Assessment of Overall Project Objectives 25



Evaluation Report USAID Cooperative Agreement # 263-0225-A-00-4083-00

leather exports from Egypt One common problem 1s that there 1s a lot of waste, particularly with regard
to hides from Egypt Many of the cattle are treated as 1f they were only used for meat, and their hides are
often damaged Part of the problem 1s that slaughterhouses are GOE operations, and their managers are
not very price sensitive Much of the problem 1s makmg those who raise cattle aware that they are
scarring the hides and thus obtaining lower economic yields on the hides

There 1s currently a GOE effort to move tanners to Badr City, which 1s about 30 kilometers from Cairo on
the way to Suez It 1s felt by the GOE that the move will deal with the problems But members of the
leather association think this will not be the case Also, Italian consultants are studymg the situation
Egyptians consider Italians to be the best experts on producing leather goods Informal sector firms who
are not registered and thus not legal entities m this industry m Egypt dommate this sector The costs

associated with mandatory membership are among the many regulatory costs that are preventing many
firms from becoming legal by registering

432 Printing

This chamber received a grant to put on a big conference to discuss the problems facing Egypt's private
sector printing industry Three hundred attended the conference The purpose of the conference was to
point out clearly to the GOE that their subsidies for GOE printing parastatals, like Al Abram, that
compete directly with the private sector, were undercutting the growth and development of the private
sector prmting mdustry This "crowding out” of the private sector by the public sector 1s one of the most
mhibiting factors to private sector profitability and growth m printing and n other sectors Members of
the Printing Chamber tried to convey to the GOE that subsidies such as free rent or use of land or special
tax considerations give their public sector counterparts an unfair advantage The Mmusters of Finance,
Industry and Labor, or their representatives, attended the conference The member firms advocated that
m lieu of dropping subsidies to their public sector competitors, that the GOE consider reducing the heavy
and ad hoc tax system, including stamp fees that plagues printing and other private sector firms The
members have not yet recerved a positive response from the GOE Ths 1s an area where this chamber

will seek the broader support of FEI for making progress on this 1ssue that faces other sectors besides
printing

11433 Egyptian Women Business Association

The approximately 2-year old Egyptian Busmess Women Association (EBWA) represents
approximately 150 businesswomen Their leadership indicated that the Project 1s their most important
resource at this critical early pomt m their association's development They are the only women's
business association 1n Cairo with dedicated office space and dedicated staff for association activities
The executive director pointed out specific Project publications are helping their member firms raise
exports They also indicate that traming 1s helping therr firms become more competitive and their
business association to be more effective as a private sector lobby and as a better service provider to
therr members Moreover, they pomt out that the tramnmg sessions allow them to mix with FEI
members The synergy of meeting with different groups enables the EBWA to support newly formed
women's business associations i 14 Egyptian governorates and to play a critical role as a founding

member m a new federation currently being formed with busmess women associations mn the other
Arab countnies

The EBWA leadership mdicated that because of the great job that FEI 1s now doing, particularly as an
advocate of policy reform, they mtend to jom FEI as a dues-payng associate member In contrast to
the Egyptian Chambers of Commerce, they are comfortable with the FEI in part because there are at
least a few women holding positions on the boards of directors of individual chambers, 1f not on the
board of directors of FEI itself The FEI, with 1ts overlapping leadership and through US-funded CIPE
tramnmng n managmg developing business associations, 1s at least indirectly supporting the high-
profile politically sensitive positive transformation, or as some Egyptian say "revolution," currently
takmg place in Egypt's Chambers of Commerce These new changes that are expected to be
mcorporated m the new by-laws would lower the percentage of appomted leaders and for the first

time mn Egypt's history allow women to be members 1n the boards of directors of Egyptian Chambers
of Commerce that number an estimated 3 million members
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D434 Seed Association

This busmess association received a grant of $65,000 to help the association mcrease 1ts members and to
help with strengthening 1ts offices through equipment mcluding computers A series of workshops have
been held and simce March and with the help of the Project therr busmess association has grown from
about 60 members to 123 members They have two types of members who pay an mitial fee, equivalent
to a year m membership fees, and annual membership fees Full members pay LE1,500 and affiliates pay
LE300 They closely follow the agricultural laws, and mn particular have been supportive of 1ts
Intellectual Right Projection provisions which are critical for participating in the World Trade
Organization (WTO) and thus trade They are also working closely with other new specialty associations
like the Egyptian Horticulture Exporters Association The executive director said that members have
participated mn the monthly seminars, and plan to participate n the next trammg session for managmng
private sector busmess associations Because of their work as policy reform advocates and as a provider
of mformation and traming, therr staff indicated nterest mn jomning FEI as an affiliate

II5 The GOE Contimues to Play the Maimn Role 1n Econonmuc Transition

The GOE has been and continues to be, the leader m bringmng about Egypt's remarkable economic
transformation as evidenced by the May 1999 conference and the subsequent follow up discussions
between FEI members and the Cabmet mmsters That also mcludes 1its transformation of FEI from a
socialist white elephant to a smoother operating industrial association, which 1s mereasmgly acting like a
private sector association One FEI government appomted leader, who 1s also a top private-sector
busmessman, pomnted out that a continumng disappomtment within FEI 1s 1ts failure to legally change FEI
mto a private sector organization He also indicated that m fact all the key policy reforms and other FEI
benefits are now clearly "private sector" and not "public sector "

The GOE, appropnately sensitized by social and political considerations, has adroitly undertaken hard
decisions to transform 1ts economy mto one that 1s efficzent and market driven — one that few would have
expected a few years ago The adeptness of the GOE 1s brmging about changes that improve the lives of
most 1f not all Egyptians Moreover, the GOE has been skillful at brmgmg about this transformation
without the destructive turmoil that has taken place elsewhere and that could have halted privatization and
created an emergency situation, which would have increased costs to Egyptians and donors alike

II6 Reform Agenda Strensthening FEI As Intesrated with Privatization. Finance, Tax, Trade
and Other Reforms and Institutional Improvements

The broad ranging economuc reforms, as reported m IBTCI quarterly reviews, have worked
systematically and steadily to transform Egypt's former mward-oriented, GOE-controlled economy mto
one that 1s market driven and more export oriented The reforms to date have substantially reduced the
size and role of the GOE m the economy, while increasmg the private sector’s role Through
privatization of non-financial enterprises, privatization of the banking system, privatization of mnsurance
and other financial activities, and privatization of infrastructure and public utilities, and m the case of this
Project the attempts to privatize busimess associations, the GOE has slowly and carefully reduced the
extent to which 1t controls the economy The strengthening and future privatization of FEI has been and
1s expected to continue bemng a major factor m the successful transformation of an economy from public
to private sector resource allocation

The transformation of FEI 1s a key 1llustration that the GOE privatization program has not taken place n a
haphazard way, as 1t has m some other emerging markets, and has been done m a manner that msures
economic and political stability Great effort, for example, has been taken to set up an approprnate legal
and mstitutional environment for privatization, and agamn FEI has taken a leadership position m this area
This was evidenced by Mohamed Farid Khamus', the FEI Chairman at that time, elected role as leader
among Egypt’s seven major private business associations in 1994 that was the first major session n
which Egypt's private sector helped 1dentify and prioritize investment constramts for a World Bank
Conference mvolving government decision makers, donors and busmess leaders The focus was on
reducing the GOE’s share mn the economy by a means of legal and mstitutional reforms
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A further example of FEI's role m privatizmng the economy was Mohamed Farid Khamus' far-sighted
leadership 1s de-monopolizing and privatizing the port and awport facilities, which are cntical for Egypt's
to successfully take full advantage of the World Trade Orgamzation of which 1t 1s a member Mohamed
Fahrid Khamus, representing FEI, met with donors as a representative of Egyptian mdustry For example,
he mvited the US Ambassador to his home and argued that the de-monopolization of the ports, as well as
the airports, should be mcluded as key policy reforms on the USAID $200 million a year Sector Policy
Reform (SPR) program He mdicated that the Egyptian ndustrial firms, as represented by FEI, would
support these policy reforms This was a continuation of FEI advocacy of such reforms m the 1994
World Bank conference and was subsequently mtroduced m the mitial draft busmess agenda that was
widely circulated to groups as the Presidents Council The results have been striking as exemplified by
the passage of Law 22/1998 that allows concessions to be granted to domestic and foreign mvestors for
the establishment of general or specified ports or platforms mn existing ports, which has opened the
infrastructure to development by the private mvestors Moreover, substantial improvements and
mstitutional reforms have been mstituted to continue strengthening the market as an alternative to the
state allocation of resources This 18 documented 1n the IBTCI Quarterly Review for Fourth Quarter

1998 Simular, areas for private sector provision of awrports has also taken place recently, as documented
in the IBTCI Quarterly Review for First Quarter 1999

The IMF states that privatizing 1ts seven remaming state-owned jomnt venture banks and one of 1ts Big
Four commercial banks would reduce the public sector's role m industrial sector activity by about 25
percentage ponts, from 38 percent to 13 percent This 1s an enormous improvement in the more efficient
role of the private sector m the mdustnal sector, which over a decade ago was heavily dominated by the
state The speed of progress 1s m large part due to the leadership role of FEI m fully and effectively
supporting the GOE's leadership n this policy and mstitutional reform area

Moreover, tax reforms and decreased subsidies to former state-owned enterprises and other reforms allow
the GOE to increase expenditures for productive social programs, such as potable water, education and
health, while helpmg 1ts budget deficit to decline to less than one percent of GDP This has also
coniributed to mflation droppmg below levels of five percent per annum, which m turn further acts to
stabilize the macro-economy In addition to lowermg the budget deficit, improvements m tax collections

have permitted a reduction of tariff barriers and the privatization or de-monopolization of mefficient GOE
marifime port services

m7 Major Expected Economic and Social Benefits of this Project

The economic 1mpact of the Project purposes laid out earher led to benefits to Egypt that appear to far
exceed the total $10 mullion n Project funding expended over the past 5 years In terms of expected
economic rates of return on mvestment, this project, by making FEI a successful advocate of good
economic policies, has the potential of bemg a very successful project with rates of return that are
probably substantially above those elsewhere m the Egyptian economy However, just as the Project 1s

finally moving forward and 1s at a critical part m its transition, USAID has cut funding for the Project that
was expected to reach nearly $14 milhion

The establishment of a modem business association as an advocate to the private sector provides a
powerful tool to support the reforms m the private sector including support for a functioning stock
market The shift of former GOE-owned enterprises to the private sector had a sigmficant impact on
improving economic efficiency n the privatized firms, the remaming state-owned firms, and the macro-
economy The IBTCI quarterly reviews and Special Studies’ reports suggest that these new
developments raised the efficient allocation of Egypt's scarce resources Additionally, they atfracted new
foreign mvestments, dimimished high and mflationary budget deficits brought about by financing

unproductive state enterprises, and began changing the general public's vision of where the Egyptian
economy and society were heading

These benefits are continuing to accrue to Egypt as more and more foreign mvestors engage themselves
m new productive mitiatives The stock market's remarkable performance, given that 1t was only
recreated in 1996, has been a magnet n attracting substantial private sector mvestment to Egypt Its
success also had enormous spillover effects in encouraging the GOE over the past few years to begmn
privatizing strategic sectors, ones that had been considered off limts to domestic and foreign mvestors
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The economic benefit of encouraging private sector participation m the development of public
mfrastructure and public utilities provides additional economic gamns to Egyptians Moreover, the
privatization of basic mfrastructure and utilities has enormous social 1mphcations for expanding basic
human services, mcluding communications, transport, potable water, education and health, to all
Egyptians — not just to the ich  Thus can occur directly through such techmques as Build, Own, Operate
and Transfer (BOOT) operations, which can provide services such as potable water to segments of the
population that might not ordnanly receive them, especially 1f the GOE had to rely on 1ts own scare
resources It also provides additional social services through a reduction of the budget deficit brought
about by reduced spending on mefficient GOE-owned enterprises

Thus, over the last two years of this Project, if 1t continues after USAID funding 1s cut off, has huge
expected social and economic rates of return through the enormous benefit stream accrumg to Egyptians
over the past five years These rates of return apply to mternational mvestors, who are ncreasingly
mvesting m Egypt where they see an mncreasing return relative to risk  Further success also permuts
USAID to curtail 1ts foreign aid to Egypt, which indwectly provides additional gams to US taxpayers
Over time, this Project appears to have been part of a complex series of factors that have or will have
encouraged higher economic growth, more exports, additional ligher paying jobs, ligher tax revenues,
and more funds available for productive educational and health programs Moreover, there are great
political gams with the stability associated with remarkable macro-economuc transformation of this
country with a population exceeding 62 million and geographucally situated m one of the most politically
and economically important regions of the world

Another major benefit of the Project has been its ability to leverage USAID funds by encouraging
substantial additional TA by the European Union, Canada, Germany and other mdividual European
countries
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I

LESSONS LEARNED, CONCLUSIONS AND RECOMMENDATIONS

TIII1 Lessons Learned and Conclusions

The followmng lessons leamned are based on experiences that appear to have had positive economic
payoffs or whose appropnate consideration could have mcreased the Project's effectiveness

III 11 Lessons Learned Relating to the Government of Egypt

A poor busmess climate and lack of information by Egypt's private sector can undermumne the
private sector’s efficiency and competitiveness 1n global and regional markets Members of FEI
pomnted out that they supported FEI because of 1ts advocacy role for policy reform and as a provider
of information, services and tramng This attests to the importance of mmproving the business
climate and providing information by all classes of busmesses The partnership between GOE and
private sector appears to have been very effective at bringmg about the types of change needed to
revitalize a socialist economy mto one that relies more heavily on the private sector and markets

Sohid collaboration between the GOE, private sector business assoctations and the donors can
have enormous benefits, particularly mn the areas of improving the busmess environment This
has been seen in Egypt over the past 5 years of the project beginning with the October 1994 mitial
formal meeting in which Egypt’s 7 largest busmess associations formally described to the GOE what
was needed to stimulate new private sector mvestment This process continues at present with
contmued meetings between FEI members and the new munisters The economic payoffs are seen
clearly m Egypt’s rapidly improving economic mndicators mcluding the overall economic growth rate

Avoud placing both high paid workers paid by a donor-funded project too close to low paid
workers already working at GOE rates This was done 1 the first part of the Project and
created tensions that were a major contributor to the Project’s collapse m January 1997

II1 1 2 Lessons Learned Relating to the Private Sector

Private sector development 1s led by a combination of social, political and economic factors

The basic problem of privatization of FEI 1s that the Project 1s intertwmed with competing efforts and
changing priorities of the GOE and Egypt's private sector The FEI leadership m fact appears to have
had the flexibility to keep up with the movements of the GOE and by windows of opportunity, which
m tumn are motivated by a combination of social, political and economic factors It 1s dafficult to keep
tabs on how these dynarmuc factors can abruptly change over time Consequently, USAID and CIPE
need to monitor both economic and non-economic factors and maintain a close relationship with
GOE decision-makers They need to keep good lmes of communication open The Project should
keep m mind the overndmg goal of supporting private sector development and thus be flexible
enough to respond m a timely fashion to facilitate the new openings mn the privatization process
mcludmg that for busmess associations The private sector appears to be fully mn favor of
"privatization" without mandatory membership but feels that it should not be pressured mto
privatizing prematurely Moreover, the leadership now has a different tone than the leadership at the
begmning of the Project The pressure to privatize and the decision to cut back funding before the
expected funding level was reached 1s difficult for the FEI members to understand, particularly given
that the project 1s transitioning so well As pomted out over the past year, there has been a
continuous change mn priorities or windows of opportunities, as related to the privatization transition
within the Egyptian Chambers of Commerce See the Al Ahram article n Annex E

OI13 Lessons Learned Relating to USAID

USAID should have msisted that project management had staff experienced i working with
representational associations and m developmg countries Much of the early FEI problems
stemmed from lack of expenience n working with developing countries For example, putting
workers with vastly different wages together was courting for problems m an environment as political
as FEI  Fortunately, FEI brought managenal or technical staff with the skills needed for therr
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particular jobs and put the resuling PMU m a separate location Moreover, FEI leadership appeared
to match the new PMU staff by aligning therr skalls with their respective jobs Thus, the early part of
the Project was characterized by a lack of cultural sensitivity and weak mtercultural relations This
was corrected two years ago when high and low paid workers were not put together, and the
Egyptians themselves took over the leadership and management of the professional staff

e USAID needs to contmue to recognize that the private sector 1s the Project's primary chient
Correction of this deficiency requires a much more flexible approach The Private Sector approached
the entire Project counting on the expected $13 8 mullion It planned along those lmes

e An mferior project design can undermine the program's effectiveness, if management does
not effectively and i a timely manner deal with the weaknesses There were a number of
general lessons learned on the design, some of which have been discussed earlier Any future TA
assistance to strengthen Egypt's proposed private sector business associations project should
consider the followmng 1) Be clear on what 1t takes to do the job, 2) Be clear on how to do the
job, 3) Base the project on a clear concept, at least to USAID, as to how support can be

accomplished, 4) Base the project on clear priorities, 5) Set up to satisfy both the GOE and the
USAID mterests

e USAID should attempt to staff a project with someone with actual experience working with
busmness associations There seems to be confusion and little understanding among USAID staff
as to what the functions of a busmess association are It would be useful to have staff managers
with actual business association experience mn order to avoid among other things the poor start of

this project, and that realized after the project took off that this was a project with high economic
payoffs

Developing support for mdusiral firms by policy advocacy and provision of umportant
business services 1s long and costly with frequent delays, unforeseen complexities and hidden
social or pohtical issues that require resolution before a successful transaction can occur
Flexibility and the evolutionary nature of development projects requires the continuous reassessment
of goals, objectives, and deliverables and the willingness on the part of project management to look
beyond predetermined objectives for possible positive project impacts not origmally envisioned For

example, CIPE, USAID and FEI leadership was particularly adept at completely restructuring the
project when 1t collapsed

II114 Lessons Learned Relating to CIPE

o It 1s critical for the TA provider to determune early m the process the major mstitutional

impediments Failure to identify that problem suggests at best mapproprate personnel working on
these key decision making constramnts In this Project, CIPE project management should have had
substantive knowledge of business associations and substantive knowledge of Egypt to avoid the
problems mcurred with the Project’s design  Moreover, CIPE should have 1dentified other applicable

orgamzational designs such as those used by the GOE's Public Enterprise Office and Minstry of
Economy

e Management 1n Egypt should be very experienced and located mm Egypt, not Washington
The project unfortunately needed more experienced managers in Egypt that could have
recognized the problems and adjusted the Project earlier The problem was solved m 1997

e Don’t remmvent the wheel The CIPE should have spent more time imtially checking out how
other projects with similar characteristics were run in Egypt, and avoided the major problems that
could have been avoided While this was the first project of 1its kind, some of the design flaws
could have been avoided by examming other projects with similar characteristics such as that of

the Private Enterprise Office, which introduced a QUANGO and could have contributed to the
plan of this Project
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III 15 Lessons Learned Relating to FEI

o FEI should not have agreed to privatize FEI and have voluntary membership if it was
politically impossible This has been a flaw that has tended to undermine the effectiveness of the
business association

e In the mtial stages the Project should have focused sooner on the process of the mstitution
buillding Agam, the Project was imtially a one-man show with a focus on the policies and not much
on mstitution bwlding In addition, CIPE prepared the documents and the FEI Chairman reviewed
and then supported the policies though his interpersonal connections rather than by group consensus
or majority vote This created enormous problems with developing a sustainable mstitutions

IV16 Conclusions Project's Expected Economic Payoff In Large Part Is at Jeopardy With the
Earher Than Expected Cutoff in USAID Fundng

¢ Mamn Conclusion At the turn of the millentum, the United States Agency for Intemational
Development (USAID) / Center for International Private Enterpnise (CIPE) - Egypt Project 1s
facilitating rapid institutional improvement of the very important, but still transitional, Federation
of Egyptian Industries (FEI) that increasingly provides substantial mutual economic, political and
social benefits for the United States, Egypt and the Middle East

o The FEI 1s the single major representative of industry in Egypt and has a history of
collaborating with the US 1 policy reforms that are mmproving business conditions
mcluding those of US firms The FEI with approxmmately 15 thousand members 1s the major
representative of all Egyptian industry and 1ts 14, soon to be 15, chambers provide m varying
degrees a similar role at the sector level The strong and mcreasingly important advisory role of
FEI with the GOE 1s expected to increase i light of the strong economic orientation of the new
Prime Minister and his Cabinet Moreover, the FEI now has a strong relationship with the US
that has been built up over the past 5 years of the CIPE Project The FEI 1s now one of the most
effective lobbies for positive private-sector reforms and thus 1s a strong supporter of the US
strategic plan for Egypt For example, FEI leadership worked closely with the US through 1ts
$200 mullion a year Sector Policy Reform (SPR) program to de-monopolize and privatize
maritime port services and the awrports The privatization of services at new port facilities
according to the FEI Board Chairman has already led to cost reductions of $300 per contamer
These cost savings are expected to ncrease the global and regional competitiveness of Egyptian-
based firms, ncluding those owned by Americans Those savings per contamer are expected to
rise with the further de-monopolization and privatization of the port facilities bemg supported by
FEI The FEI now feels 1t 1s a partner with the US in accomplishing these types of key reforms
that are rapidly changing the face of Egypt

s The FEI now 1s rapidly undergoing positive mstitutional change and has 1n place a generally
excellent, professional and dedicated staff that provides extremely valuable services
mcluding those of mterest to US taxpayers such as improving the busimmess chimate and
mmproving the environment These important services mclude 1) lobbymng for policy reforms,
2) trammng staffs of private sector business associations, 3) supporting efforts m marketing and
exporting, and 4) strengthening management skills The FEI also has a new ongoing program
developing shalls accreditation in conjunction with partnerships with developed country
counterparts, and an economic and commercial computerized information gathering system to
replace the outmoded GOE one The FEI also has an effective program to help therr members
comply with Environmental Law 4/1998 that became effective in February 1998

e The FEI also provides substantial services to smaller and medium size businesses including
those owned and operated by women For example, the leadership of the approximately 2-year
old Egyptian Busmess Women Association (EBWA) that represents approximately 150
businesswomen indicated that FEI 1s therr most important resource at this critical early point in
their association's development They are the only women's business association in Carro with
space and staff dedicated to the busmess association They pomt out specific FEI publications
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that are helping them enhance exports by theirr member firms They also indicate that FEI traming
1s helpmg therr firms become more competitive and their business association to be more effective
as a pnivate sector lobby and as a better service provider to theirr members Moreover, this FEI
support 1s enabling the EBWA to support newly formed women's busimess associations n 14
Egyptian governorates and to play a critical role as a founding member m a new federation
currently bemng formed with business women associations m the other Arab countries The
EBWA leadership mdicated that because of the great job that FEI 1s now doing, they mntend to
jomn FEI as a dues-paying associate member when 1t 1s formally allowed The FEI, through its
overlapping leadership and through tramming on developing busmess associations, 1s at least
indirectly supporting the high profile, politically sensitive, positive transformation, or as some
Egyptian say "revolution,” currently taking place in Egypt's Chambers of Commerce These new
changes that are expected to be mcorporated m the new by-laws would lower the percentage of
appomted leaders and for the first time i Egypt's history allow women to be members i the
Egyptian Chambers of Commerce, which now has an estimated 3 million members

e The FEI 1s taking full advantage of the economic orientation of the new Prime Mumster and
Cabnet to push for an acceleration of economic policy reforms that will improve the overall
business chmate and 1n particular make 1t easier for new US immvestments and for existing
US busmesses More generally, the FEI conference last May that unveiled its FEI national
business agenda was attended and applauded by over 700 attendees, many who has actively
worked on parts of the agenda 1 groups that often totaled more than a hundred business persons
Eight key Egyptian ministers dealing with economic and commercial matters attended session
dealing with their areas The FEI 1s actively followmng up this reform agenda For example,
during the past week, almost 100 FEI members met with the new Mmnister of Finance to argue for
specific key reforms and rationalization of Egypt's industrial tax law Approximately 60 members
met with the new Mmister of Communications to free up access and centralize economic and
busmess information for all FEI members, including US companies They are also lobbying for
upgrading computer trammg and services, and in adopting protection of Intellectual Property
Rights, whose law 1s expected to be passed during First Half 2000 Speeding up the passage of
reforms, for example, on labor alone would more than justify the approximately $10 million spent
on this Project over the past 5 years If the Project stops on 31 December 1999, total funding will
be below the $13 million expected amount on which FEI leadership based their plans and which
they felt would provide a safety net for this critically sensitive transition period while FEI was
becoming a truly representative private-sector business association

e Moreover, USAID funding would be transitional as FEI 1s rapidly moving toward and soon
expects to be self-sustammmg The new USAID funded FEI building, a source of pride and
affection for the US, 1s expected to be finished mn October 2000 and would generate substantial
mcreased revenues from office space and other facility rentals In addition, as pointed out earlier,
membership 1s increasing mn number and membership fees are increasing m amount for all size
categories, with the largest 150 to 200 member firms ncreasing their current annual fees from a
range of LE2,000 to LE3,000, depending on the industrial chamber, to a umiform LE10,000, and
the smallest member firms membership fees are nsing from LE50 to LE 200 Moreover the 3,000
to 5,000 new factories under construction will also be substantially enhancing the membership
base Another source of increased revenues 1s expected to be the training sessions that are viewed
by members and their affiliates and other business associations as extremely valuable Fees for

these sessions are expected to rise  All of this 1s expected to soon make FEI financially
sustamable

e  While FEI has not yet been privatized, 1t certamnly acts ike a private sector busimess
association and provides key services similar to a private sector business association The
Chairman of the Board expects FEI to be privatized by June 2000 Its new law to privatize
has been drafted and reviewed and the highly effective Chairman of the Board expects 1t to be
passed during First Half 2000 A major reason that FEI was not privatized over the past year has
been because of the FEI leadership's mvolvement with the privatization revolution that has taken
place i the Egyptian Chambers of Commerce, representing an estimated 3 million persons, that
has led to a compromuse position between the revolutionaries, led largely by FEI overlapping
leadership, and those representing the status quo The unexpected window of opportunity for
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revolutionizing the Chamber of Commerce has led to the lag i passing the new FEI privatization
law Much political capital 1s being spent by FEI leadership 1n privatizing the Egyptian Chambers
of Commerce, where GOE appointments to leadership positions 1s now expected to drop from 50
to 25 percent, and thus power has shifted to private sector representatives Thus 1s expected to rise
to 100 percent private sector representation after a relatively short transitional period As pomted
out above, for the first time 1 Egypt's history women will be allowed to be members in the
Egyptian Chambers of Commerce

Given domestic 1polmcal realities and the spirit of compromise m Egypt, passage of the new
privatization law > for FEI may require a transition period durmg which there 1s but token GOE-
appomnted leadership Passage of the new law has been postponed because of political uproar and
FEI's spent political capital on positive reform efforts taking place within the Egyptian Chambers
of Commerce Moreover, the FEI 1s much more mstitutionally developed and effective So FEI
does not want 1ts privatization law ratified at the same time as that of the Chambers for fear its
passage during this period would dilute its private sector provisions If the FEI law 1s passed in
the coming legislative period, or the next, it appears that the USAID CIPE/Egypt Project will
have led to the privatization of not only the FEI, with 1ts estimated 15 thousand mdustrial firms,
but also the Egyptian Chamber of Commerce with 1ts 3 muillion members which will also be
augmented with its admission of women members for the first time m Egyptian history

e  Other donors mcludmg the European Communtty and m particular Germany are already
positioning themselves to fill the expected vacuum that would occur with curtallment of the
CIPE program Moreover, FEI leadership consistently expresses their sincere appreciation for
the strong support that the USAID has given them They also indicated that it would be a shame
for the US not to finish a job well done and at the end relinquish their key role to the European
Commumty and specific countries such as Germany, especially given the different approaches to
how to organize a business association A similar situation occurred recently with Germany's
attempt to fill a vacuum from the perceived pull out by the Amenicans from Egypt's Public
Enterpnise Office That situation was corrected by USAID

In sum, the FEI 1s not just another busmess association It 1s now one of the most if not the most
dynamic busimmess associations m Egypt Moreover unhke any other, FEI speaks for all
Egyptian mdustry Its mimportance for US busmess, for example, was reflected by the new
Executive Director of the American Chamber of Commerce who mdicated AmCham's
effectiveness would be substantially curtailed if FEI, thewr partner i reform, cut back its
services and lobbymg efforts and was allowed to regress to its pre-CIPE state Cutting back US
support at this critical pomnt i FEI transition could lead to a collapse of this still transformung
business association Such a collapse 1s possible and n fact occurred already approximately
midway through this Project The enormous expected benefits associated with continued
funding of this Project through the expected short transition period greatly outweighs the
relatively small costs of this Project which are nuniscule compared to overall US funding levels
for Egypt

The Project had a weak mstitutional start due to an overall lack of private sector business association
experience 1 Egypt and thus appropnately skilled personnel, deficiency of CIPE experience n
working with state controlled busmess associations and transformmg them into private sector ones,
absence mitially of an CIPE expatriate manager with substantive knowledge of business associations,
and an madequate understanding of Egypt These factors contributed to a weak and mappropriate
project design Under the mitial Project, new appropnately skilled staff with substantially higher
wages worked m close proximity to the previous FEI staff very low GOE wages This created
enormous personnel problems that i turn created difficulties among members of the FEI Board
CIPE management in Washington office that did not understand what was taking place in Egypt and
was not aware of other problems associated with this Project’s design and management As a result of
these and other factors, the CIPE Project as an FEI institution builder collapsed completely m
December 1996 when all almost all the USAID-funded CIPE Egyptian professional staff were fired

15 FEI prefers to use Independence Law as they feel that privatization 1s more relevant to a state owned
enterprise that 1s bemng transferred or sold to the private sector
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with a one month’s notice Up to this midway pomt, the Project had produced a draft policy action
plan that had been widely distnbuted to decision-makers i Egypt mncluding those on the Presidents
Council Moreover, a draft export strategy was prepared for discussions at the first meeting of the
High Council on Exports, which 1s chaired by President Mubarak The action plan also provided FEI
positions that supported private sector development, when they were asked to comment on certam
positions It also allowed them to avoid political problems such as occurred when asked to comment
on this 1ssue of Intellectual Property Rights Thus the document provided substantial policy guidance
during the early stages of privatization and private sector development, which subsequently allowed

private sector leaders to focus on key 1ssues such at the de-monopolization and privatization of the
maritime port services

The catharsis of the firings of FEI staff led to a replacement of the CIPE country director and a change
in CIPE project management n Washington In October 1997, two-thirds of the FEI Board were
elected and the GOE appomted the other third including a new FEI Chairman and two Vice Chairmen

As the situation remamed static after the firings, CIPE's new management and USAID made an
important decision to open up the funds to other business associations which appeared to act as a
catalyst for FEI to regroup, redesign, rehire and move ahead The new FEI leadership hired new staff
that were lighly qualified m their given areas of expertise, improved the institutional arrangement by
creating a Project Management Unit 1 the new FEI building, placed control, direction and mitiative
more with the FEI and less with CIPE, moved CIPE away from the new PMU and subsequently, let
CIPE essentially act as a facihitator of FEI imtiatives This new institutional arrangement placed more
management on FEI leadership and less on CIPE or USAID

e The FEI provides an effective lobby for business and economic reforms that enhance the
performance and profitability of US companies that are rising in number 1 Egypt All US
mdustrial companies mn Egypt are members of FEI except those n the duty free industrial areas
Many new US mdustnal companies are expected to be opening up operations m Egypt over the
next few years and would be members of FEI Also FEI 1s opening up membership to affiliate
compantes, mcluding banks, mn an effort to raise 1ts revenues and thus FEI sustamability, as
described more fully below Many of these new affiliates would be fully or partly US-owned

¢ The FEI, which has a close relationship and considers itself a partner to the US, has after a
difficult start made and continues to make great mstitutional improvements over the past 18
months that m turn are yielding powerful economic, social and political benefits The US
support through CIPE has facilitated a process by which FEI leadership 1s transformmg the
organization nstitutionally into 1s one of the most powerful agents for economic and busimess
reform m Egypt While still transitional as an institution, FEI 1s developing mto an organization
providing countrywide and sector-wide mnformation, busimess services and policy reform
advocacy that supports efficient private-sector alternatives to the former state-dominated
economy For example, Egypt has had essentially no experience with private busmess
associations Most of the new private business associations are at the most a few years old Asa
result, as Egypt transforms 1itself into a market economy 1t lacks the important role of an efficient
network of private business associations At this time, the expertise provided by the USAID
funded CIPE Egypt Project to FEI and other business associations 1s the major vehicle for
developing this important network of institutions that support Egypt's private sector, including
those firms owned fully or m part by US citizens Thus CIPE support, particularly for FEI, 1s a
catalyst for private sector change that greatly complements and enhances the potential success of
other US supported projects such as those supporting privatization, the capital market and the
proposed USAID/Egypt Project that would provide support private-sector busimess associations

III2 Recommendations

Main Recommendation Continue USAID Support of FEI through the CIPE/Egypt Project or a
Follow-On Project During FEI’s Current Transition Period This project effectively started less

than two years ago It appears to be on track to become a powerful positive agent for economic
growth, but as an mstitution 1t 1s still very vulnerable
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III21 General

Support for FEI should be considered in the context of other key programs that are part of the USAID
funded reform program including the Sector Policy Reform (SPR) program, capital markets project,
privatization, environment, developing private sector busmess associations or others business related
support programs

e FEI, USAID and other donors should continue to work more collaboratively to support
policy reforms and institutional development, as was more clearly the case in the first part
of this Project

e FEI should continue working collaboratively with USAID through groups hike CIPE to
provide more higher quahty traming and technical support for business associations

e USAID and other donors should work collaboratively with FEI to support the mstitutional and
policy reform effort with continued cash transfers and mutually agreed upon policy conditions
along the lines of the USAID Sectoral Policy Reform (SPR) Program and ammed at removing
key policy and mstitutional constraints to private sector development

There are a number of policy areas that need continued support by conditionally associating them with
USAID Cash Transfers Some high priority ones are found mn the FEI policy agenda presented mn the
May 1999 FEI conference

IIT 2 2 In Relation to Policy Reforms and Removing Key Constraints

e USAID should negotiate with the GOE, with close consultation with FEI and other
representative busmess associations and mvestment groups, conditions to 1mprove the
business and 1nvestment chmate for private firms See the FEI policy agenda for one set of
reforms

e USAID should negotiate with the GOE on conditions that would remove ""barriers to entry" of
smaller less politically connected private busmmess associations Many small firms gather m
mformal relationships that cannot take full advantage of the mcreasmg advantages of formal busmess
associations All effort must be made to remove barmers to ther entry mto the formal business
sector

I 23 In Relationship to Modermzing FEI as an Institution

¢ USAID should not place so much emphasis on just privatization of FEI given 1its transitional
nature and 1its substantial development and mcreasmg representational support for private
sector development

This Project was overly ambitious from the begmning particularly with regard to its quick privatization It
1s particularly difficult to transform an entity dominated by large public sector enterprises into a truly
representative private sector group Now, there have been major attitudinal changes that make a
representational approach more appropriate First, major privatization of GOE parastatals has taken place
over the past 4 years Secondly, there has been a major change n attitude as to where the economy 1s
going that much more represents a private-sector mentality Thus 1s reflected in the recent appomtment of
Minister Abeid, former Mimster of Public Enterprises, as the new Prime Mimister, and his proteges n
many key economic positions Given his success m privatization, this 1s a clear mdication that
privatization 1s continuing mn a way that was origmally outlned m 1991by the World Bank and IMF
policy matrix

111 2 4 In Relation to Institutional Development of FEI

e USAID or other donors should negotiate with the FEI to provide a safety net durmng its
transition toward becoming a private entity with voluntary membership Under this approach,
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the contractor mvolved with coordination work with other USAID resources could msure that
appropnate financing and TA 1s provided to deal with the immediate problem

USAID or other donors should support FEI leadership by complementing its TA with traming
and accreditation systems as bemg developed by the techmcal group within FEI To support
privatization, FEI muight consider working with donors to provide tramning programs for the Holdng
Companies and their Affihated Companies on how to complete the privatization of their companies,
possibly 1 conjunction with the Institute for International Education m subjects such as mformation
memoranda, valuation, corporate finance, and negotiation Traming can only be effective 1f provided
and managed by professionals mn the field and would have more credibility 1f sponsored by FEI

HI 25 In Relation to the Scope of Project

USAID or other donors should support GOE leadership and work within the relevant GOE
mistries to reestablish a more active public awareness and education program for developing
private sector business associations Given the lack of public knowledge and acceptance of the
policy reforms, skill traming, management traming, associations trammg by the general public, not to
mention the lingering doubts among a mmonty of decision-makers, any new effort should provide
sufficient funding for a public awareness campaign This 1s less a problem than when this Project
began five years ago, but there 1s still a need for support mn this area Currently, the private sector
reforms are bemng discussed i public by mdividuals that are not fully mformed of the most current
and up-to-date facts, and this can lead to mapproprate actions by major decision makers and general
mnvestors and undermine the GOE's ambitious targets for economic growth and social reform

FEI should examine new areas for strengthening private sector activities such as regulatory
agencies in which FEI could provide substantial industry expertise USAID should negotiate
with the GOE on mutually agreed upon conditions to complement privatization activities by
continuing to de-monopolize strategic sectors This mvolves removing old economic regulations
and price controls while concurrently mstalhmg modern regulatory agencies along the hnes of
those used mm developed muxed econommies, or m other words, strike a balance between
deregulation or de-monopolization and privatization or divestiture Regulatory agencies, such as
the Capital Market Authority (CMA), have been created to regulate economic activities such as the
Egyptian stock market Regulatory agencies m modern economues are responsible for diverse areas m
such sectors as mterregional land transportation, antitrust, consumer protection, food, drugs,
cosmetics, mterregional communications, civil aviation, railroad safety, amrline safety, consumer
products, physical environment, auto safety, fuel economy, gas emissions, worker safety and health,
civihan nuclear reactors, o1l, gas and wholesale electric power Many of these sectors in Egypt are
expeniencing or will encounter increasingly private sector participation over the next few years
Many of these areas are natural monopolies In democratic governments, regulatory agencies are
commonly viewed by legislatures as responding to the shortcomngs of both the legisiature and the
courts These broad branches of the government are unable to mamtamn constant, mformed
supervision of economic activities As a result, agencies are created that have administrative, quasi-
legislative and quasi-judicial powers In modern economues a staff of lawyers, economusts, and other
relevant professionals serve these commuissioners Currently, USAID 1s supportmg work on the
CMA, but mught consider other mdustries m which privatization would lead to a monopoly or
oligopoly that would most appropriately be governed by a regulatory agency USAID, n 1ts
negotiations with the GOE, may wish to consider adding more weight to regulatory and
deregulatory efforts and legal assistance that would accelerate m the privatization effort Passage
of the Capital Markets Law provides modemn regulation of the capital market It was critically
mmportant for deregulation associated with privatization So too was the passage of regulatory
reform measures for the banking industry So too will be the regulatory changes necessary for the
privatization of the surance industry Furthermore, regulatory efforts in the area of anti-trust
will be necessary and conditional before the privatization of existing monopohies and cartels can
be undertaken Any future Cash Transfer with conditions should strongly support this type of
deregulation The GOE continues to heavily regulate busmess m most sectors of the economy
While important m all industries, 1t 15 particularly critical in Egypt's key most strategic sectors This
1s closely related to continuing efforts to lower or remove mternational trade barriers to provide
domestic industries with overseas competition as described above This can include passing and then
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enforcing an anti-trust law m Egypt to make non-competitive business practices 1llegal The Mmistry
of Supply was working on such a law It would also require contmumng to remove the legal,
regulatory and mstitutional barrers that prevent Egypt's smaller dynamic companies from becoming
medium-sized dynamic companies capable of creating more competitive markets In this regard, also
see the discussion above of providing more finance to small and medium mdustries This could
mvolve proactive programs to encourage new private sector players by permitting freer entry rights m
the provision and production of all services and goods In the long run this will probably be one of
the mam vehicles for privatizing the Egyptian economy

USAID or other donors should work closely and collaboratively with relevant FEI staff and
members to provide Technical Assistance to gather Egyptian mmdustry mformation that would
allow the momitormg and evaluating of private sector development country-wide, and to
monitor where public sector subsidies to parastatals are creating an unfair advantage for
competing private enterprises For example, this would nclude momtoring and evaluating public
sector prmting enterprises and determming subsides they are provided Efforts should be made to
elimmate or reduce those subsidies This could include monitormg and evaluating those public sector
subsidies

Donors should work with FEI by providing Technical Assistance to help 1t monitor and
evaluate private sector development as a process and not just numbers

111 2 6 USAID Should Have a Solid Clear Project Design that Supports Representative and

Democratic Business Assoclations

The USAID should probably reexamine the contracting process for supporting busmess associations
More options should be allowed to extend contractors that are doing a good job near the end of their
projects, given the high start up costs of setting up an effective program 1n this area

USAID should prowvide substantial technical assistance and financial support to smaller
specialized private sector associations along the lines provided by the CIPE Egypt Project
The support should be transitional More support should be given to the associations made
up of smaller and medium-sized firms
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Interview List

FEI

Chairman

Deputy, Ahmed Ezz
Deputy, Adel Mozy
Mamdouh Mekki

Mohamed Farid Khamis
Samur Allam

Galal El Zorba

Executive Director

Drirector, Government Relations and Public Affairs
Director, Information Center
Director, Technical Affars

== I I Y R

FEI Chambers (Executive Director and Board)
1 Chamber of Leather Industries
2 Chamber of Printing
3 Chamber of Cereals Industries

Other Chambers
1 American Chamber of Commerce

Other Associations

1 Egyptian Busmess Women Association
2 Egyptian Seed Association
3 Milk Producers Association
USAID
1 Mona Kaldas
2 Dawvid Delgado
3 Amal Amin
CIPE
1 Stephen Klaus
2 Randa Al Zoghb1
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Proposed Workplan
for
Evaluation of the CIPE-FEI Egypt Project

(6 December 1999)

After reviewing five large and comprehensive notebooks of relevant documents sent to Frankfurt and
described n the scope of work, the consultant would 1dentify general and specific purposes, objectives
and goals of the Project summarized mn the scope of work Randa Al Zoghbi of CIPE/Egypt would
accompany the consultant to the nterviews The consultant tentatively would meet with the attached hist
of Project participants and beneficiaries These would include management and staff of the FEI Project
Management Unit (PMU), CIPE and USAID/Egypt, and finally other mndividuals or representatives of

other business associations that are familiar with FEI or have received grants from the CIPE Egypt
Project

At the beginning of the interviews, top priority would be for meetings with CIPE and PMU staff,
followed by selected members of the FEI board of directors and other Egyptian participants and direct
beneficiaries of the Project Lowest priority would be for representatives of entities that are possible
future members of FEI The FEI board of directors has recently approved therr entry for direct
membership The list and timing would be flexible to obtam as many mterviews as possible within the
short time span of the evaluation that 1s occurring largely through Ramadan when most Egyptians are
difficult to reach for mterviews Thus, all effort would be made to meet early with key Egyptians to avoid
problems associated with vacations during Ramadan

The attached list ("Schedule) of potential mterviewees should be viewed as tentative and would be
augmented or adapted as needed to fill information gaps The information obtamned from these meetings

would be augmented, as appropriate and as needed, by telephone conversations, existing surveys and
studies, or other information sources

Questions asked during the early meetings with CIPE and PMU staff would focus on establishing the
range of PMU or CIPE-related activities and services and their effectiveness, and on determming the
extent to which they support the Project's goals and objectives that can be determined as described above
The questions would also focus on management 1ssues mvolving the transformation of FEI from a
socialist era "white elephant” organmization mto one that might be more appropriate and effective n
Egypt's new more open and market-oriented economy This new economy relies more heavily than m the
past on private- rather than public-sector decision-making The mterviews would also address the
effectiveness of actual CIPE Project activities and services in supporting the Project's goals and
objectives The interviews would also determine important highlights of the Project

The actual questions would ultimately depend on who would be asked and where the answers would
subsequently lead Initial questions to all interviewees would include broad questions, as outlined below,
that would encourage the interviewee to describe what went right and what went wrong with the Project
The focus would be on direct beneficiaries, but where possible the evaluator will attempt to examine the
resulting services on mdividual Egyptian member firms Examples of the broad questions are

» What are or have been the major benefits or the most important services of the CIPE Project or PMU
your mdustry? Or where appropriate, what mn your opinion are the most important services or
benefits of the Project on Egyptian manufacturing or m attaimng higher broad-based economic
growth in Egypt When possible given the time limitations, the mterviews will examine the impact of
the project on the indirect beneficiaries Egypt's manufacturng firms?

What have been the least important or beneficial services, as compared to costs, provided by the CIPE
Project or the PMU to your industry Or as relevant what i your opmion are the least important
services or benefits, compared to costs, of the Project for Egyptian manufacturing in general?
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e Is the FEI through the PMU providing better or worst services to your mdustry or Egyptian
manufacturing in general now compared to FEI services 5 years ago? In what ways? How do you
rate the PMU's efficiency and responsiveness to mdustry or ndustry association needs now compared
to 5 years ago?

e  What other services or benefits in your opinion could the PMU either improve upon or provide in the
future, as appropnate, to your mdustry or Egyptian manufacturing in general? Is FEI an appropriate
service organization to provide these services or benefits?

These mterviews would begin with the above general questions, and would subsequently focus on other
benefits or services provided by the Project that had not yet been discussed earlier during any particular
mterview For example, if workshops had not been mentioned, the mterviewee might be asked
specifically whether the workshops had been useful to his industry? Simularly, the mnterviewee might be
asked 1f the FEI policy mitiatives and private-section mdustry dialog with the government are useful to
mmproving economic efficiency and profitability of firms in his or her industry? The questioning would
also examine the appropriateness of FEI i providing 1ts services vis-a-vis other possible service
providers For example, the mterviewees could be asked if other organizations or mdividuals were
providing the service or would be more approprniate in providing the service? This line of questioning
would be expected to yield important issues that would be appropriate and useful for the evaluation

The questioning would also focus on how the Project has leveraged USAID funding by encouraging
complementary funding by other donors or most importantly by Egypt's private sector manufacturing
firms To what extent do the interviewees, if FEI members, view the services useful enough to pay for
them For example, are entities willing to pay to attend workshops or to obtain mformation from FEI?
Would potential members be willing to pay to obtam the services of FEI? The evaluation would also
address the benefits of the project on U S mterests

Thus to summarize 1n slightly different terms, the evaluation's general approach m the questioning would
examine the value of the more important discounted past and expected future benefits of the Project This
would be compared to the approximately $10 million expenditures or costs of the Project over the past 5
years In addition, and very importantly, the questioning would focus on the mstitutional change that has
taken place within the FEI over the 5-year course of the project, and determine the extent to which this
supports the Project and USAID's strategic goals Is the orgamization moving toward bemng self-
sustamning? The evaluation would examine what change 1s expected n the near future, and the extent to
which the early termination of the Project might be expected to impact expected future net benefits The
evaluation would also examine the appropriateness of USAID management decision to termmate this
Project in what appears mitially to be a critical transitional period of FEI's mnstitutional transformation
from a fully funded government entity mto one that 1s funded by FEI members

The questioning would contrast in general terms and with specific examples the general state of FEI at the
begmning of the project with what 1s taking place mn FEI now or where FEI as an organization appears to
be heading? Has there been significant improvement in the quantity and quality of services to Egyptian
manufacturing mndustries” Have the benefits been broad-based or focused on specific sectors or
mdividual firms? Has there been improvement in corporate governance that allows FEI to be more
accountable to and provide better services for 1ts member firms and industries? Has there been increased

representative participation mn decision makmg? What might occur when the USAID/Egypt CIPE Project
1s terminated?

The findings obtamed from the consultant's trip to Egypt from 4 to 23 December would subsequently be
the base for the imitial and final draft final evaluation of the CIPE Egypt Project to be fimished by the
consultant at home in Frankfurt, Germany
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December 28, 1999

Eng Loutfi Mazhar

Executive Director

Federation of Egyptian Industries
28A Corniche El N1l

Carro, Egypt

Dear Mr Mazhar

As you are aware, for the past few years CIPE has used a diagnostic tool to measure the mstitutional
capacity of business associations The diagnostic quantifies how close a business association 1s to an
1deal, international model by examining ten criteria, listed below, and m particular 1t was designed to
track improvements 1n those areas that may be attributed to CIPE’s support The diagnostic, 1s usually
admimistered by an independent, objective third party (consultant), and assists CIPE and the target
association in identifying strengths, weaknesses and opportunities within the ten areas, m order to
determine what steps the association should take to enhance its mstitutional capacity

Mr Milner was the experienced mdependent consultant contracted by CIPE to undertake the diagnostic
analysis In October 1998, when he first admirustered the diagnostic, he found that FEI met 21 6% of the
criteria for a model mternational business association A retroactive assessment of FEI’s state of
development as of October 1997 indicated that FEI would have met 15 6% of the criternia then In September
1999 the diagnostic was agam administered by Mr Milner to determine to what extent FEI’s mstitutional
capacity had improved with CIPE’s technmical and financial assistance Between October 1998 and
September 1999, FEI’s overall score increased by 28 2% - to a score of 49 8%, reflecting improvement 1n all
ten critenna  According to Mr Milner, this improvement can be atiributed to “a total change m staff, facilities
and philosophy simce 1995 (Moreover), FEI management 1s now addressing the two challenges, (1dentified

m the 1998 diagnostic) 1 lack of coordmated direction, and 2 under-utilization of association management
principles ”

An analysis of FEI’s improvement in each of the ten criteria can be found 1n the attached report The

report also provides guidance on where FEI may wish to concentrate 1ts resources to further improve
itself

FEI’s staff and board both deserve congratulations Achieving improvement across the board in so
large an association 1s a truly remarkable achievement

Sincerely,

Stephen A Klaus
Chaef of Party

cc Amal Amm, Activity Manager
FEI Executive Committee Members
Roberta Mahoney, Associate Director
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Report on the Diagnostic Survey of the
Federation of Egyptian Industries

TEN CRITERIA OF THE BUSINESS ASSOCIATION DIAGNOSTIC

Vision, Mission and Objectives

Public Policy Advocacy

Industry Standard Settng (1f applicable)
Employees

Activities

Infrastructure

Governance

Finances

Membership Recruitment

Public Relations

Criterion One Vision, Mission, Objectives

Under this criterion, the association’s mission statement, bylaws, charter, strategic plan, and commuittees’
job descriptions and minutes are evaluated FEI’s score for this criterion increased from thirteen pomnts
on the 1998 diagnostic to twenty-eight on the recent diagnostic (out of a total possible score of fifty
points), and the association recerved more points for almost every item mentioned above

With respect to the mission statement, i particular, during the past year, the FEI staff carefully drafted a
completely new statement, which was formally approved by the Board of Directors and subsequently
shared with the members Therefore, the score for this item mcreased from two to eight pomnts In
addition, 1n 1998, FEI received zero points for strategic plan because 1t had no plan, however, a score of
five was earned on the recent diagnostic because a financial sustamnability plan has been written and
adopted by the Board, but has not yet been published for general consumption

The FEI’s score for 1ts bylaws increased from two to five points because the FEI reviewed them and has
made some modifications, 1n particular, 1t has declared its intention to move from mandatory to voluntary
membership However, the association did not receive full points because its bylaws are those that are
1ssued by the Egyptian government Other private associations in Egypt (e g Egyptian Busmessmen’s
Association, American Chamber of Commerce in Egypt) have developed theirr own bylaws with clear
policies and procedures to ensure sound governance With regard to the last two 1tems charter and job
descriptions and minutes for commuttees, there was little or no change n the association’s score

Criterion Two Public Policy Advocacy

Under this criterion, the association’s agenda of public policy 1ssues, positions adopted, 1ssue briefs,
research reports, and lobbying reports are evaluated FEI’s score for this criterion increased remarkably,
from six to thirty-seven points, out of a total possible score of fifty poimnts

In 1998, the FEI had an informal agenda of policy 1ssues that 1t brought before the government, as well as
positions on those 1ssues It held periodic roundtables to discuss policy 1ssues with government decision-
makers, however, most lobbying was undertaken one-on-one, through personal contacts between the
FEI’s board members and decision-makers Since then, the FEI has developed a formal business agenda,
publishing a booklet that contamns the association’s positions on fourteen different issues The agenda
was approved by the entire Board of Directors, and then 1t was shared with members, government
decision-makers and the general public at a two-day conference that took place m early 1999 The FEI
plans to conduct an aggressive policy advocacy campaign 2000
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The only 1tem under this criterion for which the FEI received no points 1s lobbying reports of its policy
advocacy activities, since the association has not yet produced any

Criterion Three Industry Standard Setting

Under this criterion, an organization’s publications about its standards programs, research documentation,
job descriptions for members of the standards commuttees, commuttee meeting minutes, and industry
standard certification program are evaluated The FEI’s score for this criterion mcreased from zero to
twenty points, out of a total possible score of fifty pomts In 1998, the FEI had no program for setting
industry standards, but 1t planned to develop one, and 1ts mussion statement included language to this
effect In the past year, the FEI developed a system to certify industrial crafts, such as metalworking and
operating boilers Extensive research was conducted by a consultant, and five manuals for various skall
sets were drafted The FEI held a seminar to mtroduce members to the new certification program, and
feedback was positive In fact, members indicated that they would be mnterested m adding other skill sets
to the program, and that they might be willing to pay for 1t

The FEI received ten points for its research documentation, which 1s of high quality, but only five points
for 1ts descriptive publications and certification program, since the program 1s still in the preparatory
stage On the other hand, the FEI received no pomts for job descriptions for members of the standards
committees nor committee meeting minutes, sice these documents do not exist The FEI plans to

implement 1ts certification program 1 2000, and to expand 1t to include additional skill sets 1f there 1s
enough member 1nterest and funding

Criterion Four Association Employees

Under this criterion, the association’s staff job descriptions, personnel files, personnel procedures manual,
performance evaluation form, job application form, employee time sheets, and staff hiring and retention
are evaluated FEI’s score for this criterion mcreased from thirty-three points on the first diagnostic to
forty-four on the second, out of a total possible score of seventy points

Individual scores for staff job descriptions, personnel files, procedures manual and employee time sheets
increased moderately, reflecting small improvements mn each of these areas On the other hand, scores for
the performance evaluation and job application forms increased from zero to six, since these documents
did not exist at the time of the first diagnostic, and now they exist but are not fully implemented
However, the score for staff hiring and retention actually decreased from seven to five points, because the
association has had greater staff turnover during the past year than an association would normally
experience Current staff members have indicated that they are also exploring the job market, because
they fear that when USAID’s cooperative agreement with CIPE termates at the end of 1999, there will
not be sufficient funding to support the current level of staffing

Critenion Five Association Activities

Under this critenion, the association’s program of work, membership directory, annual reports, policy
manual and list of programs, products and services are evaluated FEI’s score for this criterion mcreased

substantially from four points on the first diagnostic to twenty-three on the second, out of a total possible
score of fifty pomnts

In 1998, the FEI recerved only four points for 1ts program of work, which consisted of a six-month plan
for specific departments within the Project Management Umit (PMU) On the current diagnostic, the
FETI’s score for the program of work actually decreased to three pomts, smce the FEI has only begun to
develop a program of work for 2000 On the other hand, the FEI received ten pomts for 1ts policy
manual, which has been approved by the Board and 1s fully implemented It received five pomts for the
membership directory, which was updated durmg the past year and 1s available i hard copy or on CD
Rom, but has not yet been distributed to all of the FEI’s members Three points were earned for the
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annual reports, since a simple annual report has been produced, but 1t 1s not published and distributed as a
marketing tool for the association Fnally, two points were earned for hists of programs, products and
services, because hists are available but, again, they are not produced and distributed as marketing tools
The association has not yet fulfilled 1ts plan to produce a shck brochure for 1ts membership programs and
services

Criterion Sz Association Infrastructare

Under this criterion, the association’s organization chart, hist of board members, list of commuttee
chairmen, orientation material for commuttee chairmen, and orientation material for committee members
are evaluated FEI’s score for this criterion mcreased from nine points on the first diagnostic to twenty-
six on the second, out of a total possible score of fifty pomts

During the past year, the FEI improved the lists of both the board members and the committee members,
and the current lists contain all of the necessary mformation commttee and other assignments, terms,
contact mformation, etc Therefore, the FEI recerved ten pomts for each of these items On the other
hand, the association still has no orientation material for commuittee chairman and members, so 1t
received, again, zero pomts for these two items Thus 1s a grave oversight, because the association’s
volunteers should be well aware of their responsibilities — where they begm and end

Fnally, the FEI” score for its organmization chart increased moderately from five to six points, because the
current chart includes all of the association’s staff members and clarifies functional responsibilities
However, the chart does not specify reporting responsibilities, nor does 1t mclude a box for members at
the top, as the entity with the highest level of authority within the organization

Criterion Seven Association Governance

Under this criterion, the association’s list of officers, orientation material for board members, job
descriptions for officers and directors, board minutes, and executive commuttee minutes are evaluated
FET’s score for this criterion increased slightly, from twenty-one on the first diagnostic to twenty-two
pomts on the second, out of a total possible score of fifty pomts

FEI’s score for list of officers increased from five to seven points because the list contains all of the
necessary contact nformation, 1t has been made readily available to members and others through the
membership directory, and 1t includes length of terms for each officer The association did not recerve
full ponts on this item because there are no term limits for officers Term limts are important m order to
bring new blood - new 1deas - into the leadership of the orgamization and to allow other members an
opportunity to volunteer and lead

The FEI earned, again, zero pomts for orientation material, smce these are still lacking Orientation
matenal 1s critical, because board members should be well aware of thewr responsibilities and limits to
their authority On the other hand, the score for officers’ and directors’ job descriptions increased from
zero to five points, since descriptions were prepared durimg the past year, however, they do not adequately
specify duties and authorities, which are necessary n order to ensure effective, smooth management

The score for board mimutes increased from eight to ten pomnts because the Board consistently records, n
great detail, the minutes of i1ts meetings However, the score for executive committee minutes decreased
from eight to zero points, since minutes are, apparently, no longer taken Minutes should be taken
consistently and filed at the FEI, in order to ensure that the commuttee’s activities, particularly with regard
to decision-makang, are completely transparent If there 1s ever be a need to mvestigate one of the
commttee’s decisions, the lack of minutes would be quite problematic, to say the least
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Criteron Eight Association Fmmances

Under this criterion, the association’s financial reports, current budget, audit, dues schedule, financial
policies, and financial/accounting processes are evaluated FEI’s score for this criterion mcreased from

twenty-three on the first diagnostic to forty-three on the second, out of a total possible score of sixty
points

FEI’s score of six pomts for its current budget 1s only one point higher than 1its score on the 1998
diagnostic, reflecting a shight improvement in the orgamization’s preparation and use of an annual budget
and other documents, such as a cash flow statement The FEI did not receive all possible pomts for this
area because 1t has not successfully developed a budget for the coming year, one which makes reasonable
estimates of the association’s mcome and expenses However, the FEI showed greater improvement 1n
other areas, for example, 1ts score for the most recent financial reports increased from six to ten points,

because 1t regularly prepares all of the standard reports balance sheets, income statements, etc , and 1t
uses accrual accounting

With regard to 1ts financial policies, the FEI’s score increased from two to seven points, because the
association developed detailed and transparent financial policies and has been implementmg them
stringently for the past year For 1ts financial and accounting processes, also, the score mcreased
substantially from two to ten points, since the accounting and finance department 1s now fully automated
On the other hand, the FEI’s score for the audit decreased from eight to five, while 1ts score for the dues
schedule remamed the same — zero By law, the FEI 1s required to have an annual audit, however, the
audzt report 1s not shared with and approved by the General Assembly nor the Board The association
does not have a written dues schedule, although 1t mtends to develop one

Criterion Nme Membership Recruitment

Under this criterion, the association’s membership brochure, membership application, membership list,
new membership orientation material, orientation presentation and handouts, commuttee preference cards,
and volunteer recognition devices are evaluated FEI’s score for this criterion did not change at all
between the first and second diagnostics, meaning that no progress was made Out of a possible seventy
pomts, the association earned five for 1ts membership list, which has been updated and 1s computerized,
but has not yet been published for widespread distribution Although the FEI has begun to develop a
membership application and brochure, neither 1s currently in use

The FEI’s Board has made the decision to move the association to voluntary membership, and this
decision 1s reflected m the new law that the FEI submutted to Parhament for approval If this law 1s
passed and the association becomes voluntary, it will have to make a concerted effort to mamntamn and

develop 1ts membership, in order to ensure adequate mcome flow Therefore, 1t 1s critical that the FEI
develop membership marketing material

Criterion Ten Public Relations

Under this criterion, the association’s newsletter, magazine, action bulletins, program brochures, and
news releases and/or media kit are evaluated FEI’s score for this criterion mcreased from five pomts on
the first diagnostic to twenty-six on the second, out of a total possible score of fifty pomnts

During the past year, the FEI developed a newsletter to mform members of activities, events, and
mmportant political, economic or mdustry-related 1ssues Several mstallments of the newsletter were
distributed to members, government decision-makers, mternational organizations and the media The
FEI’s score for 1ts newsletter increased from zero to ten points

Likewise, the FEI’s score for program brochures mcreased from zero to eight, and the score for the news
releases/media kit climbed from five to eight Throughout the year, the FEI produced quality brochures
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for 1ts events and programs, such as the Busmess Agenda conference and the crafts certification semimar
Moreover, the FEI sends press releases to all of the major Egyptian dailies prior to all of its events, and 1t
has been successful 1n attracting journalists to 1ts activitties However, the association lacks a formal
media kit, such as the one that the US Chamber of Commerce distributes Such a kit might include an
mtroductory letter from the Chairman of the Board, a collection of previous press releases, positive news
articles about the organization, a brochure explaining FEI’s history and mission, a list of the board
members and directors, etc

On the other hand, the FEI received zero points for action bulletins and the magazine, smce 1t currently
produces neither Public relations are one of the most important activities of a business association,
therefore, 1t 1s critical that FEI continue to develop and utilize its communication tools — with both 1ts
members and the general public The FEI should contmue to keep 1ts members informed of activities,
new services, important events, etc , in order to assure them that the organization 1s working hard on their
behalf and that membership truly 1s a benefit Likewise, the staff and directors should be communicating
actively with the public, working to get FEI’s message out, improve the association’s 1image, and mcrease
its mfluence

Comparison of Diagnostic Scores Over Tume

Criterion Total Possible Retroactive 1st Diagnostic | 2nd Diagnostic
Pomts Diagnostic (Oct (Sep 1998) (Oct 1999)
97)
I Vision, Mission, Objectives 50 11 13 28
11 Public Policy Advocacy 50 0 6 37
II1 Industry Standard Setting 50 0 0 20
IV Employees 70 17 33 44
V Activities 50 0 4 23
VI Infrastructure 50 9 26
VII Governance 50 21 21 22
VIII Finances 60 18 23 43
IX Membership Recruitment 70 5 5
X Publhc Relations 50 5 5 26
Total Points 550 86 119 274
Percentage Score 100% 15 6% 21 6% 49 8%
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Participate in making Egypt’s decisions ...

Annex D

Who said that membershup 1s open only to
industrial companies®

Today financial establishments banks investment
companues InsUrance compames travel agencies hotels
aitimes  ranspor* compames, navigaton and manne
companues, joint chambers and investors assaciabons
hospuals and medical seavice piojects and other service
onentcd companies may become members of the
Federanon of Egyptian Industnes (FEI)

What does your membership mean to you®
® The opportumty to open a new market cirectly among

more than 20 000 of the Manufacturers of Egypt’

® A guaranteed documented bank of information, enncal ©
your fuhure growth
Face—to-face-audience-with
decisions affect your busmnes

& Guaanteed continuous traimng for your business by the
expetts

o Ygu receyve the biggost possible pnvileses facthnes and
aavaniages to parbowpate o all mae local and
international trade shows exhibitons and conferences

@ Join the busincssmen s delegations to all markets

® Become 1 contact wath all equivdent internatonsl
organzations

How you become a member?

Contact our new members department 1t
determune the fastest and most swtable path to
membersiup

Federation of Egyptian Industines

-

-

28 A Kornish EINie 5., Rumict Bonlag, Cuira. Tel: 5796594 /2 - 5797073/6 - Fax: 5796593/4
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Amnex E

Chambers seek
greater autonomy

The Federation of Chambers of Commerce is
preparing a draft law aimed at rewvitalising
activities Mana El-Fiqi investigates

Board members of the Federa-
tion of Chambers of Commerce
met this week to digeuss a draft
law intended © rewitabse theur
actuvatics before presennng xt to
the Mimsrry of Supply and In-
temnal Trade Conditional on be-
g approved by the mousty
the law wall be sohmutted o the
People's Assembly

Dunng the meenng, members
of 26 chambers of commerce,
representing three mmihon trad-
ers and businessmen, were
unammous in the behef thar the
current Jaw no 189/1951 should
be amended

Mahmoud El-Araly, chairman
of the Federation of Chambers
of Commerce said that board
members had besn commus-
sioned by the ounister of S\ﬁsly
and Internal Trade to a
draft law as soon as possib)

Dunng thew meetng board
members agresd to retain sever-
al ardclos in the current jegisla-
tion, but to change outaioded ar-
ucles The currens law, for
mstance, deprives women from
voung Which s pafently at odds
with the consnmnon. The new
draft law will allow wo:E::'l ;c’h;
nght to cipate 10 ¢
r.-.!n:cut'ms,!mv;ti!ncllzﬂ m forure wall
be subject to judicial super-
vision.

The draft law reportedly, con-
tung 14 new arhcles

Most chambers face budgetary
consaunts on therr actvibes
given low annual fees, currently
set at LE2. The draft law rmses
fees 10 0002 per cent of ths
mader's camtal with a mmmum
of LE12 and 3 maximum of
LE2,000

The draft law will also set

quotas on board members — no
more than 25 per cent will 1n
future be appointed by the Min-
sy of Supply and Intemal
Trade as opposed to 50 per cent
at prescnt. remavung board
members will be elected by the
chamber's members And in or-
der to create stability in cham-
bers polices, the draft law ex-
tends the board session to five
years mgstead of fonr And
while, accordng to the draft
law, 1t will be prohubited to ré-
place boards wihout the ap
proval of the munsster of Supply
and Ynternal Trade, the new law
will give chambers the nght to
spend money wathour first gan-
mg mnstenial approval

A social fond will also be
formed to provide financial as-
si1stance 1o traders and businsss-
men m trouble A health m
surance system for traders has
elso been mcluded w ths new
draft Jaw

Earher thys year four members
of the Cawo Chamber of Com-
merce who are nls? ms aub-
outted a er mclu some
mdmeﬂé? to the chambers
law Discussion of the pagcr
was postponed at the nme but
accarding to Mamdouh Thabet
Mekia, deputy chewrman of Cai-
70 Chamber of Commerce and
one of the MPs concerned the
paper wili be respbrmtted to the
Peoples Asscmbly this session
“];:Lrlumenz," he ﬂ::'fd'cle “has the
nghtio ederanon’s
e

To further complicate the pic-
pared by e Moy of Surgly

y the suy of Supply

npnd Internal Trade before the
cabiner reshuffle.
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