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Introduction

The interest in SMEs is of relatively recent nature. Several reasons led to the current concern with the issue of small and micro-enterprises. The small firms make various indispensable contributions to the economy. They act as major jobs providers, produce a significant part of the total value added, feed the larger industries with their needed inputs of production and after-sale services, as well as act as distributors/ buyers of their products. In addition, small firms provide a large segment of the poor and middle-income population with low priced consumption goods and services.

Small firms also represent a useful channel through which small savings are being translated into investments. Finally, small enterprises could become major sources of constant innovation and experimentation and could thereby in some cases change the market structure.

In addition, the SMEs have been viewed as a possible source of innovation and technological progress, especially in new industries.

The demand for custom made products combined with information based technologies open-up the way towards the emergence of new SMEs
. 

The continuous influx of small firms, in all sectors of the economy by all segments of the society is considered a healthy phenomenon and a crucial barometer for social and economic well-being.
 It reflects the extent of dynamism and movement in the market. The entry of new enterprises bears the possibility of the emergence of a group of dynamic, efficient and ambitious entrepreneurs, who have the potential for growth, development, and expansion. 

As a result, of this trend in economic thinking, small was viewed as beautiful.

The experience of the newly industrialised countries especially in South East Asia has proven, without doubt, the significant role that has been played by the small enterprises both in providing the larger entities with their necessary needs of production inputs and after-sale maintenance and repair services; as well as offering the growing labour force with work opportunities.

In the case of the manufacturing sector in Egypt, the SMEs operating in the different activities, which are the main target of this paper, have constituted the major contributors to the manufacturing value added, employment and growth.

But the economic arena in Egypt has been undergoing rapid changes due to the implementation of the Economic Reform Program (1991), rapid technical change, and the signing of the GATT and other free trade arrangements. The world is opening up and the borders are being lifted in front of the flow of trade in both directions. 

These developments leave their repercussions on SMEs. However, these effects vary according to the SMEs’ level of advancement, technology, specialization, scope of market dominance and manufacturing links whether nationally or internationally.

Thus a relevant question arises:

This paper is mainly concerned with understanding the role of SMEs in the industrial structure in Egypt, and is especially looking into the textile industry, because it is considered one of the oldest and biggest industries in Egypt;

To tackle this issue the paper will cover three basic points: firstly, the role of SMEs in Egyptian manufacturing, secondly, the Textile SMEs role and constraints, thirdly, the major international trade agreements and their impact on SMEs, and finally, policy recommendations.  

I , The Role of SMEs in Egyptian Manufacturing 

Definition of SMEs

One of the issues that need to be resolved before we start our analysis is to identify or define the SMEs. However, settling on one agreed upon definition is not an easy task since each of the different ministries and entities dealing with small enterprises have their own definition.

The following paragraphs show the different definitions adopted in Egypt:

Ministry of Industry and the Federation of Egyptian Industries
 defines the small-scale enterprise (SSE) as the one employing between 10- 100 workers with a fixed capital not exceeding LE 500,000.

The Ministry of Planning defines the SSE as the unit that does not employ more than 50 workers.

The Egyptian Bank for Manufacturing Development defines the SSE by considering both the number of workers (10-100 workers) and the value of capital would be in the range between LE 50, 000 and LE 1 Million.

One of the suggested definition by the Ministry of Foreign Trade  (MOFT) is that: Micro enterprises are one to four employees, small are five to fourteen and medium are fifteen to forty nine.

However, the previous definition does not distinguish between the manufacturing and the non-manufacturing enterprises.

Another suggested definition of the Ministry of Foreign Trade
 distinguishes three main categories:

The Micro Enterprise has a number of workers ranging between 1-4 workers, and the fixed capital less than LE 200, 000.

The Small Enterprise has a number of workers ranging between 5-49 workers, and the fixed capital ranging between LE 200, 000 and LE 5 Million.

The Medium-sized Enterprise has a number of workers ranging between 50-99 workers, and the fixed capital ranging between LE 5 Million and LE 10 Million.

One of the pros of the previous definition is that it clearly differentiates the manufacturing unit from non-manufacturing units, and it reflects the on going price levels of fixed capital. 

On the other hand, the main drawback of the definition lies in its reliance on the value of fixed capital, which is continuously changeable, due to price and technology changes. Unless the definition is liable to adapt to these developments, it would be of insignificant value as time passes.

As is clear there is no general consensus over the definition of manufacturing SMEs. However one could surmise from the different definitions that micro enterprises employ less than 10 workers, small enterprises range between 10-49 workers and medium enterprises employ 50-99 workers (However, in some cases the medium sized enterprises are considered to be employing between 50 and 200/ 250/500 workers). 
The size of capital differs according to the type of economic activity and it is mostly higher in manufacturing.

The Role of  SMEs in the Manufacturing Activity

The manufacturing sector was recognized as a major potential source of growth in Egypt since the beginning of the twenties of last century. The establishment of Bank Misr and its numerous new manufacturing complexes signalled the upsurge of a manufacturing era. Several factories ventured into new activities. But the main bulk of the new industries relied on the usage of domestic resources whether of agricultural nature or natural resources. 

Agricultural products such as cotton, sugar cane, vegetables and fruits were used as raw materials for the growing food and textile industries. Oil, copper, iron and gas were the essential basis for several industries such as the chemical and metal and non-metal industries.

In addition, some industries developed based on the availability of skilful labour such as the wood and furniture industry and the leather products. These products gained the producers a competitive edge. 

 Nevertheless, it has to be mentioned that most of the Egyptian industries flourished in a protected environment: between the two world wars, after the 1952 revolution all through the fifties, sixties, seventies and eighties.

Despite the fact that the mid seventies witnessed a change in the economic policy towards a more liberal and open economy, the openness was only partial. The high tariff and non-tariff barriers protected the domestic public and private manufacturers. Thus, the industry in general was not exposed to foreign competition and remained contented to provide the local market with its needs, with relatively low quality products and at relatively high prices and profits margins. 

The main challenge or real threat to the Egyptian industry came with the beginning of the nineties, with the implementation of the Economic and Structural Adjustment Reform and with the signing of the GATT and other trade agreements.

The Manufacturing Structure and Relations 

The manufacturing value added contributed a fluctuating portion to the GDP. It ranged between 17.2 % and 19.5% of GDP during the nineties. This contribution is rather limited compared to the seventies and eighties figures, where it amounted up to 25%-29% of GDP in several years.

The manufacturing sector captured alone almost 20% of total investments, and 35% of the total FDI during the nineties
.
The Egyptian manufacturing sector comprises both public and private sector companies; however, in this paper our main emphasis will be –hence- on the private sector’s contribution.

The structure of the industry is quite distinct. Regardless of the type of manufacturing activity the main feature is the prevalence of SMEs whether measured according to the number of enterprises or workers. 

 In addition, the existing data reveal certain distinguishing features of the Egyptian manufacturing sector
 such as:

The number of workers in the Mfg industry has been estimated by 890 thousand workers in 1998, and 81% of them work in SMEs
.

As to the number of enterprises it is evident that more than 99 % of them were SMEs.


The textiles and ready-made clothes (RMC) industries-put together represent the largest sub-sector in terms of the number of enterprises or workers. This sub-sector employed almost a quarter of a million workers in 65000 workshops and factories. The manufacturing units seem to be larger in terms of number of workers in the case of the textiles, whereas the clothing industry tends to include a larger number of micro enterprises. 


The food and beverages industry is the second largest in terms of the number of workers, since they exceeded 200 thousand labourers. The highest concentration of the industry is in the 1-4 workers category.

The third largest industry is the metals industry, which employed 120 thousand workers and the majority of enterprises were concentrated in the micro-size category.

The whole structure of the manufacturing industries is relatively small with the exception of the machinery and equipment, the chemical and the rubber industries, which tend to be larger in size.

However, if the share of SMEs in the manufacturing production, labor and capital is measured, their role is less pronounced. SMEs contribution to the three previous variables could be summarized in the following table:

	Table 1a The share of the different Sizes of Mfg 

Enterprises in Labor, Production & Capital (1984-1998)

	Size
	Labor
	Production
	Capital

	Large
	29
	35
	45

	Medium
	35
	43
	39

	Small
	36
	22
	16

	Total
	100
	100
	100


	Size
	K/L
	Production/L
	Production/K
	VA/L
	VA/K

	Large
	1.65
	1.21
	.78
	1.24
	.80

	Medium
	1.1
	1.23
	1.1
	1.17
	1.05

	Small
	.44
	.61
	1.38
	.64
	1.44


Source: Abdel-Latif, L., Micro Sources of Growth: Structural Dimension of Growth-firm Perspective, 2002 (Forthcoming)

Table 1 shows the contribution of the small and medium sized 50-500 workers) enterprises to total production of the Mfg enterprises, which amounted to 65% during the period 1984-1998.

The capital intensity and the productivity of labor were relatively higher in the larger enterprises.

In an attempt to examine the dynamics of the MFG sector in Egypt and its micro sources of growth, Lobna Abdellatif’s
 study concluded:

“-Capital intensity is higher in the larger medium sized companies, and so is the value added of labor, but to a lesser extent.

-Labor and Capital are in their highest levels in the medium sized companies.

The period of 1984-1998 witnessed a noticeable change in the private MFG sector , towards concentration of production in large firms.

-The movement towards larger companies was associated with a higher degree of capital intensity. This trend was fostered by the adoption of an exchange rate policy-in the nineties-that led to an appreciation of the Egyptian Pound. Imported machinery and equipment were artificially priced at lower values”

At the same time the Egyptian exports became relatively more expensive and thus less competitive in the international market. The domestic market remained the main distribution venue.

Financing the SMEs

Despite the ongoing trend towards large enterprises, the SMEs continue to be the major producers in the MFG sector. Financing the start-up capital and the working capital has been and remains one of the difficulties confronting SMEs . The main source of finance to such enterprises is derived from personal savings, family and friends, and from informal lending sources (with or without interest). Bank loans or even NGOs finance represent a minor source of credit, especially where the micro and small enterprises are concerned. 

The banking sector is still reluctant to lend small enterprises, because of the high risk (which could be challenged) associated with lending them and the relatively high costs of keeping accounts for them at least from the banks perspective.

Due to this reluctance, the outreach credit gap is quite large. Estimates indicate that the number of borrowers who need financial support was 1.5 million entrepreneurs, with a micro-finance gap of US$ 371 in 1998.
 

The Informality within the SMEs

One of the main features of the MFG micro and small enterprises in Egypt is the high degree of informality. Empirical studies reveal that informal enterprises represent almost 80% of total SMEs.

The reasons for the strong prevalence of informality are numerous, however, the institutional factors represent some of the most crucial elements behind it.

The repercussions of this phenomenon are numerous, but the inaccessibility to finance, technical services, business incentives, policy making and lobbying for special business issues.

III The Textiles Industry: Dynamics, potentials and constraints

As has been mentioned above, the T&RMC enterprises represent the largest industry in terms of number of workers, number enterprises and the second largest in terms of value of production (after the food industry). 

-Around 11 000 enterprises produce textiles, out of which 98% of the enterprises are of micro and small nature, employing 56% of the total employment of the specialized sector..

-Almost 55000 enterprises operate in the RMC industry, 97% of the enterprises are of micro and small size, employing 79% of the total employment of the specialized sector.

-The contribution of Textile SMEs to Exports is in general- quite limited, however the share of exports to total production declines as the size of enterprise decreases (17.9% of production in the large companies, 7.4% and 5.9% for the medium and large enterprises respectively).

Despite the fact that this industry is rather old, the small enterprises have been going through a difficult time facing the challenge of the larger companies on one hand, and the challenge of venturing into external markets on the other hand..

Operating behind protected walls whether by internal laws or external agreements (MFA) and the lack of exposure to competition ever since the mid fifties, the quality of products and productivity of labor were characterized of being low.

The fear of the future, when the trade barriers are lifted adds a new dimension to the different obstacles that jeopardize the future functioning of the textile SMEs. Despite the fact that trade agreements, could be instrumental in opening up new markets to SMEs products, this impact has not materialized yet, as it will be shown in the next section.

IV The Main International Trade Agreements

The nineties witnessed continuous trade negotiations with different partners, which resulted in four major groups of trade agreements.

The trade agreements that will be covered in this part include: 

· the GATT, 

· the Arab Trade Agreements,  

· the COMESA and,

· the European Partnership Agreement, 

The initial screening of the four agreements reveals several clear differences between them, which will be explained in the following section:

The GATT

The implementation of the GATT (1995) is associated and is expected to have some negative as well as some positive repercussions on the SMEs in several ways:

The negative impact:

1-Opening up the market in front of the flow of products has already affected some of the micro and small inefficient and non-competitive enterprises especially in areas such as the food industry, furniture, metal products, home appliances, machinery and equipments…..etc

2-It has also affected industries that rely heavily on imported machinery since the application of the Intellectual Property Rights agreement will raise the cost of usage and maintenance of the machinery.

3-Certain industries especially those working in the fields of petrochemicals, pharmaceuticals, and those using imported computer software or special registered production processes will have to pay extensive duties for the usage of IPR, which raises the costs of production.

Therefore the costs of production started rising gradually and thus the degree of competitiveness is diminishing unless some action could be taken in the area of domestic Research and Development (R&D).

The positive impact 

 One major positive influence of the WTO on the SMEs in Egypt is competition from imported products could help producers to develop their capacities, efficiency and quality of products. The still reasonable wage levels and the availability of skilful labor in some industries could contribute to the competitiveness of some of the SMEs.

The Arab Trade Agreements:

Egypt has seven trade agreements with the Arab countries (Libya, Syria, Tunisia, Morocco, Lebanon, Jordan, and Iraq). All agreements do not contain any specific rulings or conditions that are relevant to the SMEs sector.  

The trade agreements with the Arab countries could be distinguished in three categories according to the type of commercial arrangement:

The first group includes agreements with Libya (1990) and Iraq (2000), which open-up their markets in front of unconditional free trade with Egypt upon the ratification of the Agreements.

The impact of such agreements is favourable to SMEs as they get free access to the two markets, while they can still compete with imported products of the two countries in the Egyptian market. 

The second group of agreements are free trade agreements with Tunisia (1998), Morocco (1998), Lebanon (1999) and Jordan (1998).

In the case of Tunisia, Morocco and Jordan the free trade areas would be fully activated in a time period that ranges between 6 years (Jordan) and 12 years (Morocco). The three agreements included timetables of tariff eliminations over time, and lists of excluded goods, which could be discussed between the two parties in a later unspecified date.

The SMEs manufacturing industries such food, paints and chemical, non-metal and publishing industries would benefit gradually from these agreements. However, the T and RMC and beverages were among the excluded goods as they are treated according to the Multi Fibre Agreement (WTO).

In the case of Lebanon the FTA was to be implemented upon the ratification of the agreement on all goods with the exception of one list of Egyptian and one list of Lebanese products, which included textiles, cars and a few other items on both lists.  

The impact of the Lebanese agreement is expected to be more favourable and instantaneous to SMEs, compared to the three other agreements.

The third group includes the Syrian commercial agreement (1991). This agreement states that certain lists of Egyptian and Syrian goods will be exempted from tariffs. The list of Syrian tax-exempted includes19 products of agricultural and intermediate manufacturing products, which are usually not produced in Egypt. They do not pose a perceivable threat to the domestic market.

The list of Egyptian tariff-exempted products includes 20 products (processed food, medicines, perfumes, aluminium sheets and buttons). Some of these products are manufactured in SMEs. This agreement could open-up a larger market in Syria to some of the small Egyptian manufacturers. 

To sum up, the Arab trade agreements in general, and with the exception of the Libyan and Iraqi agreements, will be implemented over a period that ranges between 6 and 12 years. The textiles and RMC, cars and beverages beside some other few products are excluded from the FTA arrangements, thus the SMEs industries working in these activities will neither benefit nor lose in a special way due to the agreements. As mentioned above the textile industry is by far the largest in Egypt. Thus the main impact on the T&RMC will be inflicted upon the implementation of the MFA.

A positive immediate leeway is found in the Iraqi and Libyan trade agreements.

The Syrian commercial agreement does not open a wide promotional channel in front of the MFG products of SMEs.

However, several small industries will still benefit such as food, pharmaceuticals, perfumes, plastics, paints, molasses, chemicals, glassware, and metal producing industries.

Some of the harmed industries will be those producing paper and paper products.

COMESA FTA

The COMESA Free Trade Area (FTA) was launched on 31st October 2000.  Nine (9) countries are participating in the FTA.  These countries are Djibouti, Egypt, Kenya, Madagascar, Malawi, Mauritius, Sudan, Zambia and Zimbabwe.  Effective 31st October 2000, the 9 countries started trading on duty and quota free terms for all goods originating from within their territories.   

The other COMESA countries (12 countries) not yet part of the FTA have continued to trade on preferential terms.  They have reduced tariffs on COMESA originating goods by between 60% and 80%, meaning that they only charge between 20% and 40% of their general Most Favored Nation (MFN) tariffs on COMESA originating goods. 

COMESA has reached an agreement to implement a Common External Tariff by the year 2004 and as this currently stands the CET will be 0%, 5%, 15% and 30% on capital goods, raw materials, intermediate goods and final goods respectively. 

There are still a number of obstacles to be faced regarding the CET, not least on the levels, on compliance, on identifying alternative sources of revenue where revenue loss could result from adopting the CET, on defining the modalities of administering the CET and the categorization of goods into the proposed CET structure. 

Until now the impact of COMESA on the SMEs in Egypt is still limited as most of the imports from Africa are either raw materials or agricultural products that have no similar competitive home products. However, the possible benefits that could be driven from the zero-tariff among the nine countries have not been derived yet. 

The trade balance with the COMESA countries shows- as will be demonstrated later- continuous deficit. This agreement could prove to be useful to the Egyptian Mfg industries, as they still have a competitive edge in some fields of production (home appliances, textiles, food and beverages, pharmaceuticals, furniture, metal and non-metal industries….

The European Partnership Agreement (June 2001)

This agreement was signed between Egypt and the European Union in June 2001. Accordingly, a FTA develops gradually, over a period of 12 years after the ratification of the agreement.

The EPA states that:

The Egyptian exports to the EU are exempted from all tariff and non- tariff barriers as well as any other duties of similar impact.

The European exports to Egypt on the other hand will be gradually exempted from all tariff and non-tariff barriers as well as any other duties of similar impact according to three lists of products and related time schedules. List 3 includes (more the two other lists) finished products as well as consumer goods that could be of threat to the Egyptian producers. However, the reduction in tariffs on the goods included in list 3 starts in the 7th year of the implementation. Thus the next 6 years have to witness structural changes to strengthen the manufacturing SMEs sector.

The two parties acknowledged the possible negative repercussions of the agreement and thus the Industry Modernization Program (IMP) was suggested by the European partners as a way of helping develop the capacities of the Egyptian manufacturing sector. The main emphasis of the IMP is therefore directed to the small and medium scale enterprises, which represent the main bulk of the Egyptian manufacturing sector. 

The question that follows is: How do these agreements affect or are expected to affect the role of manufacturing SMEs in Egypt?

To answer this question one has to look into the following issues:

Firstly, as already mentioned the textile and ready-made clothes industry (T&RMC) is the largest and most important SMEs activity. However, T&RMC activity is excluded from all lists of goods that are subject to trade liberalization. Trade in T&RMC is liberalized according to the special and gradual rules of the Multi-Fibre Agreement. The rules imply that the textile sector will be integrated in the GATT by the beginning of 2005.

Until this date the Egyptian textile products do not have unconditional or easy access to the agreements’ countries and the textile imports are treated on a reciprocal basis.

The impact of liberalizing the T&RMC sector cannot be fathomed. An expected positive outcome depends on the degree of modernization of the SMEs in this industry within the coming couple of years.

Without a rigorous change in the Egyptian micro, small and medium-sized textile companies the damage could be sweeping and large numbers of SMEs stand to close down and disappear. The repercussions on the domestic production, unemployment levels and the trade balance could be devastating.

Secondly, in principle the agreements could have encouraging effects on the manufacturing sectors that already have or are developing competitive advantages as the agreements open up a wide market in front of the exporters.

By the same token they could have disturbing effects on the long protected, non-competitive manufacturing units.

Therefore, in the case of Egypt a large segment of SMEs stand to perish unless they could be restructured and provided with the necessary technical and administrative know-how as the majority of micro and small enterprises do not follow the international quality standards of production.

In addition, the industries that are expected to fare and adapt to the changing economic situation are mainly the medium sized enterprises, as data indicate they are more competitive and more capable to export than the small ones.

Thirdly, the small businessmen responses to the liberalization of trade are of apprehensive nature:

In a discussion, which was conducted in July 2000 with 12 case studies of small manufacturers in Cairo, the impact of trade liberalization on their livelihood was the focal point.

The producers had their justified fears and plans:

Their fears could be summarized in the following points:
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The rapid inflow of imported products, which were better in quality and cheaper in prices such as the Chinese, Syrian and Turkish textiles, electrical appliances, metal products….etc.
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A great part of the imported goods was smuggled and thus their prices were not burdened by custom taxes.
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The imported goods started to capture a significant part of the market demand and thus affect their ability to market their products, to generate sufficient monthly income, and thus to retain the same number of workers.

As to their reaction to these changes, the responses varied:
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Some admitted that they are going to introduce some changes, whether in the technology of production, the number of products, their shapes and functions and packaging…etc
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Another segment stated that they were going to discharge some of the workers or offer them lower wages to cut the costs and thus the prices. This could enable them to become more competitive.
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The third group decided to close down and leave the manufacturing activity altogether, and either turn their workshop into a coffee shop or restaurant ”as food sells better”, or just sell the place and live off its value.

Fourthly, if the export data could be considered a reflection of the competitiveness of the Egyptian manufactured products, table 3 in the statistical appendix shows the main changes that took place during the last five years. 

The shaded rows indicate exports that witnessed relative improvement in their value.

· The data indicate a slow growth in the value of manufacturing exports except for the last year 2000. The oil products experienced the largest absolute increase, while some of T&RMC exports experiences evident growth rates, the value of other T & RMC export products dropped substantially. 

· The exported textiles and ready-made clothes and other related industries are partially the products of SMEs, since the structure of the industry relies heavily on small and medium sized units however, the main  exporters are the larger companies. The same applies to the food exports.

· The other manufacturing exports are products of relatively larger manufacturing complexes (chemical, iron and steel, ceramics, aluminium, Ferro-silicon).

One could conclude that the exports of manufacturing products is still relatively modest whether in absolute terms or as a percentage of total exports. The share of the SMEs in manufactured exports is still of minor importance and has to be developed to become more competitive. The main exporters are the more advanced larger enterprises. 

Table 4 in the statistical appendix helps in shedding light on the trend of change in the trade balance with the agreements countries especially the EU, the Arab and COMESA countries.

Two main remarks could be drawn from tables 3 and 4 and from table 5 in the statistical appendix:

The First Remark: Egyptian exports to the European, Arab and COMESA countries have been slowly growing though fluctuating. 

The exports to European Union:

The chemical products and fertilizers have been growing, while the textile products have been fluctuating. 

The exports to the Arab countries:

The Pharmaceuticals and ceramic and porcelain products have been increasing during the nineties, while the fertilizers, chemical products and textiles were fluctuating downwards.

The Second Remark: the trade deficit with the European Union and the COMESA countries is growing, which implies a continuous burden on the Egyptian Economy.

In the case of the COMESA countries this trend of growing trade deficit is rather unexpected, as the level of development of the Egyptian industries was assumed relatively competitive vis a vis the African products.

V Corrective Actions

No doubt the manufacturing SMEs stand at an impasse at beginning of the century and as the globalisation process is progressing to encompass all countries. 

A drastic change and restructuring strategy have to be planned and implemented to help the small industries raise their products’ quality, develop new products, train the workers and the management staff to adapt to the new markets needs and to adopt diversified and modern marketing campaigns. Such a change needs the collective efforts by both the public and private entities:

1-The Public Entities

Until now there is no explicitly identified entity that is responsible for planning the future development of the Mfg SMEs. There are, though, some sporadic efforts by different ministries (the Ministry of Industry MITD and the Ministry of Foreign Trade MOFT) and organizations such as the Social Fund for Development and the Federation of Egyptian Industries, which do not amount to a carefully designed strategy for the MSM Mfg enterprises.  

The MITD is currently engaged in the implementation of the Industry Modernization Program (IMP), which is sponsored by the European Union. The IMP has been slow in its progress due to difficulties in its negotiations from both the Egyptian and European Sides. 

What is of relevance in this respect is the non-existence of a clear-cut policy in this program towards the Mfg micro enterprises. The main share of finance is going either to small and medium enterprises.

The IMP is currently being implemented by the MITD and the FEI with the EU as a major partner. The IMP has five main components: 

· Competitiveness, Management and Training

· Business Resource Centres

· Trade Promotion and Foreign Direct Investment

· Policy support and Financial Reform

· National Quality, Institutional Upgrading and Clustering, National Information

ECU 820.7 Mill has estimated the total funding for the IMP over a period of 4 years. 

The main objectives of the IMP and its support programs are to
:

· Help increase the investment in the Mfg sector. Higher rates of investment are required to accelerate growth, modernize and achieve international competitiveness.

· Address the weaknesses of the Egyptian industry especially the SMEs.

· Provide access to export markets,

· Transfer the best practices from highly developed international industries to Egypt.

The program is planning to provide support to part of the 15000 SMEs through several assistance components that cover the following areas:

Finance: such as credit lines, credit guarantee funds, and venture capital funds. The main aim is to overcome the constraint of lack of sufficient capital to finance expansion, high technology or innovative enterprises. 

FDI: to increase the attraction of FDI to become partners with the local promising SMEs.

Exports: to improve access to export markets through information fairs and export development plans.

Competitiveness Unit: to support the improvement of products and productivity through technical assistance.

Marketing and Management Support: through stimulation of market research…et

Manufacturing Training for the management and workers.

The IMP is a well-planned program for the SMEs if it was implemented timely and according to the plan mentioned in the project document.

However, there are two main disadvantages:
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It does not cover the micro enterprises- the main bulk of Mfg industries- with its services.
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There are also no documented sectorial or geographical strategies of support to Mfg SMEs, where the priorities are emphasized and the modernization program is detailed.  
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There seems to be some overlapping in the area of support mechanisms between the IMP and the SMEs program which is being adopted and instigated by the MOFT.

The MOFT program for SMEs

The program involves several components such as: defining the sector, developing new financial packages, improving the regulatory framework and assisting exports enterprises in marketing their products, through different channels and mediums.

However, the technical component is still non-existent in the MOFT’s program, which is understandable. Such an aspect should be dealt with through the MITD, especially where Mfg industries are concerned.

The SFD 

The SFD is a third entity that is involved in assisting the SMEs in Egypt. The scope of the coverage is wider as it includes enterprises engaged in Mfg, trade and service activities. The Small Enterprise Development Organization  (SEDO) is engaged in providing loans, technical support, administrative and management capabilities upgrading. The program has been operating for nearly 10 years. It has its positive and negative aspects:

· The positive aspects include the provision of loan to start-up enterprises, which is otherwise difficult to obtain. Helping new enterprises to get established also means offering new job opportunities. 

· The negative aspects, on the other hand, include the difficulties of getting sufficient guarantees to become eligible for the small loans, the inexperience of the start-up entrepreneurs leads to high failure rates, the ineffective technical support programs and the weak monitoring processes. The SEDO is still trying to improve its performance.

     To conclude:
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There are several public and semi public programs that are planning for the development of SMEs, but the outcome is still negligible.
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The strong bindings between the different entities are still missing until now, as cooperation could mean giving up some of the power or influence in decision-making and implementation.

The main point in this respect is how to ensure cooperation between the different ministries and organizations. The cooperation will help in avoiding overlapping and having similar support institutions (similar mandates) under different programs, which could imply waste of rare resources. At the same time, better cooperation and integration could help in accelerating the process of upgrading the SMEs and raising their competitiveness in the internal and international markets.

2-Private Entities

· The Feeding Industries

The role of the large private sector companies, the businessmen associations and the different NGOs operating in the area of micro, small and medium enterprises development is still modest.

Several improvements have to be introduced:

Connecting the large industries with a number of small-scale enterprises, to act as its feeding industries or as distributing/ maintenance agents was successful in the Asian model of development for both the large and small enterprises. 

The large enterprises helped the small ones in venturing in to new product lines, raising their quality, standards and productivity, securing steady demand on their products, training their labor and opening up new possibilities domestically and abroad.

The small enterprises represented efficient and low-cost suppliers for the different necessary production inputs.

· The Cluster Communities

 Another area of improvement is in the specialized cluster communities. Egyptian Enterprises have had a tendency to be located in areas where related manufacturing activities are concentrated. Therefore we have a whole town or quarter that is specialized in furniture making (Damietta, and el Manasra-Cairo), in textile Mfg. (Mahala el Kobra and Shobra el Kheima and Giza) in stone cutting and shaping (el Basatin-Cairo),,,,,etc

However, those clusters are not yet being provided with the essential support services and infrastructure, that could strengthen the vertical and horizontal linkages, introduce the new technologies that reflect the state of art in the international competitive industry in the specialized Mfg. Activities and thus improve the performance of the small industries.

The role of the Business Associations is still missing in this regard.

· The New Industries

Another way of helping the SMEs is by familiarizing the entrepreneurs with new emerging manufacturing/manufacturing service activities, by offering them with specialized training opportunities and technical assistance in new unexplored territories.

Both the BA and the FEI could be directed towards taking more active and positive initiatives in these directions. These actions should always be based on definite priorities (sectors and size) and geographical distribution. 

Support should also be directed towards strengthening the export capabilities of the small and medium scale exporters, as well as discovering and assisting potential exporters. 

3-Fiscal Policies

Fiscal policies are still not designed to be of support to SMEs. Certain changes have to be introduced to help the Mfg enterprises in the transitional period, until the full implementation of the GATT, the free trade agreements with the COMESA, the EU, and the different Arab countries. 

These changes should consider lowering the corporate profit tax rates on the Mfg SMEs and granting tax exemptions to their exports.

Conclusion

Until now the exact impact of opening up of the market through the different trade agreements cannot be assessed. 

However, data reveal that the trade balance with the agreements countries has been moving towards increasing deficit especially if the overall trade balances of the European Union and COMESA countries are concerned.

The only positive trade balance is with the Arab Agreements countries.

A large portion of the micro and small and even some of the medium sized enterprises stand to be hurt by the inflow of imported goods especially from other developing countries, where the costs of production are relatively low: engineering, machinery and equipment, food, wood, paper, chemicals, and non-metal and basic metals industries.

Even the T&RMC industry needs extensive restructuring to become competitive with the East and South Asian products.

Unless a carefully designed plan is set into motion, the manufacturing SMEs could lose in the wake of the full implementation of the free trade agreements. This calls for concerted efforts of the concerned public and private entities.

References:

· Abdel Fadil, M.(1980) Informal sector employment in Egypt, ILO/UNDP Geneva.

· Assaad, R. (1999) The transformation of the Egyptian Labor Market: 1988-1998, in Conference on the “Labor Market and Human Resource Development in Egypt, EPIC, November 29-30, 1999, Cairo Egypt.

· Charmes, J. (1991)Employment and Income in the Informal Sector of the Machrek and Maghreb,  countries, in Hopkins, Nicholas, ed. Informal Sector in Egypt, Cairo Papers in Social Science, Vol. 14, No4, 1991, pp21:45.

· Charmes, J., (1998) Informal Sector, Poverty and Gender: A Review of Empirical Evidence, a background paper for the WDR2001.

· Diab, J. ( 1983) The Hidden Economy in Egypt: A Social Accounting Matrix Approach, MA Thesis, Dept. of Economics, AUC, Cairo.

· El-Mahdi and K. Powell (1999) Small Entrepreneurs in the Greater Cairo Community, SRC, AUC, Cairo.

· El-Mahdi and Mashhour (1994) The Informal  Sector  in  Maarouf, the Center of Social and Criminal Studies, Cairo.

· El-Mahdi, The Absorption Capacity of the Informal Sector in Egypt. (ELMS98), in conference on “Labour Market and Human Resource Development in Egypt”, EPIC, CDCS, Cairo. 

· El-Mahdi,A. and H. ElSaid (1996), The Small Industries Complex in the 10th of Ramadan City, Friedrich Ebert Stiftung, Cairo.

· Glover, J.W.(1998) The New American Evolution : the Role and Impact of Small Firms, Office of Advocacy.

· Hafez, M. (1986) Small-enterprises and Problems of Industrial Location and Regional Development in Egypt, in conference on “ Local Development in Egypt : Present Problems and Future Aspirations, Mansoura University, December 1986 pp:1:20.

· Handoussa, H. and G. Potter, (1992), Egypt's Informal Sector: Engine of Growth? Paper presented to MESA conference, Portland, Oregon.

� Lall, S. (2000) What makes your firm more competitive?, ECES, Cairo, p.4.


� Glover,J.W.(1998) The New American Evolution : the Role and Impact of Small Firms ,Office of Advocacy, p.3.


� El Mahdi, A. and H. ElSaid, Small Industries Complex in the Tenth of Ramadan City: Needs and Potentials, A Target Group Analysis, Friedrich Ebert Stiftung, Cairo, 1996, p.2.


�Lerchs, G, The Study of an Operational Definition for the Micro, Small. And Medium Sized Enterprises in Egypt, . MOFT, 2002, p.31.


� ERF,   Interim Report on operationally Defining the Micro, Small and Medium Enterprise Sector in Egypt,  Cairo, May 2002,p.7.  


� See table 1 in the Statistical Appendix.


� See table 2 in the Statistical Appendix.


� Ibid.


� Abdellatif, op.cit., pp.6-8.


� El Gamal, M. etal, (2000) Beyond Credit: a Taxonomy of SMEs and Financing Methods for Arab  Countries, ECES, Cairo, p.11.


� The General Agreement on Tariffs and Trade


� Egypt, the Industry Modernization Program, Project Document, Feb.1998, p.76.





PAGE  
6

