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I. 	 PROGRAM DESCRIPTION,' 

A. 	 Introduction 

The Agency for International Development (AIDL has a requirement 

for a study in Egypt that wil!. 

1. 	 Identify the kinds or types of small scale private sector

manufacturing firms that offer the most potential for 

inexpensively expanding employment (including the employment 

of 	womenl, output, and income,
 

2. Identify and rank the major constraints on the expansion of
 

different types and kinds of small scale industrial (SSI)
 

firms. 

3. 	Indicate the kinds of assistance that SSI.firms, especially 

the high potential firms, need and demand in order to remove 

these constaints. 

4. 	Specify what banks and other institutions must and can do
 

in'order to effectively deliver this assistance.
 

"Small" is not specified by size In this proposal because the
 

expansion ofemploMnnt; .gt..t, and ln\ume are themajor policy objectives. 

The'arti'sanal sector C1 to g emplIoyeesl, therefore, isto be appropriately
 

consi'dered.
 

The research.will-be expected to provide- ,
 

.' A ranking of subsectors or types of'firms according to
 

these three objectiVes.
 

2, 'A ranki'ng of the significance that different constraints
 

have'for the expansion of the types and subsectors ranked
 

above. 
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3.- Alternative strategies to remove these constraints-.with. 

information on the likely cost, benefits, and feasibility 

of the alternatives, 

B.' 'Ba!EMund 

1. Policy, Objectives., Given EgyptIs high'birth. rates, a 

stzeable number of new jobs most be created inthe years ahead inorder
 

to absorb a rapidly expanding labor force, Employment-generation was 

identifed by USAID as a significant challenge in the Egypt CDSS, as 

well as by the GOE and others. These sources also indicate that most
 

of this employment must be found in off-farm pursuits. 

Strat.egies to achieve expanded employment must be consistent 

with other significant objectives ,as well, including C11 increased output
 

in order, to better -meet basic inman needs, C2) the generation and 

conservation of foreign exchange, (31 equity and justice, as partially 

reflected in improved levels and distribution of income, C41 financial, 

and economic feasibilfty, as partially reflected in low-cost solutions 

and high profitability, (51 benefits for women, and (61 a constructive
 

expansion of tie private sector of the economy, 

There are, therefore, multiple objectives to be satisfied in
 

any employment-generatton strategy. One of the major purposes of the
 

present research isto identify which segments of the private manufacturing
 

sector offer the greatest potential for realizing these objectives.,
 

2. Small and arti'sanal sector enterprises, The industrial
 

sector fngeneral is a large, significant., and growing segment of the
 

Egyptian economy. In1978, the sector employed about 1.2 mi'llion workers,
 

or 12% of the civilian labor force,
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There are no exact figures on the relative sizes of the public and private 

,industrial sectors, but-the best estimates indicate thati 

Thewivate secto' accounts for about half the industrial labor 

force. WthIn the private sector, 

The,arti sa.ta.l,"Ctov, wich for present purposes is 

considered te Be firms with iess'than 10 eployees. 

has been estimated to number'more than 113,000 firms 

and employs anywhere from 350,000 to more than 500,000 

workers, 

The more than 4,000,SSI and larger firms enploying,
 

10 or more workers; 9Q% of these firms employ 10 to
 

50 workers and account for 57% of the total employment
 

of these 4,00Oplus enterprises.
 

The public sector consists of about 200 firms, which are most of
 

the nation's large and medium scale enterprises. These 200
 

employ about half the industrial labor force and claim two-thirds
 

of the industri'al value-added.
 

Greater Cairo and Alexandria are the major centers for private sector
 

industry, accounting'for 77% of all employment and 72% of-all establishments
 

with 10 employees or more.
 

The GOE, ArD, and IBRD have published reports with more detailed 

classifications of firms by size, subsector, and region, but the figures are 

estimates with .unknown bi'ases, There i's a general consensus, however, that the 

private sector small scale industrial sector Cssr has been growing, 

despite major disclocations in its foreign markets; it, is relatively 

cheaper to create jobs'/in smaller thanin larger firms; the sector has not 

received as much credit as it is thought toneed; and there are many 



"4,m 

promising opportunities for further expansion of firms and employment,
 

especially,in selected subsectors,
 

DurIng 1972-74, private sector output was fairly stagnant; public 

sector growth in real terms was probably-less than 3%, Whereas the public 

sector output tncreased to about 8.9% Inreal terms per annum during 

1975-77, the privatle sector was increasing at an annual rate of 15% during 

the same years-, although it dropped to 8% In1977, This decltne is 

attributed to the reduction of exports to East European countries under 

bilateral agreements. 

Based on an analysis of industrial licenses issued by GOFI (General
 

Organization for Developmentl i'n 1977, private sector projects have
 

a capital/labor ratio of about LE 5086 ($US 70001; the artisanal 'sector
 

has an especially low capital intensity, with about 75% having fixed
 

assets valued at less than LE 1QQ and an estimated 4% having over LE
 

1000 in these assets.
 

The private sector averaged only about 4% of total industHal invest 

ment during 1969-74, but following the "open door" policy, the private' 

sector's share of investment increased to about 10-12% during 1975-78.' 

Investment licenses issued by GOFr to te private sector increased from 

LE 67 million in1975 to LEo167 1'llion in1978, and there has been an 

additional LE 1339,million of private sector'investment licensed for ,243, 

manufacturing firms licensed until the end of 1978 by the,investment and
 

Free Zones Authority CIFZA1. It is expected that most of this surge
 

of activity is led by the larger.,-but still modest.,sized--private sector
 

firms.
 

I1BRD and others have concluded that

"Egyptian industry has significant long-term prospects to
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grow... Small and medium scale industrial private sector
 

enterprises appear to have potential for growth 

Because of such.factors as relatively low scale economies,
 

relatively low capital intensity and high. income 

of demand for many products, strong backward,elasticities 

and forward linkages and substantial possli'lities for
 

effici'ent import substitution and export,"
 

The subsectors that have been identified as having the greatest potential
 

for growth are "engineering (fabricated metal production, electrical
 

and non-electri'cal machines, transport equipment, and professional and
 

scientific equipmentI, food processing, readyanaRe garments, footwear 

and leather products, wood products and furniture, plastics, and 

constructton materials."
 

3. Current strategies to strengthen private sector SSf-;irms
 

Preliminary overview studies of the SSI have been completed, key
 

institutions have been identified, policy guidelines suggested, and
 

particular institution-building programs have been initiated,
 

-

Most of the studies have been based on available official statistics

e,g., the World Bank's 1977 Arab Republic of Egypt: Survey of 'Small 

its 1980 staff appraisal report of the DevelopmentScale Industry, 


Industrial Bank (DIBi, and the 1978 AItD'.sponsored "Preliminary Review of
 

Small Artisan Cooperatives and Small-Scale Industry and rndustrialSupport
 

The World Bank
Cooperatives" by the Cooperative League of the U.S.A. 


iscurrently in the second'year of its effort to initi'ate a study of the
 

artisanal sector, an enquiry that wi'll involve the collection of primary
 

Particular projects assisted by bilateral and multilateral aid
data. 




agencies have collected other data,
 

These' varous overviews have-a numfer of 1titattons, For example, they 

cover only a portion of the topics that would Be included in an ideal 

sector revrew. (For one approach to this *ideal,* see AID's 1979 

Pr&L't"Annalysi's Manual for Agribusiness and Rural Enterprises.. The1 


data have been limited; the purposes have been to provide a broad overview
 

rather than to focus on parttcular high.priority policy concernsS the
 

bas6s for i'entifying priority subsectors have not been provided'or
 

precisely measured; and no priori'ties have been indicated regarding
 

the constraints on the development of the sector,
 

Major institutions wi'th some responsibility for assisting SSI
 

firms have been identified, According to a World Bank study, "administrative
 

responsibi'lity over SSI isdivided among half a dozen Ministries." This
 

dispersal itself has been labeled a problem.
 

Banks, expectally private banks, have played only a minor role in 

prlviding financial and other assistance to SSI. Egypt has two industrial 

development banks.-the Development Industrial Bank (DIB) and Misr 

Iran Development Bank (MDB). DIB has been promoting and financing 

domestic private small and medium industries through local and foreign
 

currency loans, Four State-owned banks (National Bank, Bank Misr, Bank
 

of Alexandria, and Banque du Cairel, Cairo Barclays Cone of a number of
 

joint-venture banksl, and two Cairo-based international banks (Arab 

African bank and Arab International Bank) have provided term financing 

primarily inthe form of equity investments. 

The four State-owned banks dominate commercial banking, including
 

short-term lending. Public sector business accounts for about 80% of
 

the total commercial banking business. Only the Nation Bank of Egypt has
 



-7

shown an interest in small business financing. Although the foreign
 

exchange and domestic resources of the banking system have been growing,
 

the banks themsetves have hadveryli'ttle experience with private sector 

industrial firms in general and ssr in partIcular. 

According to a-World Bank report:
 

"While the Government is appreciative of the potential of the
 

private sector including the SSI in Egypt's industrial development
 

and growth, it has yet to properly define the prospective role
 

of the SSr sector, to strengthen the administrative and policy
 

framework.,,. to devi'se a strategy conducive to self.sustained
 

growth, and finally, to address actively the problems constraining
 

the sector's development."
 

AID, the World Bank, and others have supported efforts to strengthen 

SSI and, at the same time, help the GOE in its efforts to develop more 

effective strategies to strengthen the private sector, including the 

ssr, 

The World Bank, UNDP, £LO, German Government, Ford Foundation, and
 

other donors target particular individual institutions for financial or
 

technical ,assi'stance--such as the DIB, National Bank of Egypt, Design
 

Center, etc.
 

USAID has developed a private sector program as one part of an
 

overall strategy to assist in the creation of a base for economic progress,
 

i-creased productivity, employment generation, technological transformation,
 

and mobi'lization of savings. A $32-million loan was channeled to the
 

private sector through the DIB; the private sector has also benefitted
 

from the Comodity Import Program. The Private Investment Encouragement
 

Fund, with a minimum size loan of $1 million, and the Private Sector 
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Feasibility Studies project will both concentrate ,on larger scale
 
investments, not the ssr sector. 
Annex A provides a sunmmary of AID's private
 
sector programming. Items Idand 3b 
refer to possible responses that the
 
present research is intended to help design,
 

The World Bank has also supported the DIB, a 
financial intermediary,
 
as a means of strengthening sst. 
 Under the proposed DIB.III loan, a
 
pilot program within the Da 
will provide technical assistance along 
with financial assistance to ssr, together with selected training programs 
for skilled and unskilled workers. The DIB has established an SSI
 
Department, and itwill also liaise with other technical assistance (TA)
 
agencies inreferring clients to them when appropriate, Although the
 
Engineering and Industrial Design and Development Center was funded to
 
provide extension services and engineering consulting services to SSr,
 
the scheme has not yet been fully implemented.
 

Under the terms of the World Bank's first loan to the DIB, 20 to 25%
 
of the loan was to be targeted to borrowers whose fixed assets, excluding
 
land and buildings, 
 did not exceed LE 150,000 Cin 1977 pricesJ.
 
These targets have been met, but the DrB has not been successful inreaching
 
the smaller firms specified for assistance under an OPEC Special Fund
 
itadministers. 
Ithas had difficulty identifying suitable borrowers
 

among smaller SSr.
 

The DIB has had some success and Itwill continue to play a
role.
 
But its dependence on donor and government resources will limit Its total
 
impact. Italso attempts to keep a diversified portfolio, thereby further
 
limiting its SSr role. 
 Itis,furthermore,primarily a
reactive mechanism,,
 
'responding to traditional banking criteria rather than assertively seeking-out
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subsectors targeted for their potential contribution to employment
 

generation and other objectives. As of December 1978, it had 2100
 

loans outstanding, representing LE 46,1 million; 52% of the loans were to
 

SSr projects Cof which 14.6% were Inshort.termloans}. The DIB has offices 

inCairo, Alexandria, and Tanta, and Itisconsidering possibilities cf 

opening branches inother regions as ell. 

c, Objectives 

Based on the prior description and analysis, USAID has identified 

a series of policy questTons and options that the present research is to 

address

1. 	Is- it necessaryt"target-credit and technical assistance 

inorder to achieve income, employment (including the
 

employment of females), and output goals? That is,
 

how much more (and at what cost can a targeting
 

approach achieve over what would be achieved by normal
 

banking and technical assistance delivery procedures?
 

2,	Is Cal the lack of credit the major constraint on the
 

expansion of high potential SSI firms, or (bi must
 

other constrains (e.g., access to raw materials, power,
 

skilled labor, marketing connections, effective demand
 

for output, etc.1 also be removed inorder to create
 

and/or expand these firms?
 

3, Should and under what conditions can banks--other than
 

the DrB--serve as effective outreach:mechahisms to deliver
 

cedit and other services to SSI?
 

4. What can and should AID do to encourage private banks to
 

lend their own funds to SSI?
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5,	What can AID do to increase the abili - existing or 

newly,-created technical assistance institutions to deliver 

constructive assistance to SSI firms, and hiow can these 

institutions be best linked to credit institutions? 

D, Statement of Work 

The Contractor will be expected to conduct a comprehensive but 

focussed study of the private small scale industrial sector; its poteift~al 

for axpanding income, employment, and output, the constraints to the' 

creation and expansion of firms; the services that will best helpremove, 

these constraints; and the adequacy of different strategiesand institutions 

to deliver these services. 

1. Sector Profile 

The Contractor will conduct such surveys and other investigations 

that are necessary in order to identify, classify, and, if possible, rank 

types of SSr firms according to their potential contributions to expanding 

employment, output, and income, as well as their contributions to other 

AID and GOE economic and social goals. Attention is to be given to recent 

changes and evolvirig trends, not just to current conditions treated in 

a static fashion, 

Relative to public sector firms, most SSr are medium and 

small scale. The Con,'ractor will describe firms according to number 

of workers, fixed asset3, labor intensity Cincluding costs per job), 

and profitability, but no rigid definition of small, medium, factory,
 

or arttsanal will be imposed. This is because the primary purpose is to
 

develop targeting stratgegies best designed to achieve employment, income,
 

and output objectives, rn this respect, measures of backward and
 

forward employment-related linkages may be much more significant than
 

number of workplaces (i,e,, 12 person.months of work) for a firm.
 



The- studies stiould focus prftrtly on urban SS t]ncludirg closely-lVinked. 

service enterprises Ceg,, equTpment maintenancel. Other USAD contradtors 

are studying rural off.-fa employment opportunitiest a World Bank-funded 

study of the artisanal sector is to begin soon$ and AID, the World Bank, 

the GOE, and others have sponsored studies that will be of use to the 

Contractor, rt should be emphasized, however, that this study isnot 

a standard sector profiles it instead isto address the policy and 

programming questions noted earlier. 

The Contractor's proposal is to specify what tables and information 

are to be provided (e.g., by product type, scale, region, etc,.) by 

sample surveys and/or other prncesses; exactly how the information presented 

isrelevant to the policy decisions to be made; the required accuracy of
 

the information (sample size, sample design, etc,1; and how aggregated
 

firm-level data will be compared with sector-level and macro-economic 

materials.
 

2. Identification and Ranking of Constraints 

The Contractor will Identify and rank constraints on the 

creation and expansion of types of firms that are in turn ranked according 

to their contributions to the earlier-mentioned employment, income, and 

output,. policy objectives. The ranking of constraints will refer to 

measurable impacts the individual constraints have; another ranking will
 

be based on the difficulty and/or feasibility of removing the constraints.
 

Proposals inresponse to this RFP must indicate the basis for the
 

rankings The constraints themsel-ves refer to firm-level behavior; the
 

sector profile and assessment will consider broader sector-level
 

opportunities and constraints, including promising opportunities for the
 

creation of new firms in particular subsectors,
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USAM *I's aware of different typologtas of constratntsve,g9, resource 

"use" constraints Cefftctency and price constraintsl and resource 

"aailability* constraints O'eferr" to resources incontrast to marketing 

system constraintsl. The Contractor's typology must refer to Identifiable
 

needs to which known Intervention strategies can be related, These
 

constraints will include but not be limited to:
 

Raw materials
 

ik Equipment/technology
 

,anagement/entrepreneurship
 

MMarketing
 

Public Policy
 

Labor force sktlls
 

Credit
 

The Contractor will give particular attention to SSr Cal:access to,
 

(b)uses of, and both (cl demand and (d)need for credit. From the,
 

individual filrms perspective, information should be provided on credit
 

"search procedures"; the uses to wktch credit isor could be put Ceg,,
 

fixed vs. working capitall; existing sources of credit (including self

financing and family sourcesJ; the degree to which"credft .demandand
 

need are a reflection of poor m~nagement, a shortage of raw materials,
 

or other constraints; the extent to which firms are willing to assume 

more liability; major reasons why firms are able or unable to secure
 

credit; interest rates and credit terms provided; how much demand there
 

-,is for credit offered at different interest rates and terms,major
 

reasons why certain credit sources are approached or not approached;
 

and what changes are required before firms will approach banks and
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other formal, tnstttutions for credtt,,
 

From the perspecttye of different typev of lenders, fnformation
 

should Be provided on what requirements and procedures they have
 

with regard to different potential borrowers.-for example, how they
 

process loans, the costs of administering a loant collection procedures,
 

repayment schedules, required collateral, loan terms, loss rates,
 

condtttonT under which they would extend more of their own credit to
 

.?,their concern with non-credit needs of SSI, and conditions under
 

which they would collaborate more clos4ly with various technical assistance
 

agencies providing services to firms,
 

3, Feasibtlity-of Alternative Intervention Stratenies
 

The Contractor will identify and assess the feasibility of
 

alternative intervention strategies to remove constraints, "FeasibilltyO
 

will be determined by various criteria, including but not lTmited to:
 

al The demand for and acceptability of services intended
 

to overcome.varous constraints. 
In addition to credit, as previously
 

noted, attention will be given to different types of technical assistance
 

the Contractor Identifies, 
The 'demand" for services shouldbe distinguished
 

from either expressed or unexpressed "need" for them, and attention
 

should be given to the conditions under which assistance will be accepted
 

on cost and/or other bases.
 

51 The past performance and potential ability of different
 
institutions to deliver services to a large number of small scale Industrial
 

firms that have limited business, accounting, technical, marketing, and
 

other skills, Although it is not intended that this portion of the research
 

be an indepth exhaustive tnvestiVatiou, the Caktractdr wi W'identi fy;classffy, and assess the
 

significance of the di'fferent bottlenecks that will be encountered in
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delivering services. Alternative AI.assisted institution-building'
 

strategies should be suggested and evaluated.
 

cl The likely everal1 benefits and other impacts that delivering, 

these services and removing the constraints will have on employment, 

income, and output goals. Attention should also be given to estimating 

the degree to which these services can be effectively delivered, the likely 

costs associated with different intervention strategtes, and the balance of 

costs and benefits for different strategies. Estimates of the number 

and socio-economic characteristics of beneficiaries also should be provided. 

Again, it ts not intended that this be definitive assessment. 

E, 	 Methodology 

It is anticipated that the study will be executed, in part, 

by means of: 

--

An analysis of available reference materials 

Sample surveys of SSI firms 

Sufficiently in-depth studies of individual 

institutions (banks and technical assistance 

agenciesl possibly capable of delivering 

different services to SSI firms. 

-- An analysis of existing policies 

Prior to the comencement of the surveys, the Contractor will be
 

required to prepare and submit to USAID for approval a brief methodological
 

report describing in detail the statistical issues associated with the
 

methodology, includtng sampling concerns, reliability, and~validty,
 

Proposals in respons to this RFP will be evaluated according to,
 

the proposals's presentation of the sample design, including the size
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of the sample, the organization of the fleldwort.for the studies, instruments.
 

to be used, preparation of tfhe data for analysts, and the analysis 00
 

strategy itself.
 

f 

CTO BE ADDED TO THE RFP) 

F. Reports
 

G. Logistic Support
 

Ii, CRITERIA FOR EVALUATING PROPOSALS
 

Irr. INSTRUCTIONS TO OFFERORS (these will depend on whetfher'it is a
 

host-country or AID/W contract],'
 

Drafter: NE/TECH/SA, R.E. Mitchell
 



ANEX A
 

PRIVATE SECTOR PROGRAM SUMMARY
 

By the end of FY 81, AID will have undertaken projects addressing
 

the major constraints to private sector development. Many of
 
broad


the projects address more than one constraint and provide 
a 


We expect to have
approach to sub-sectors of private industry. 


underway projects with all principal Egyptian institutions 
involved
 

with private sector development. These projects, listed by
 

key 	target area, are: 

1. 	Mobilization of Finance:
 

a. Sub-loans of $31.5 from the Development Industrial Bank,
 

chief financier of new private sector investment; other
 

donors include World Bank Group, African Development
 

Bank, and OPEC Special Fund.
 

b. 	Procurement of more than $68.5 million of imported 
equipment
 

and materials for private sector enterprises, under the
 

Commodity Import Program.
 

c. A new Private Investment Encouragement Fund of 
$30.0 million
 

in cooperation with Egyptian banks to finance larger

sized new investments; participating banks and investors
 

are expected to invest at least an additional $30.0 million.
 

d. A new Small Scale Enterprise fund of $15.0 million
 

with Egyptian Banks, to finance smaller-sized new
 

investments; banks and investors are expected to provide
 

more than an additional $15.0 million.
 

e. 	Improved effectiveness of Egyptian financial intermediaries,
 

principally through increased bank operating efficiency 

and regeneration of the stock market, as a result of 

advisors and equipment for $6.4 million. 

2. Improvements in Business Climate: 

a. 	A new fund of $5.0 million to finance sector studies,
 

cost-sharing of feasibility studies by potential U.S.
 

joint venture investors, and training for the
 

Investment Authority;
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b. 	Completion of three existing Industrial Free Zones at a cost
 
of $22.0 million by financing equipment and advisory
 
services;
 

c. 	Improved capabilities of Egyptian Investment Center's
 
Information and promotion activities to attract new
 
investment, for $2.0 million, by financing of equipment
 
and advisory services;
 

d. 	Reduced government controls on development of small
 
scale enterprise activities.
 

e. 	Financing of advisors and equipment for modernization
 
of government regulations, business law, taxation,
 
accounting, education, planning and finance. 

3. Upgrading Private Sector Work Force:
 

a. 	Improved operating efficiency of the Development Industrial
 
Bank, by financing $2.5 million of advisors and equipment.
 

b. 	Improved quality of Private Investment Encouragement
 
Fund participating bank staff by financing advisors
 
and training programs in project appraisal;
 

c. 	Improved quality of assistance provided to Small Scale
 
Enterprise by Egyptian banks and support institutions,
 
by financing of $6.0 million of advisors, training,
 
and equipment.
 


