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1. Introduction

1.1. Background and Goals of the Study

Commentators on the Egyptian economy have noted the domination
of the industrial sector by a 1imited number of large public sector
firms, on the one hand, and a mass of small private producers, on
the other. While much has been written about the giants, it is only
in recent years that serious attempts have been made to understand
the smaller enterprises. This study is a contribution to that effort.

The goals of the study are three:

1) to determine the "big picture" of small enterprises in selected
locations in Egypt: the number of firms, the levels of employment, and

some basic enterprise characteristics by industry group;

2) to examine in more detail a sample of firms in selected industries
in order to determine their production and distribution patterns, their
economic viability, their constraints, and their potential for future

growth;

3) to suggest to the Government of the Arab Republic of Egypt and
to the United States Agency for International Development the types of
policies, programs, and projects that might effectively support the

development of small enterprises in these areas.

1.2. Coverage of the Study

There are three questions to be addressed in this section:

industry coverage, firm type and size, and geographical focus. In



terms of industry coverage, the scope of the study includes manufacturing
as well as repair of manufactured goods.l/ This is consistent with the
coverage of the manufacturing sector in published Egyptian censuses.

The first phase enumeration also included Taundries, barber and beauty
shops, photographic studios, painters, and construction enterprises,
although information from these five industries is only inciuded in the
addendum to table 2. There was considerable discussion concerning the
inclusion of producers of fool and ta'miya (two common Egyptian food
products) in the survey; these enterprises could be considered either

as producers of food products (manufacturers) or as restaurants (producers
of services). Again, these producers were covered in the survey; data
concerning them are shown separately in the addendum to table 2, but

are excluded from all other tables.

With regard to firm types and size, the study focused on those
enterprises with Tess than 50 workers and with a fixed work place. Mobile
and itinerant producers -- those without any fixed place of work -- were
excluded from the survey, as were all producers with more than 50 employees.
Special efforts were made to include manufacturing activities taking place
within the household (sometimes called "cottage industries").

In terms of geographical coverage, while other studies of smali
producers in Eqypt have focused primarily on major urban areas, this

study has taken a different approach; the universe to be explored was

17151C codes 31-39 plus 951.



defined in terms of governorates: their cities and towns as well as
1/

villages.~/ Two governorates were chosen for study: Fayoum, and

Kalyubiya.

1.3. Other Related Studies

Concurrently with the work of this project, two other studies were
also under way, each focusing on the development of small enterprises
in Egypt. It may be useful at the outset to contrast the coverage and
approach of these other studies.

One of these studies, undertaken for USAID by Arthur D. Little
International Incorporated,g/ focused on those enterprises with 10 to
200 employees and less than kE 300,000 of fixed assets (excluding land
and buildings}. It listed a number of qualitative characteristics of
small firms, but in practice these were used to describe the sector
rather than to delimit it. The study approach involved assembly and
analysis of secondary data, plus intensive interviews with 50 producers

and briefer questionnaires for an additional 200 firms. With the

l-/One exception was made to this "whole governorate" approach:
in Xalyubiya, it was decided to exclude from the study Shubra el Khayma,
a large and highly industrialized area which is immediately adjacent
to and in many ways an extension of the greater Cairo metropolitan
area.

g—/Ar'thur D. Little International Incorporated, in association
with Arab International Consultants, "Phase I Draft Report: Review
and Evaluation of Small-Scale Enterprises in Egypt" (January 26, 1982);
and "Phase II Final Report: A Strategy for Support of Small Enterprises
in Eqypt" (March, 1982); both submitted to United States Agency for
International Development.



exception of three brief paragraphs, there is no reference to geographi-
cal or locational questions; the authors presumably concentrated the
bulk of their efforts on the regions where they contend most of the
firms are located, Cairo and Alexandria.

The second parallel study was undertaken by the Checchi Company,
with funding from the Worid Bank, on behalf of the Handicrafts Industry
and Productive Cooperatives Organization (HIPCO).l/ This study was
Timited to producers with less than 50 workers; beyond that, it included
only enterprises "which could be identified from the street by signs
or other indicators of productive activity. Thus the survey takes no
account of cottage industries where production takes place entirely
within the home" (p. 2). The report is based primarily on the results
of an 11-page questionnaire administered to all small manufacturers in
sample locations; these latter comprised a 20% sample of urban locations
in greater Cairo and in Alexandria, Assiut and Damietta governorates,
plus a 5% sample of rural locations in the latter two governorates. 1In
most cases, the results are reported broken down by governorate, with
urban and rural Tocations combined.

In summary, the A. D. Little study focused on somewhat larger firms;
it undertook relatively 1little primary data collection, and was probably
primarily concentrated in Cairo and Alexandria. The Checchi study

covered the country's two major urban areas plus two other dgovernorates

l-/Chet:(:hi and Company, "Artisan Sector Studies Project: Enter-
prise Survey Analysis: A Profile of Artisanal Establishments in Greater
Cairo, Alexandria, Assiut, and Damietta" (November 5, 1982).




(urban as well as rural) with an extensive one-shot survey administered
to all small firms identified in sampled Tocations; but it excluded

all production for sale taking place within households.

2. Phase T Results

The first phase of our study, undertaken between April and July
of 1981, was designed to provide an overview of small enterprises in
the two governorates under examination. The results have been described
in detail in a previous report.l/ Tables 1-3 summarize the major findings
in terms of numbers of enterprises and employment by locality size, by
industry group, and by employment categories. Among the major findings

of this first phase of the study are the following:

a) The numbers involved are large: 94,000 establishments, employing
nearly 140,000 people, in the two governorates combined. Approximately
one person in fifteen in the total population of these governorates -- men,
women, and children -- 4s involved at least on a part-time basis in small
manufacturing activities.

As indicated in Table 1, these activities are widely dispersed in
different-sized localities. On a per capita basis, they are most heavily

concentrated in smaller communities. The industry composition differs

/v, Badr, J. Seale, A. A. Mostafa, N. el Sheikh, S. Davies, and
A. R, Saidi, "Small Scale Enterprises in Egypt: Fayoum and Kalyubiya
Governorates: Phase I Survey Results," MSU Rural Development Series
Working Paper No. 23, March, 1982.



I aseuyd ®eareq AsA4ng  :324h0§

9 g L RN GEE V6 £9°¢ 988 “ GG g18°se Y101 ONYY9

g 8'1 £51°99 geLiLe v €t 990° 12 159°01 Tv.10L

P4 L€ 006°€ 790°1 co-L 006°€ ¥90°1 +000 ‘0t

€ §°¢ 8689 8eL 2 00°¢ 6eh e y9e¢ 1 666 ‘6£-000°02

S L1 8L0°2L 022°L 06°¢ B6L Y 088°2 666°61-000°2!

€ 81 608°tL £12°8 9LV L1L°€ 8eL°1 666°1L1-000°9

9 g'l 98£ Gl 80L°01 ot°s 9.0°¢ 186°1 666°G-000°€

LL L 2GL°EL 0€L°L 9L°P 258L°2 ¥29°1 666°2-0

SYAIGNATYA

L Z°1 6LLLL 212°45 lee 028°t¢ £91°62 Y101

1 L2 L8 L 8l8 2 0oL L8Y°L 818°¢ +000 ‘0t

9 €'l 86 989°¢ 00°L 86 ‘Y 989°¢ 666 °6£-000°02

oL ¢l 1£9°G1 se2lL 6E"L 622°L1 ¥50°6 666°61~000°2L

9 'L GG6°9L 9l6°€l 85°¢ 96€°9 G8E g 666°LL-000°9

8 L°L 986 /L 621 91 9L Y 698°¢ A AR 666 °G-000 ‘€

0l L°L 2Lv°8 618°L €101 L68 eLL 666°2-0

‘WNOAYA

uoLjeindod (astadaajul |juswAopdwy sasLadaajug] asadAu]  |juswho|dw3 sasLaduajul] (aLdosd 1o Jaquny)

ur go| 4od Jad J0 4aquiny [uoLjaodody 10 aaquiny 9Z1S UMO]

JuawAodwy |juswiodwl Buy |duweg pU® BJULACUY

Le30L pajewils3

sastdduazul padwes

861 -- 821§ u0L3eD07 Aq eALgnA|ey pue wnoled
uL juswAo|dwl pue sasi4ddajul SO J4aqunN [e30] paTeWL}S] pue pa|dwes

‘1 2198L




rather widely by locality size: 1in smaller villages, the main activities
are household-based (e.g., dairy products, knitting of hats, embroidery,
making baskets), while in larger locations they are more sophisticated,
often with hired workers and more capital invested. Even within one
industry, product lines change as one goes from smaller to larger
localities: in smaller villages, tailors and dressmakers make the

same traditional outfits year after year, while urban firms make more

modern clothes, with annual style changes.

b) The average firm size is small: 1.5 workers per establishment,
including owners and family members. Nearly 60% of all establishments
had only one worker; less than 1% had ten or more workers. Again, this
differed somewhat by location and even more clearly by industry type;
but the overwhelming characteristic is one of many small, privately

owned firms.l/

c) The composition of small scale industries is detailed in
table 2. Perhaps the most striking feature is the dominant role of
makers of dairy products; in each of the two governorates, over 50%
of all reported employment is in this activity, generally involving
the making of butter and cheese in village households, partly for own
consumption, partly for sale. Aside from dairy products, over 40%
of all small enterprise employment is in textiles, broadly defined:

tailors and dressmakers, needlework and knitting, spinning, the making

l-/Ove\r' 99 percent of all firms with less than 49 workers were
privately owned.




Table 2. Distribution of Estimated Tota1 of Enterprises
and Employment in Fayoum and Kalyubiya by Industry

8

-- 1981 --
Fayoum Kalyubiya
: Number of Number of
Subsectors Enterprises Employment Enterprises Employment

Food:

Dairy Products 36,555 37,622 23,415 34,519

Bakeries 133 1,042 165 1,213

Butchers 986 1,477 806 1,466

Flour and Rice Mills 84 3 90 345

Other Food Products 160 m 623 1,575

TOTAL ’ 37,918 40,765 25,099 39,118
Textiles, Leather, and

Wearing Apparel: )

Tailors, Dressmakers 4,095 5,568 4,594 7,83

Clothmaking 196 280 176 776

Knitting by Machines 22 22 109 272

Needlework, Hand Knitting 2,131 2,320 562 716

Spinning, including Ropes 2,560 2,832 305 7

Rugs 3 192 259 1,193

Mats 832 1,705 3N 1,020

Shoemaking, Repair 293 459 506 799

Fish Nets 673 1,417 0 0

Other Textiles 84 152 113 248

TOTAL 10,920 14,938 6,955 13,566
Wood Products:

Furniture 642 1,659 422 1,084

Deors and Windows 403 P4} 671 1,254

Agricultural Tools 174 290 &2 25

Baskets, Crates and Rafia Hats 4,314 5,079 364 1,539

Other Wood Products 54 150 224 990

TOTAL 5,589 7,879 1,743 4,962

" Paper and Printing: .

TOTAL 30 146 32 92
Chemicals:

Essential 0ils 62 693 4 116

Other 96 179 11 53

TOTAL 158 872 15 169
Non-metallic Minerals:

Tiles 22 154 130 742

Mud Bricks 740 1,025 112 155

Red Bricks 29 663 51 774

Other 535 1,72¢ 165 352

TOTAL 1,326 3,562 448 2,023
Metal Products:

Blacksmiths and Welders 192 579 544 1,376

Machine Shops 38 131 84 247

Other LY 250 360 602

TOTAL n 960 988 . 2,225
Other Manufactures:

TOTAL 62 126 9 17
Repairs:

Electric Appliances 254 463 252 324

Autompbiles 250 4 667 2,065

Bicycles 146 281 263 517

Other 188 413 652 1,075

TOTAL 838 1,871 1,834 3,981
GRAND TOTAL 57,212 71,119 37,123 66,153
Addendum:

QOther Services 1,308 1,71 z2,814 5,246

Fool and Ta'miya 658 926 672 1,469
Source: Survey Data, Phase I

,




of mats, rugs, fish nets, and a variety of related activities. The
third largest group, with 20 percent of total employment excluding
dairy products, is wood products: crates, baskets made from henna
branches, furniture, doors and windows. This is followed by other
food products (primarily butchers and bakers). Other activities are
smaller in the aggregate, although they may be quite important either
in particular locations (e.g., bricks), in terms of their backward and
forward linkages (e.g., blacksmiths and welders, essential oils) or

growth potential (e.g., tiles, machine shops, repairs).

d) Women constitute a significant part of the small scale industry
labor force in the two governorates. The labor force data in table 3
again show the preponderance of workers in dairy enterprises, where most
of the work connected with the production and sale of dairy products is
done by females. Women are important in other industry groups as well,
however, making up over 30% of the work force in all industries other
than dairy products. Women comprise nearly 50% of the work force in the
textile subsectors, and are important in Fayoum in the production of a
variety of palm products, included in the wood products category.

From a different perspective, family members dominate the labor
profile. Virtually all workers in the dairy products industry, for
example, are family members. Aside from that subsector, family members
comprise nearly 65% of the total work force; just over a quarter are hired
workers, with the remaining 9% being apprentices. Both hired workers and
apprentices are more heavily concentrated in particular industries: textiles,

wood products, tiles, and other food products. These highlighted findings
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as well as other aspects of the Phase I survey results are discussed

in more detail in the separate publication referred to above.

3. Phase II: Approach

3.1. Industry and Firm Selection

The Phase I survey provided an overview of small enterprises in
the two governorates under study. In order to understand the production
and marketing patterns, the economic viability, as well as the problems
and growth potential of these producers, a sample of firms and industries
was selected for more detailed analysis. To make this selection on an
informed basis, the researchers on the project undertook preliminary
interviews with assorted producers and merchants in a number of different
industries in order to determine which industries should be included in
the more detailed studies in Phase II. Following discussion among the
researchers and with informed outsiders, thirteen industries were
selected for further analysis. As indicated in table 4, these industries
account for approximately 75% of all employment in small enterprises
in the two governorates, as reported in the Phase I survey. The selection
of particular firms to be included in the Phase II study was done by a

1/

process of random sampling, using the Phase I results as universe.—

1/

~/ There were some minor departures from purely random sampling. In
Fayoum, a few very isolated villages were eliminated from the sample
frame, to reduce logistical problems. In Kalyubiya, since dairy producers
are very widespread and are thought to be relatively homogeneous, they
were selected last, from the universe of producers in villages where
other producers had already been selected in the sample {thus avoiding
the need for enumerators to qo to any village solely to interview dairy
producers). In both governorates, a few larger producers were purposively
added to the sample, to ensure a more complete picture of their activities.
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Table 4. Industries Covered in Phase Il Survey -- 1982

Fayoum

Kalyubiya

Total Number of

Total Number of

Enterprises Total Enterprises Total
Employment Employment
Abbreviation in in in in
Project in in Governorate|Governorate in Governorate {Governorate
Code Subsequent Phase I1 }(frem Phase!(from Phase| Phase [l |[{from Phase!{from Phase
Humber | Industry Tables Main Products or Activities Sample I Survey) | I Survey} Sample T Survey) | I Survey)
1 Rugs Ry Tied (not woven) rugs 5 k') 192 13 259 1,193
2 Tiles T Cement floor tiles 8 22 154 13 130 742
3y D {Butter and cheese 2 36,555 37,622 19 23,415 34,518
3 Embroidery Em Embrotdered garments 10 939 1,078 6 107 267
6 Mats Ma Reed mats 16 832 1,705 % M 1.020
7 taiiors Ta Gallabiyas, Sufts, Shirts 15 1,420 2,551 3 1,739 3.509
g |dress o |oresses 13 2,675 3.017 3 2,855 4,322
Assembly of shoe parts;
% Shoes Sh making, repair 16 293 459 33 506 799
Living rogm, dinina room, -
1o Furniture Fu lquroom furniture 21 642 1,659 19 422 1,084
12 Hats Ha Knitted farmers' hats (taiyas) 22 1,10 1,243 0 1] 9
Reed {Fayoum) or hemna (Kal- a a
13 Baskets Ba yubiya) baskets 24 3.681 3,874 15 293 1,218
Machine Repair, making of metal parts
14 Shops MS and products n 8 12 19 84 247
Agricul- Hetal and wocden parts of
15 tural Al hoes, piows, waterwheels, 9 174 29% 6 62 95
Implements etc,
Total, 13 industries 202 48,496 53,975 224 30,213 49,015
Total, all industries 57,212 7,19 37,123 66,153

Motes: 2The flaures refiect all basket croducers in Fayoum. The Phase II sample, however, oniy
freluded the Fayoumi baskets, which represented 11 percent of the total,

Seurce:  Survey data, Phase I and Phase IT
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3.2. Data Collection

Three types of information were collected from the 13 industries

chosen for detailed study in Phase II. They were as follows:

a) A regular longitudinal questionnaire was administered to each
of 426 sample firms, either once or twice a week over one full year,
from December 1981 to December 1982, The questionnaire used for this
purpose included information on production and sales, current inputs
purchased, and labor use.l/ Information was collected and processed
making use of mark-sense cards, a Chatsworth card reader, and a Radio
Shack TRS-80 Model IT microcomputer. Data collection involved approximately
20 enumerators and two supervisors in each governorate, working full-time
over the full period of the survey.

This extensive longitudinal collection of flow data was necessitated
by the lack of reliable information concerning the seasonality of pro-
duction over the course of the year, the virtual non-existence of records
among small producers, and the limited accuracy of their memory recall.
These three factors together meant that one-shot surveys could provide

only limited information of uncertain validity concerning production,

employment and income flows over the course of a full year.

b) A second set of two questionnaires was administered to these same
firms, during the period September-December 1982. These two special

questionnaires -- approximately ten pages each -- covered information

l-/Copies of this and all other questionnaires used in this study
may be obtained by writing to Dr. Donald Mead, Department of Agricultural
Economics, Michigan State University, East Lansing, MI 48823, U.S.A.
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concerning the organization, management, and history of the enterprise;

the owner/manager; the capital stock; market 1inks, and marketing patterns;
the labor force, and the Tabor contract; the producers' contacts with
government and financial institutions; and problems and future prospects

of the firm, as perceived by the owner.

c¢) With minor exceptions, each of the 13 industries being studied
in Phase II was the responsibility of one of the researchers associated
with the project. This meant that in principle he or she was responsible
for the supervision of the enumerators working in that industry, as well
as for participating in both the regular interviewing process and in
supplementary discussions with producers (both in and outside the sample)
and with other knowledgeable people, to gain an understanding of the
dynamics of that particular industry. While the depth of this understanding
has varied from case to case, the result has been to provide a firmer grasp
of the nature of the sector than could be gained simply by an analysis of

statistics emerging from processed survey data.

3.3. Market and Shadow Prices

In general, the discussion of this report is framed in terms of
market prices; no effort has been made to explore the implications of
price distortions on the results presented. It is well known that
extensive interventions affect the structure of both factor and commodity

prices in Egypt. Among the major distortions are the following:

a) Domestic prices of tradable products are regulated in a variety

of ways. For some products, such as cement (in official channels),
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rationed cotton cloth, subsidized clothing, electricity, dairy products,
fuel o1l and other petroleum products, subsidies and controls mean that
domestic prices are well below world market prices; using (world) oppor-
tunity costs to evaluate the efficiency for producers of these products
would raise their measured economic efficiency; but for producers who
use these products as inputs, analyses based on (world) opportunity costs
would tend to lower their measured efficiency. There are other products
where the opposite is true; primarily as a result of tariffs and other
import restrictions, domestic prices are somewhat above world equivalents.
This is the case for iron and steel and their products, many types of
machinery, trucks, many kinds of ready-made clothing, woolen carpets,
ceramic tiles, and footwear. For this group of products, the use of
world prices would have the opposite effects on measured efficiency:
lowering them for producers and raising them for users. In generatl,

the magnitude of these distortions is much greater for the commodities
whose prices are held down than for those whose prices are elevated

1/

above world equivalents.~

b) Rent controls have been extensively used in Egypt; producers
operating out of rented quarters gain significant benefits from the

resulting under-pricing of their work place.

Yeor estimates of accounting ratios for these and a number
of other products (130 in all), see World Bank, Arab Republic of
Egypt: Issués of Trade Strategy and Investment Planning, Report No.
4136-EGT (Washington: The World Bank, January 14, 1983, pp. 80-83.




16

c) There is a long-standing debate in Egypt concerning the
appropriate shadow price of Tabor. A recent and rather highly dis-
aggregated study of this question suggests that shadow wage rates for
unskilled workers drawn into rural industrial employment are somewhat
1ess than two-thirds of the market wage rate; the same study places
the shadow wage rate for skilled workers at approximately equal to
the market rate.l/

In an economy with a thoroughly distorted price structure such
as Egypt's, it is risky to make some adjustments in one's calculations
but not others. We have chosen to make none, but to remind the reader
that true economic profitability based on a complete system of shadow
prices might be substantially different from the measures based on

market prices presented in this study.g/

Y 1bigd., p. 77. See also ibid., p. 64.

[lnftasii

g-/The World Bank study referred to above estimated economic
rates of return (using comprehensive estimates of shadow prices) and
financial rates of return (using market prices) for 27 subsectors of
public sector manufacturing in Eqypt in the mid-1970's. For an un-
weighted average of those 27 subsectors, the fipancial rate of return
was nearly 50% above the economic return. Average economic returns
were higher in 11 industries; financial returns were higher in 16.
Those which overlap the industries discussed in this report are:

Economic Rate Financial Rate

‘of Return of Return
Cotton Textiles ‘13.6 5.9
Carpets 4.2 18.3
Ceramics -12.8 2.4

Ibid., p. 361.
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4. Phase II Industries: A Preview

The purpose of this section is to provide a brief introduction
to the particular enterprises studied in Phase II. It may be important
to note at the outset that although the Phase I sample frame included
enterprises with up to 50 workers, only few firms with 10 to 50 workers
appeared among the randomly sampled firms chosen for inclusion in Phase
I1. The Phase II study thus covers, in effect, only those firms employing
fewer than ten workers, the smaller end of the small enterprise spectrum.l/
This group of enterprises employing fewer than ten workers has
been subdivided for analytical purposes into two categories: a) household
enterprises, and b) micro enterprises. This classification was employed
because it was found that enterprises in these two categories differ
markedly in terms of their production characteristics as well as the types
of products they make, the markets in which they sell, the income levels
earned by producers in these industries, their future prospects, and the

types of project or policy interventions that may be appropriate for them.

A more detailed discussion of these two categories now follows.

4.1. Household Enterprises

Household enterprises are defined in this study in terms of two
central characteristics: Tlow Tevels of capital use, and low levels

of skills. For working purposes, EE 60 per firm (current replacement

Y although there is no consistent official definition of SSI in
Eqypt, this group is sometimes referred to as the "artisanal" segment
of small scale industry sector in Egypt.
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cost for machinery, equipment, and tools) has been used as a cut-off
point for capital stock; the specification in terms of skill levels,
of necessity, must be more subjective.

Some of the most important characteristics of household enterprises

include the following:

a) Most production takes place in the home of the owner/operator.

1/

b) Virtually all labor is family labor.~ In many cases, the

workers are women; work is often done on a part-time basis.

¢) Products generally are simple and unsophisticated, sell for

low prices, and cater to mass markets of low-income people.

d) Marketing patterns similarly are simple, generally based on

production for order either from merchants or from final consumers.

e) Returns to owners/entrepreneurs in these enterprises are

generally very low.

l-/Some commentators have made these first two features -- operating
from the home, and exclusive use of family labor -- the defining character-
jstics of household producers. That approach has certain advantages,
particularly because these features are easily observable. Using that
alternative definition would lead one to call dressmaking a household
enterprise (we have recognized it as borderline but called it a
@icro enterprise, in spite of operating out of the home with family
labor, since average capital in use is EE 150-300 per firm); it would
also lead one to call mats a micro, instead of a household, enter-
prise, as we have, since although it operates out of the home, requires
1ittle capital and low skills, it 1s based 15-25% on hired labor. Because
of the way these two industries fall, as well as because of the way the
defining characteristics themselves have implications for the industry
groups -- as developed in subsequent sections of this report -- we prefer
our definition. In practice, the difference is minor.
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Among our sample, household enterprises include all producers
of mats, hats, and baskets. In addition, they include most producers

of dairy products and substantial numbers engaged in embroidery work.

4.2. Micro Enterprises

Again, these enterprises are defined in terms of levels of capital
and of skills: those with more thén LEE 60 of machinery, eguipment, and
inventories, or with more substantial skills in the Tabor force. There
is considerable diversity within this group; although alternative ways
of breaking it into subcategories were examined, none were found to
be satisfactory.

The most important characteristics among these more complex, micro

enterprises are the following:

a) Production generally takes place in a separate work place,

often rented.

b) Hired labor generally comprises a significant share of the
total work force. Virtually all of the workers are full-time; hours

worked are generally long.

¢) Products range from relatively simple to more complex, refined
products. Final consumers of these products span the range of income

levels, from poor to rich.

d) Marketing patterns are somewhat more complex than for household
activities, particularly in terms of input procurement; but sales
continue to be dominated by production-for-order, generally flowing

directly to final consumers (not through merchants or middlemen).
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e) Returns to owners/entrepreneurs are higher than for household

activities, although variable.

In our sample, the more complex, micro enterprises include dress-
makers, tailors, shoemakers, as well as makers of rugs, tiles, furniture,
and agricultural implements; machine shops are also included. In addition,
several "modern" embroiderers and "modern" dairy producers are also

classified in this category.

4.3. The Industries Studied

In order to provide a context for subsequent discussions, a brief

introduction to the industries covered in the Phase II study may be helpful.

4.3.1. Mats

These products are woven out of local reed. They are generally
made in households, where one family would normally have one or two
frames. Much of the labor is family labor, although there is some
hiring of workers as well. The products are used in homes and in mosques.
Producers may sell directly to consumers, from their homes or in the
local markets, or may sell to merchants. The reeds are available in
abundance during certain seasons. The producers have the choice of
buying a year's supply then (if they have the working capital}; buying
later (at a higher price) from merchants, who have stored the reed; or

obtaining the reed as needed on a “consignment basis" from merchants.
g g

4.3.2. Hats

These products are knitted by women in certain localities in Fayoum;
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the varn is supplied by merchants, who pay on a piece-work basis for
the knitting. The merchants then sell the hats (in Arabic, Ta'iya's)

to low-income people throughout the country, particularly to farmers,

4.3.3. Baskets

In Fayoum, two major types of baskets are produced, both from palm
fronds. The first type comprises nearly 90% of all baskets produced in
Fayoum and is used in construction and agriculture for moving dirt and
manure, with most of the production and marketing being done through
cooperatives. The second type, the Fayoumi basket, may be used as a
household item in middle-class Egyptian homes and has some tourist
appeal. In Kalyubiya, baskets are produced from henna sticks, which
are usually imported into the area by merchants. These baskets are
used by retailers to display produce, and by individuals to transport
fruits and vegetables. Baskets from Kalyubiya and most baskets from
Fayoum are produced by both men and women. However, the Fayoumi basket
is produced exclusively by women in one small village near Fayoum City.
In Fayoum, only the Fayoumi basket is included in our sample. This
decision was mainly due to the desire to understand the economics of

female producers in small villages.

4.3.4. Dairy Products

For the purposes of this study, a distinction is made between the
dairy industry narrowly defined, concerned with the care and raising
of cattle and the supply of milk, on the one hand, and the processing

of milk into butter, cheese, and other processed milk products, on the
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other. This report focuses only on the latter activities; complementary
studies are currently underway which will extend the analysis to dairying
activities per se.

In terms of processed milk products alone, then, the major activities
are undertaken by women in farm households who convert some of the milk
from the family buffalo or cow into butter and cheese. A portion of this
is consumed by the family; an additional share is sold by the producer
in village and district markets, with some small share sold to merchants
for sale in Cairo.

In addition to these household enterprises, there are a few small
"modern” dairies in the sample. Working with only one or two hired
workers, these establishments buy milk from farm households nearby, make
full-cream cheese, and sell it to groceries in the governorate capital
or to wholesalers for sale in Cairc. Finally, there are groceries in
towns which also buy milk from farmers, making it into cheese and yoghurt

for sale in their shops.

4.3.5. Embroidery

There are two fairly different product Tines in this industry.
Household embroiderers are women who make hand-embroidered objects
on a part-time basis for sale in local markets. In addition, the
sample also contains some more "modern" embroidery producers. These
firms may be headed by either men or women, and use a fair amount of
capital (mainly sewing machines with zig-zag stitching capabilities),
producing embroidered sheets, tablecloths, and hems on dresses. These

products are usually for final consumers, but one firm in Kalyubiya
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produces for stores in the Khan E1 Khalili bazaar, in Cairo. These
more modern firms generally have several employees, who may be either
men or women, on a full-time basis. For these firms, the customer
generally provides the major raw material inputs, while the firm does

the embroidery.

4.3.6. Tailors

Most of the tailors in our survey produce traditional Egyptian
clothes, such as gallabiyas, farmer's shirts, traditional vests and
underwear, although some produce western-style clothes. The industry
is almost completely comprised of male entrepreneurs and workers, and
serves the male poputation. The firm is usually in a rented building
outside the home, in which the tailor and perhaps one or two non-family
employees work. For most firms, the capital stock consists of several
sewing machines, although a few have more specialized overhook, button
and button-hole sewing machines. The major input, cloth, is provided
by the customer, so that the raw material requirements for tailors are
minimal. The tailors primarily serve the local market, producing when

orders are received.

4.3.7. Dressmakers

This industry is similar to the tailoring industry except that
the producers are women making traditional textile products for women,
with less reliance on hired labor and usually working within the home.
The system of production-on-order with the customer providing the cloth

is as prevalent in dressmaking as in tailoring. A small subset of the
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sample are male dressmakers who work cut of rented shops and produce
more highly priced western dresses and women's suits. This group is

mainly found in the larger urban areas.

4.3.8. Shoemakers

Shoemakers are involved in a variety of different functions in the
shoemaking process. Some engage almost totally in repair, while a few
still produce traditional shoes with handmade leather soles. The majority
of the shoemakers sew or glue together the tops and bottoms of sandals
or dress shoes for final consumers, but some produce only tops for resale
to other shoemakers. The firms are usually located outside the house,
and generally use only male family labor. Some of the larger firms in
Kalyubiya do employ several hired workers, but this is the exception.

Most of the firms use relatively Tittle capital, comprised of small tools
such as hammers, pliers, and knives. There are firms, however, that

have a substantial investment in equipment, including industrial sewing
machines for sewing soles on shoes and a variety of spraying and pressing

equipment driven by air compressors.

4,.3.9. Furniture

The furniture industry employs almost exclusively male workers,
and is located in the Targer villages and towns. The majority of these
firms are 2 to 5 person firms, although there are also substantial
numbers of one-person producers. Products range from simple, crude
beds and cabinets for rural consumption to the extremely ornate bedroom

and 1iving room suites found in many urban Egyptian homes. This industry



25

is highly specialized, with individual firms specializing in carpentry,
upholstering, woodcarving, woodcutting, or wood varnishing activities.

A bedroom suite will typically be handled by as many as four different
firms before completion. In the Phase II Tongitudinal study, only those

firms specializing in the carpentry of furniture were included.

4.3.10. Oriental Rugs

The Oriental rug industry is the only one in our sample which
produces primarily for export out of the governorate and even out of
the country. The products are hand-tied wool and silk rugs, made from
patterns obtained in Cairo. Firms are headed almost exclusively by men,
and are generally located within the home. They use many hired workers,
who are often small girls. Much production is for merchants in Cairo,
who often supply the raw materials and sometimes pay advances as the
work is being finished. In addition, some of the household producers
work for larger firms in their area. In this arrangement, the small
firm could be supplied with a loom, raw materials, and perhaps a down
payment, so the entrepreneur's primary responsibility was labor supervision
and quality control. Some firms also sell directly to final consumers.

Some of the rug producers in the sample have a labor force which
reaches 20 or more workers. The survey instrument was not well designed
to capture employment data for these larger firms; in a few cases this

has resulted in gaps in the processed data for this industry.

4.3.11. Cement Floor Tiles

Tile producers are located almost exclusively in towns or large
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villages {population over 15,000). The industry is closely tied with

the construction industry and has enjoyed a strong demand associated

with the boom in construction over the last five years. Compared to

most small firms in Egypt, these firms employ a relatively large amount
of capital, although the production process is not complicated. They

also employ a relatively large number of male workers. The main

input into the production of floor tiles is cement. There are essentially
two markets for cement: one, through the government, is highly subsidized
and caters mostly to large producers; the other operates through the open

market.

4.3.12. Machine Shops

This group of firms is highly diverse, ranging from firms that
produce precision tbo]s to those that produce spare parts on order
for final consumers. Kalyubiya has more than twice as many enterprises
and workers in this industry, compared to Fayoum. Although machine
shops, blacksmiths, and welders often produce similar products, they
may be differentiated by the fact that machine shops generally use
lathes in the production process, while blacksmiths and welders do
not. In Fayoum, the Phase IT sample was drawn only from producers
with lathes, while in Kalyubiya the sample included firms that use
metal lathes as well as blacksmiths and welders. This explains the
higher average amount of capital used by firms in this industry in
Fayoum, since producers with metal lathes generally have more capital

than metal-working firms without them.
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4.3.13. Agricultural Implements

Firms categorized in this industry were found to be even more
diverse than those in machine shops. In Fayoum, the industry can be
broken into those firms that produce metal products and those that
produce wood products such as hoe handles and wooden plows. The metal
workers usually are blacksmiths and welders who do both repair and
production of new products. Their products range from simple hand
tools to chisel plows and irrigation pumps. It should be noted that
in the Phase II sample, one firm in Fayoum specialized in radiator
repair for tractors, another in clutch repair for tractors. In Kalyubiya,
most firms work with metal; products from these firms range from
production of small hoe heads to sophisticated agricultural implements
and precision tools. Repair is also an important activity in both
governorates.

A more detailed discussion of the characteristics of the enter-
prises surveyed during Phase II is now possible. The findings with
respect to labor and entrepreneurship will be treated first, followed
by a discussion of capital in section 6. Marketing and distribution
findings are presented in section 7, followed by a review of the results

pertaining to the costs and returns in section 8.

5. Labor and Entrepreneurship

5.1. Firm Size

The average size of the firms sampled in Phase II is quite small.

As mentioned previously, virtually all sampled firms in both governorates
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possess less than ten workers on average throughout the year (tables
5 and 6).1/ The household enterprises are consistently smaller than
the micro enterprises in both areas. The only exceptions, again, are
mats in the household enterprise group and dressmakers in the micro
enterprise group (in Kalyubiya). Tiles, rugs, machine shops, and

(in Fayoum) furniture are the largest of the micro enterprises; 25%
or more of these firms have more than three workers. Over 50% of all

tile and rug firms have more than three workers.

5.2. Family, Hired Labor, and Apprentices

The labor force in the sample firms has been categorized into
three types: family workers, hired workers, and apprentices. In the
household enterprises, the overwhelming majority of the hours worked,
over 70%, is supplied by family workers {tables 5 and 6). In the
micro enterprises, family workers still contribute substantial portions
of the total hours worked in the firm, but the contribution of hired
workers is significantly greater than in the household enterprises.
Shoemakers and dressmakers are something of an exception here, since
they rely heavily on family labor, although we have classified them
as micro enterprises. In tiles and rugs, over fifty percent of total
hours are supplied by hired workers. The term apprentice 1is used

rather loosely in Eqypt; it might also be translated as "trainee."

l/The average is calculated as the number of workers each week
summed and divided by the number of weeks. Thus an average of one
worker could mean either two workers half the year and zero for the
rest of the year, or one person working each week for 52 weeks.
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b/

thouseho1d producers only

<~ includes micro and household enterprises

Source: Survey Data, Phase II

Table 5. Employment Characteristics: Fayoum
- 1982 --
Household Enterprises Micro Enterprises
Ma | Ma | Ba | Da¥| | Ta | or | sh | Fu | Ry | Ti | Ms | A
1. Firm size, and total
employment
a. Average of workers per firm (includes family, hired workers, and apprentices}
P 23| 1o 09| ref 09| 23} 1.2) vz | 25| ma | a2} 3.0 1.9
b. ¥ of all firms with following number of workers (family, hired and apprentices; average over year):
i. 1 or less 11.8 | 76.0 [100.0 {100.0 | 90.9 | 13.3 { 92.9 | 68.8 | 15.8 na ——— B.3 | 65.6
ii. above 1 to 3 | 76.5 | 24.Q | -~- - 9.1 | 73.3 | ---- | 31.2 | 57.9 na 44.4 | 50,0 | 33.3
iii. above 3, 11.9 | ~-== | === | amec | === | 13.3 7.1 | ———- [ 26.3 na 55.6 | 41.7 {1 11.1
below 10
iv. 10 or above I B e el Tl il Bt BT T BRSBTS PR SSA R
c. estimated total employment, this industry, this governorate
I |
. Breakdown of labor force between family members, hired workers, and apprentices
a. ¥ breakdown of total workinn hours supplied by . '
i. family 78.1 {100.0 [100.0 | 98.7 1100.0 | 57.6 | 81.8 | 93.7 ! 46.8 6.0 | 12.7 | 53.8 | 78,2
if. hired 15.5 | -«-- | -=-- 1.2 | -—--- | 42.2 | 18.2 6.3 | 38.9 | 25.9 | 81.6 ; 26.1 | 18.7
ifi. apprentice 6.5 | -me= | wmes ——— ] eone 0.3 | === | --—- 114.4 | 68.1 5.8 | 20.1 3.2
b. average number of workers per firm
i. family 1.8 1.0 0.9 0.1 0.9 1.2 0.9 1.1 1.1 1.4 ! 0.8 1.6 1.4
ii. hired 0.4 §j---- [ ~--- - ———— 1.1 0.2 0.1 0.9 na 3.1 0.6 0.3
iii. apprentice 0.2 | —=== | ==w= | mmme | mmem | mmmm fmmmm | —--- 0.5 na 0.2 0.8 0.1
total 2.3 1.0 0.9 2.1 0.9 2.3 1.2 1.2 2.5 na 4.2 3.0 1.9
¢. average number of hours worked per person per week by
i. family 44,4 [40,3 | 33.2 13;1 17.2 [46.1 [35.6 141.7 | 59.0 na 21.9 | 23.6 ; 33.4
ii. hired 45,4 Fecem jo-e- emmm | m=-= 136.3 |30.3 133.3 | 50.2 na 38.1 {30.5 | 35.9
i1i. apprentice 42,9 Voemme | =mem | cmec fomee | 74,0 Vacce {o-ee [ 355 ma i336 {18.8 [17.9
total 44.4 |40.3 133.2 [18.1 [17.2 [ 40.9 | 24.) |4an.5 |47.3 | ma 1332 235|353
. % breakdown of working hours of family members, by type of activity
&. production 93.1 (99.6 [84.0 | 86.0 (B7.8B 181.2 [86.3 |73.9 |84.4 |74.5 5.2 |72.9 |89.0
b. marketina 2.4 0.3 9.7 11.4 6.6 6.4 110.0 7.4 2.2 4.4 113.9 3.2 7.8
¢. input procurement 1.5 0.2 6.3 2.1 h.4 3.4 2.9 4.7 6.3 2.7 7.2 2.6 2.5
d. supervision 0.2 [--—- |-——- j 0.5} 01 2% |05 fo02] 67 |18.3 |51 | 9.6 |---
e. repair 0.9 [-u=s |maaa DU n.5 0.1 j12.8 0.3 0.1 0.7 5.3 0.7
f. other i ELEE I TP T T 6.3 G.1 1.1 0.2 |---- {23.0 6.3 |----
Notes:
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Table 6. Employment Characteristics: Kalyubiya
-- 1982 ~--
Household Enterprises Micro-Enterprises
Ma | Ha | Ba | Da®/| Em¥| Ta | Dr { Sh { Fu | Ru | Ti | MS | AI
1. Firm size, and total employment
a. average number of workers per firm {includes family, hired workers, and apprentices)
I 1.6 -==-1] 11| o6] 1.3 17 ] 10| 1.5 | 201 4.0] 45| 2.2 1.6
b. % of all firms with following number of workers (family, hired and apprentices, average over year):
i. 1 or less 26,7 | ---- | 66.7 l1p0.0 | 80.0 | 35.3 | 67.9 | 43.3 | 13.3 | ~--- 0 6.3 | 42.9
4. above 1 to 3 | 60.0 | === | 33.3 | ---- | 20.0 | 52,9 | 32.1 | 46.7 | 73.3 | 38.4 | 26.7 | 68,8 | 42.9
ii4. above 3, 13,3 | =oo= | ecec | ccoo { === | 11.8 { ===~ § 10.0 | 13.3 | 61.5 | 73.3 | 25.0 | 14.3
below 10 ‘ '
jv. 10 or above SRR R S R B e Bt St Bt B e Bt et Bt Bt
c. estimated total employment, this industry, this aovernorate
| I i 1 | I
2. Breakdown of labor force between family members, hired workers, and apprentices
a. % breakdown of total working hours supplied by:
i. family 76.3 | -=-- | 99.7 |100.0 | 77.0 | 61.8 | 83.2 | 78.3 | 53.7 | 21.5 | 26.4 | 50.2 1 63.0
ii. hired 23.8 | -~-- 0.4 { —--~ | 29.0 | 33.7 5,5 ( 21.8 | 37.4 | 747 | 71.1  45.8 | 37.0
i11. apprentice B e B e A s 4.5 | 1.3 | ---- 9.0 3.8 0.4 4.1 | ===~
b. average number of workers per firm:
i. family - 1.2 | --—-- 1.1 0.6 0.9 1.1 0.9 1.2 1.0 0.8} 1.0} 1. 1.1
#i. hired 0.4 | —mmm | =omm b oo 0.4 0.6 | -—-~ 0.4 0.8 2.9 2.9 1.1 0.5
ii1. apprentice e I DLt EECEEI B I 0.2 | ~-=- | 0.2 | 0.2 | —==-] 0.1 | ----
total 1.6 | ===- 1.1 0.6 1.3 1.7 1.3 1.5 2.0 4,0 3.9 2.2 1.6
¢. average number of hours worked per person per week:
i. family £§3.7 | ---- | 44,3 } 25.2 1 41.8 | 48.0 | 37.8 | 49.0 | 54.3 | 39.0 48.9 | 54.6 | 41.7
ti. hired 86.7 | cmmn | mvem | cum- P A1,2 | 49.7 | ---- | 4B.3 | 85,7 | 42.6 | 49.7 | 48.0 | 47.0
{ii. apprentice coom | omem J mmme | eeem | e-—- | 43,9 | 28,9 | c-~- | 43.8 | 34,5 | —aen | momm | mme-
total 51.9 | ---- | 44,3 | 25.7 | 41.6 | 48.4 | 37.3 [ 49.3 | 49.6 | 41.4 | 49.5 | 50.2 | 43,5
3. % breakdown of working hours by family members, by type of activity:
a. production 80.1 | ---- | 92.3 | 84.7 | 74,3 | 79.6 | 78.1 | 69.3 | 65.3 | 41.8 ¢ 20.0 | 44.8 | 74.0
b. marketing 8.0 | ~--- 5.2 { 10.6 | 13.8 8.7 } 10.3 9,5 2.6 1.3 | 11.2 7.0 4,5
c. input procurement | 5.5 | --—- | 1.2 | 4.0 1.8 | 48 | 6.2 | 58 | 4.9 | 2.0 {1N.2| 45| 6.0
d. supervision 3 N (RSN J— 0.5 50 4.6 1.6 3.6 1 26,9 | 54.8 | 49,5 | 31.6 [ 13.4
e. repair e B 0.3 5.1 0.4 0.3 | 10.2 0.1 | ---- 0.1 | 10.7 1.1
. other 4.0 | === | 1.3 ) wme- 1.8 | 3.6 | 1.6} 0.1 | 0. 8.1 1.4 | 1.0
Notes: E-’househo]cl producers only; no modern dairy producers were Studied -- or, indeed, found -- in
Kalyubiya
Efinc1udes micro and household enterprises
Source:

Survey data, Phase II

-
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With precise definitions Tacking, one cannot attach great significance

to the dividing 1ine between hired workers and apprentices. This is
especially true of young employees in the rug industry, who were generally
counted as hired workers in Kalyubiya and as apprentices in Fayoum. In
any case, except for rugs, apprentices supply only a small portion of
total working hours in the firms. In the household enterprises,
apprentices are practically nonexistent except in mats. In the micro
enterprises, an informal, though limited, apprentice system does exist

in some industries.

5.3. Average Length of Work Week

An important and striking feature of small enterprises in Egypt
is that much of the work in these firms is fuil-time. Even in the
household enterprises, full-time employment tends to predominate (see
section 2c, tables 5 and 6}. The major exceptions are household dairy
and, in Fayoum, household embroidery. In the case of micro enterprises,
in Kalyubiya the work is almost universally a full-time occupation, often
close to or above 50 hours per week. The shorter work week in Fayoum
for some micro enterprises may reflect involvement by the entrepreneur
in other activities (e.g., tiles), slack demand for the product (e.g.,
machine shops), or predominance of women with other (household) claims

on their time (e.q., dressmakers).

5.4. Allocation of Family Labor Time Between Activities

As the production and marketing systems become more complex

and as the producers come to rely more on hired labor, family members'
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time comes to be focused less on production and more on marketing,

jnput procurement, and supervision (see section 3, tables 5 and 6).
Buying inputs and selling the products required at least 10% of the
family time, on the average, in over half of the industries studied.

The variations reflect the differing extent to which producers must

go to procure inputs (as opposed to having them brought by either
customers or merchants), as well as the extent to which the entrepreneurs
must spend time either seeking out or passing the time of day with

customers.

5.5. Variability of Employment

It is interesting to examine the extent to which the length
of the work week varies over the course of the year. Table 7 provides
a measure of this : the coefficient of variation (the ratio of the
standard deviation to the mean) derived from quarterly figures. One
might have expected a higher measure of variability for hired workers
and apprentices than for family members; surprisingly, no such consistent
pattern appears in the table. In comparing this measure for the two
governorates, for 15 of the 20 pairs of cells where direct comparison
is possible, the degree of variability is higher -- often substantially
so -- in Fayoum. This is particularly true for family workers, somewhat
less so for hired workers and apprentices. The figures suggest that
in the slacker labor market of Fayoum, not only do people work (on
the average) fewer hours per week in small enterprises than in Kalyubiya,
but there is more variation around that average.

Table 8 reports on sources of seasonality in production, as perceived
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Table 7: Coefficient of Variation, Hours Worked Per Person Per
Week, by Industry, Worker Type, and Governorate--1982

Family Hired Apprentice
F K F K . F K
Mats .056 .033 .039 .048 .045 -——--
Hats 107 -— -— ——— ——— _——
Baskets 127 017 -—— - -——— ———
Dairy
Embroidery: Household| .055 .188 -—— -——- -——— -——
: Modern .376 .154 ——— .105 - -——
Tailors .047 .035 .078 .029 ———- 117
Dressmakers L1711 .076 .242 ———— -——- .145
Shoemakers .051 .009 .130 .021 -—-- —-——-
Furniture .072 .060 .035 .090 .168 .100
Rugs na na na .033 .027 .226
Tiles 071 .034 .075
Machine Shops 125 ,050 .059 016 .086 .056
Agricultural .037 .090 .051 .033 -—-- -—--
Implements

Note: for this measure, we estimate the mean and standard deviation among
the four (quarterly) observations in each cell; the coefficient of
variation reported above is the ratio of the standard deviation to
the mean. It could be interpreted as follows (using the upper left
cell as example): if we had repeated observations concerning hours
worked per week over many guarters by family members making mats in
Fayoum, 68% of the time the quarterly variability would be at most
5.6% above or below the mean number of hours worked per person per
week over the year.

Source: Survey data, Phase II.
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by the entrepreneurs. There are a few cases where the explanation
rests on supply considerations (raw materials, for baskets and dairy
products; workers, for rug making); more frequently, though, variations

in output reflect changing levels of demand for the product.

5.6. Llabor Turnover

One of the most common complaints heard concerning the Tabor force
in Egypt is that there is a shortage of laborers, particularly in the
skilled occupations. The major cause of this shortage, it is argued,
is migration of workers from rural to urban areas and abroad. Though
our findings are tentative, they do shed some 1ight on this question.
One measure of whether workers do indeed change jobs to a significant
degree is the turnover rate. Our measure only includes those sampled
firms that hired workers and produced for the entire survey year; it
does not take into account those firms that entered or left the market
during that year. Thus, the turnover rates reported in table 8 are
conservative and approximations only. Though the average turnover
rate may seem small, they do become more significant when compared to
average firm size. Out of the eleven industries that hired workers,
seven had an average annual percent turnover rate (1979 through 1982)
equal to or greater than nine percent.

It is also interesting to note that, although some entrepreneurs
in virtually all industries expressed a desire to hire more workers,

there has been a decline or no change in the average number of workers
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in the sample firms.l/ This trend is more prevalent in the micro
enterprises than the household enterprises and is particularly prevalent
in tailoring, dressmaking, shoemaking, and furniture. When asked why
more workers were not hired, though desired, entrepreneurs in the
micro enterprises overwhelmingly pointed to unavailability of workers
as the main reason.

Only limited information was collected concerning migration of
workers to urban areas or abroad. However, approximately ten percent
of the entrepreneurs reported that they had relatives either abroad

or returned from abroad.

5.7. Labor Training

Another labor issue centers on the training of workers. It is
clear that most workers learned the required skills on the job, working
either with their current employer or for a previous one. Official
training programs have contributed Tittle to skill formation among
this group. On-the-job training is particularly prevalent in furniture,
rugs, and tiles, and it is these industry groups that complain the
loudest about their most skilled workers leaving immediately after
training. What this suggests is that in those industries requiring
substantial skills among the workers -- particularly furniture and

machine shops, and to a lesser extent, rugs -- effective, on-the-job

l-/The decline in workers, on average, for the sample firms should
not be used as evidence that the number of enterprises and workers for
these industries is declining. It does not take into account exits
and new entrants into the market.
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training can provide substantial benefits to trainees as well as the
nation, although the employer providing the training may benefit but
Jittle and may even be hurt by the increased competition. Employers
are also required to pay insurance costs for all employees, including
trainees. In principle, this applies to small producers as well as

to large, although very small producers may find ways of avoiding these

charges.

5.8. Labor Payment Arrangements

The most common pay arvangement with workers is on a weekly or
monthly basis (see section 8, table 9). Piece-work, though not as
prevalent as weekly or monthly payment, appears in all but three of
the industries. Some workers are paid daily, but this practice is
not extensive. In certain industries, such as tiles, weekly payments
are often based on a piece-rate, with a quota of production or a

convention of payments.

5.9. Workers' Perspectives on Employment Arrangements

Where possible, employees were asked questions concerning how
they first got involved in their current line of work, why they chose
to stay where they were rather than looking for work elsewhere, and
what they felt were problems they faced in their current employment.
One clear result is that the majority of employees in the household
enterprises are related to the owner (table 10). This was generally
not the case in the micro enterprises, where most workers were intro-
duced to their industries through training or recommendations from

friends.
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Labor Force Characteristics

Table 9:
-~ 1982 ~-
Household Enterprises Micro-Enterprises
Ma | Ha | B2 | Da®| Y| Ta | or [ Sh | Fu | Re | Ti | Ms | AI
1. Turnover rate [{average number hired per firm + average number lost per firm over previous 3 years) -+ 21
firms that hire 0.3 --— | === 0.1 0.3 0.9 0.4 0.9 0.6 2.8 1.0 0.7 0.3
workers i
2. Average annual 7 sewn | ——-a I 1] 10 16 g 11 13 7 9 9 4
percent turnover,
1979-1982 ¢/
3. Average number of 0.4 | ---- 0.1 0.1 1.1 1.1 0.4 0.6 1.0 4.2 7.8 1.9 0.9
additional workers
wanted
4. Average annual net % | -5 AT IETE T 0 -13 -14 -20 -19 -2 -7 -4 0
chanoe in workers d/
5. Why not hire more? (% affirmative answers; multiple answers permitted)
a. wage too high 64.6 0 2.1 2.0 8.8 | 28.2 | 19.6 | 48,2 | 59.6 | 22.7 | 28.1 | 52.4 | 11.3
b. not available 33.3 0 5.7 7.6 | 17.6 | 59,5 | 30.2 | 65.3 | 60.1 | 86.2 | 71.2 | 44.9 } 35.1
c. not trained 20.0 0 0 1.8 | 29.4 ) 25.8 | 30.2 | 29.8 | 66.4 | 56.3 | 30.5 | 71.3 7.5
d. can't afford 10.4 0 0 1.8 | 1.7 7.6 | 16.1 6.9 | 30.3 | 15.8 3.6 | 21.8 4]
vorking capital
e. low quality 20.8 0 1.6 1.8 | 14.7 1 30,6 | 26.9 ] 31.8 | 56.5 | 70.3 | 41.9 ] 37.8 | 11.3
workers
f. other 8.3 0 ¢] 1.8 0 4.6 3.5 4.3 7.3 ] 13.5 1.8 3.8 0
6. Source of training
a. on-the-job 52.1 0 0.5 | 13.2 5.9 | 32.2 7.0 { 10.4 | 40.3 } 56.7 | 34.6 | 36.2 | 16.4
b. work for other 8.2 | 28.5 1.0 2.0 8.8 | 15.5 5.3 1104 24.6 | 27.3 | 24.0 9.4 {11.9
producer .
€. government 0 0 0 v} 0 1.5 ¢ 0 2.1 9.0 0 2.8 4,7
training program _
d. other, not 39.5 | 71.4 [ 98.4 | 84.8 | 85,2 | 50.6 ! 87.6 | 79.0 | 32.9 6.7 | 41.1 | 60,6 | 67.8
applicable .
7. How often do workers leave immediately after training? e/
! 1.0|} 0.0 l 0.1 ! 0.2 l 0.9 0.3 0,41 1.3} 1.8] 1.6} 05| 0.2
8. Pay arrangement with workers (% of firms using each)
a. piece-work 10.3 9.5 1.6 0 0 18.4 1.7 2.3 6.2 1 15.8 ] 16.7 | 10.4 0
b. daily rate 0 0 0 2.0 o 3.0 3.6 4.0 [ 12.0 | 13.5 0 11.4 | 16.4
¢. weekly, monthly 56.1 0 0 9.9 | 14.7 | 40.0 8.8 | 18.6 | 66.0 | 70.3 | 71.1 | 36.0 | 11.9
d. various 0 4.7 0 5.3 0 1.5 1.7 4.1 0 Y] 5.4 6.6 3.7
e. not applicable 33.3 | 85.7 [ 98.4 | 82.8 | 85.2 | 36.8 | 83.9 ] 70.9 | 15.6 ¥ 6.5 § 35.2 | 67.9

Notes:

Source:

a/

b/

modern dairy only

modern embroidery onily

E/turnover (1ine 1) - firm size excluding entrepreneur + 3.

gf[(average nuimber hired per firm - averaae number lost per firm over previous 3 years) =+ firm size

excluding entrepreneurs -+ 3]; firms that hired workers only

ef

Survey Data, Phase II

average figure, where 2 = often; 1 =

sometimes; 0 =

never, or no workers
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Labor Force Characteristics:

Information from Workers - 1982

Household Enterprises

Micro Enterprises

Ma | Ha | Ba [ 0| En®] Ta | Dr | Sh | Fu | R | TI | Ms | AI
1. % with no workers, or workers not interviewed (excluded from subsequent parts of this table)
| 27.0 {100.0 | 97.4 | 81.2 | 85.2 ] 46.0 ! 85.8 | 71.1 | 41.3 ) 6.7 | 14.9 | 50.5 | 67.8
2. How first involved in this Tine of work (¥ of those with answers)
2. same family as 64.8 | ---- | 40.0 | B1.2 | 79.4 9.4 | 26.5 ; 24.3 8.1 4.6 0 27.5 1 49.2
owner
b, friends recom- 4,8} --—- | 80.0 | 24.4 ] 10.3| 26.0 | 26.5 0 23.1 | 36.8 | 18.1 29.3 | 13.2
mended it . '
c. training 9.4 | ---= 1 20.0 0 0 8.3 | 4711 14.6 | 37.5 | 15.2 | 41.0 | 39.3 0
d. searched many 21.1% ——— 0 0 37.5 0 51.3 | 20.1 14.8 | 38.9 3.9 | 37,7
1ines to find
work
e. other 0 —e- 0 0 10.3 | 18.8 ¢ 9.7 1 11.} 17.1 2.1 a 0
3. Why not leck for or choose other work? (% of those with yes or no answers; multiple answers permitted)
2. pay is qood £.5 | —---- 25.0 | 22.0 6.9 | 19.8 8.8 | 12.7 6.1 17.1 51.0 | 17.6 0
here
b. working condi- 29.1 ~-—- 1 75,0 | 20.0 ! 13.7 | 62.8 | 73.6 | 28.8 | 59.9 | 39.2 | 66.5 | 62.7 8.8
tions good here
¢, not qualified 16.4 | ~--- 0 0 0 6.6 0 0 29.4 | 36.9 | 15.6 | 15.4 0
for other work
d. can't find 38B.2 | ---- 0 0 79.4 | 12.8 0 14.1 27.2 | 36.4 112.0 | 26.8 8.8
other job
4. Problems, as perceived by workers (% of those with yes or no answers; multiple answers permitted).
a. low wages 61.1 ~-=== 1 25,0 | 36.6 0 27.3 57.7 7.0 | 73.1 49.5 E 14.3 123.2 | 33.3
b. long working 68.4 | - ] 12.2 0 16.0 | 471 0 22.7 | 34.5 |15.0 [ 11.5 | 24.5
hours
¢. bad relationship 5.8 | === | 0 0 0 0 0 0 4,6 | 8.0 | 9.5 ] 0 0
with owner ;
" d. bad working 10,6 | ~-=e 0 0 79,4 3.8 0 7.0 ] 0 0 ¢ 13.2
conditions
e. transportation 5.8 | ——-- 0 0 0 3.8 0 7.0 0 0 Z.4 3.6 | 1A,2
f. Other 17.5 | ---- A80.0 | 19.5 6.9 §17.9 |13.2 | 14 17.9 {243 3.0 | 22.0 0
Note: g-"inc]udes micro and household enterprises
Source:  Survey data, Phase II
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When employees were asked why they remained working where they
were, the most frequently cited response was the good working conditions.
Responses by workers in the household enterprises were more mixed.
Workers in mats and embroidery answered that they could not find other
Jjobs. When the responses are categorized into two groups, "things
are not so bad where they are" or "there are not available alternatives,"
responses by workers in eight industries emphasized the former, positive
factors. Of the three industries where negative aspects predominate,
two are from the household enterprise group (mats, embroidery) while
the third is the rug industry.

Workers were also asked to state their major concerns with their
working conditions. The response that dominates in the micro enterprises
is Tow wages. In the household industries, responses are again more
mixed. In mats, a substantial number of workers state that both Tow

wages and long working hours are their major concerns.

5.10.  The Entrepreneur

For most household enterprises there is no distinction between
owners, entrepreneurs, and workers, since one perscn fills all three
functions. Even for micro enterprises, the owner often supplies a
significant share of the total working hours in their firms. This
section will discuss many of the more important aspects of entrepreneurs
and how they relate to their firms.

The overwhelming majority of household enterprises are run by
women (table 11). Even when one excludes household dairy producers,

women still are responsible for over 80% of the household enterprises.
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Table 11. Sex of Entrepreneur by Type of Industry - 1982
(# of Firms)?/

];buseho1d Enterprises] Micro Enterprises
MaTe Female Male Female Total
Industry Head Head Head Head Firms
Mats 1,124 49 1,173
Hats --- 1,243 1,243
Baskets 533 3,436 3,969
Dairy: Modern 100 -—- 100
: Household 4,678 55,292 59,970
Embroidery: Modern 18 12 30
: Household --- 1,016 1,016
Tailors 3,158 --- 3,159
Dressmakers 476 5,054 5,530
Shoemakers 781 18 799
Furniture 1,064 --- 1,064
Rugs 286 7 293
Tiles 149 3 152
Machine Shops 122 --- 122
Agricultural 223 13 236
Implements
Total 6,335 61,036 6,378 5,107 78,856
Adjusted Total” 1,657 5,744 | 5,902 53 | 13,356

Notes:

E-/These are blown-up data concerning the universe of producers

in these industries in Fayoum and Kalyubiya.

Q/For household industries, household dairy is excluded; and for
micro industries, dressmakers are excluded in this adjustment.

Source: Survey data, Phase I and Phase II.
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For the micro enterprises, women still account for approximately 45%
of the entrepreneurs. However, if one excludes dressmaking, an activity
that possesses many of the characteristics of a household activity, men
account for over 99% of the owners of the micro-enterprises. Female
owners are generally substantially younger and less educated than
male owners.

The owners of household enterprises taken as a group -- whether
men or women -- generally have very Tittle education (table 12).
Among the micro enterprises, with the exception of dressmakers (women)
and rugs (men), the average age is higher, as is the level of education.
This reflects the generally greater level of skill and sophistication
required to run these enterprises.

With respect to the background of the firm and the entrepreneur,
it is interesting to note that mats and Fayoumi baskets are often
three-generation industries {30% of grandfathers and 34% of arandmothers
were also mat and basket-makers, respectively). Agricultural implements,
furniture, machine shops, and (to a lesser extent) rugs, shoemakers,
and tailors are two-generation industries (a significant number of
fathers, but very few grandfathers, were in the same lines of business).
The newest industries appear to be hats, embroidery, and dressmaking,
followed by rugs and tiles. Particularly for hats, embroidery, and
dressmaking, the low age of these firms -- barely a decade, on the
average -- suggest a surprisingly recent introduction in these areas.

It is interesting to see where these people came from: the

occupational group of fathers and grandfathers, if they were not in
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Table 12: Backgr"ound of Firm and Entreprensur

-- 1982 --
Household Enterprises Micro Enterprises
Ma | Ha | Ba | 0| Em | Ta | Or | sh | Fu | Re | Ti | s | Ar
1. Owner/entrepreneur
a. age 46.8 | 32.8 | 36.7 | 42,9 30.5 ) 44.0 | 34.1 | 49,7 | 44.7 | 33.4 | 46.1 | a2.7 | 52.8
b, sex: % male 95.8 0.0 7.8 | 27.0| 20.6 |100.0 8.6 | 97.7 {100.0 | 97.7 | 98.2 |100.0 | 94.7
¢. years educatfon 0.5 1.4 .3 1.9 1.9 4.1 1.9 3.0 4.4 3.6 7.5 5.2 1.3
2. Occupation of father (¥ of all respondents)y
a. same as respondent 48.4 Q 2.1 3.9 0 22.3 3.4 29.3¢ 47,7 33.9 7.9 40.1 | &7.8
(57.6) {11.5) (10.2) (3.8)
b, farmer, laborer 26,91 63.5] 84.8| 63.6| 38.2( 21.1 | 49.2| 18.1 6.7 9.0 0.4 14,2 8.2
¢. merchant, businessman, government employee
10.1 | 22.6 P70 2.0 441 24.2) 36.9) 36.11 29.3) 43.2) 331.47 341 0
d. other 14.3] 13.6 5.3 1.6 17,6 321 0.2 16.3| 16| 13.5] 28.0] 11.3]| 24.0
3. Occupation of grandfather (Y of all respondents)y
a. same a5 respondent 0.4 0 0 2.0 0 0 5.1 6.3 7.4 0 1] 14,21 13.4
(34.6) (5.7) (1.7} {3.8)
b, farmer, laborer 51.41 8.7} 96.3) 70.9| 76.4| 40.0( 58.1 3.1| 6.9| 70.4| 36.5| 36.1 49.1
¢. merchant, businessman, government employee ‘
1.8)] 135 1.0 9.51 14.6| 35.3) 22.9] 37.9| 55.5 9.0 24.8| 43.6| 26.9
d. other 16.1 4.5 2,61 7.6 8.8 24,4 13.6[ 22.5f 20.v| 20.2| 38.4 5.6] 10.5
4. Years family in 16.5 T7.2) 25.7| 32.8 9.6 21.7] 10.9| 26.9( 23.71 1.3 13.75 24.7| 48.%
this business i
|
5. How started (T ot al) respondents)
4. saw or heard from 1.81 31.8] 11.5 5.7 %2.9 4.9 16.2 2.3 4.7 13.5] 121 3.8 0
neighbors
b. long family 45.5| 27.6] 70.2] 63.1 8.8] 11.1 8.5 17.1| 14.9| 13.5 1.8 6.67 38.0
tradition
c. merchant ¢ 36.3 0.5 0 o 9 1.7 2.0 0 9.0 0 3.8 5.3
suggested it
d. relative/friend 7.7 0 1.0 1.8 11.7 Y 10.6 6.3 4.7 29.5%] 16.9 0 5.3
suggested it
€. owner or other family member started as worker or trainee
4.7 4.5 16.7] 19.2| 23.5| 80.7]° &1.1] 72.1] 75.6] 31.7| 62.8) 85.6/ 51.4
f. other 0 0 0 9.8 2.9 0 1.7 0 -0 2.3 6.1 0 0
6. Time required to train skilled worker {in years)d—/
I
1.4 0.1 =] 1.2 o0 1.6 3.0 3.5 2.8 0.9 1.2 2.8 2.8

Notes: -a—,rnodern dairy producers only

Source:

yf‘igures in parentheses are for mothers and gqrandmothers same as respondent. ATl other mothers

and grandmthers are reported as either farmers or housewives.

E"Ivn:! udes household and micro enterprises

g/Fa_vm.m: only

Survey Data, Phase
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the same business. This is particularly striking if one looks at the
balance between farmers and laborers, on the one hand, and merchants,
businessmen and government employees, on the other. For most household
enterprises, fathers and grandfathers came to the industry from work

as farmers and laborers. The micro enterprises show a substantially
different pattern, with a much higher share of fathers and in some cases
(e.g., furniture, shoes, tailors) grandfathers as well coming from
higher-paid professional jobs.

The varying importance of on-the-job training for entrepreneurs
is revealed in table 12. For the micro enterprises, the vast majority
of the entrepreneurs received on-the-job training as an employee of
another producer and this training was instrumental in getting them
started in the industry. For the household enterprises, on the other
hand, on-the-job training was less important as a factor getting them
into this activity than was family tradition or word of mouth from
relatives, merchants, and neighbors.

The relative importance of training in household and micro enter-
brises is also reflected in the fiqures on the average lenath of time
required to train workers in the different industry aroups {see table
12, section 6). For micro enterprises, it generally takes over one year
to train workers; for household enterprises, on the other hand, either
no training is required or the training time is generally less than

one year.
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5.11.  Summary

Focusing first on household enterprises, the average firm size
is small, generally involving the work of only one family member,
with 1ittle or no hired Tabor. In a number of cases (but not all),
that family member is a woman. In Kalyubiya, with the exception of
dairy producers, these are generally full-time activities, with those
involved working an average of over 40 hours per week throughout the
year. In Fayoum this is less true; dairy products and embroidery work
in particular involve substantially shorter hours. Most of the workina
time is spent on production activities, with relatively Tittle time spent
on such thinas as marketing or repairs. Education and skill levels are
generally Tow; whatever skills are needed are generally acquired on the
job. The turnover rate is generally lower than in the micro enterprises.

Some of these household activities have been in the family for
many years, while others are more recent additions, having been intro-
duced by merchants, friends and retatives, and then spread among
neighbors. In families where these activities are introduced, the
parents and grandparents were qgenerally farmers or laborers.

If one contrasts these household activities with the micro enter-
prises, a number of differences stand out. The micro firms are somewhat
larger, with family labor being supplemented to a varying extent by
hired workers and apprentices. The greater complexity of the production
process often means hiagher technical skills; it also involves additional
requirements in terms of management: dealing with hired workers,

handling more complex marketing patterns. In most, the average level
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of education is clearly higher than for household producers. With
only minor exceptions, these are full-time activities for family
members as well as hired workers; while the work week is not very
long in some of the industries, it would generally be incorrect to
think of them as part-time activities.

If the workers in these industries are more skilled, in general
they have learned those skills on the job, either with their current
or a previous employer. This is also the major doorway into the industry
for the entrepreneurs: workina for someone else to learn the business,
then starting out on their own. Many of the current owners came from
professional families, perhaps helping to explain their higher education
levels.

Turnover rates in the micro enterprises are somewhat higher than
for household firms, although they are still rather low. While there
has been a net Toss of workers in all industries, owners, particularly
in the micro enterprises, have expressed a desire to hire more workers.
The predominant reason aiven for not hiring more workers is their
unavailability. Substantial numbers of owners in micro enterprises
indicated that workers tend to leave the firm immediately after being

trained.

6. Capital

The patterns of capital use are explored in this section. Specific
attention is focused on buildings and land, equipment, machines, and
tools, as well as inventories. The section concludes with a brief

discussion of the sources of this capital.



47

6.1. Buildings and Land

There is considerable diversity in the types of buildinas used
by the small producers in our sample (see table 13). Most household
enterprises, not surprisingly, operate out of the owner's home; a few
of the micro enterprise groups, such as dressmakers, rua producers
and those producing agricultural implements, also have substantial
numbers of firms operating from the home. The remainder of the micro
enterprises, however, operate primarily from separate, rented premises.
Government controls and regulations substantially impede the transfer
of rented workspace from one occupant to another, making it difficult
for producers to expand or to move to more appropriate locations, but
providing an implicit subsidy to producers currently operating out of
rent-controlled premises. To test the importance of these factors,
entrepreneurs were asked whether they considered their workspace adeqguate.
Their responses suggest that, while most do not facé problems in this
regard, some do wish that they could move to larger quarters. The
questionnaire did not ask what impeded them from doing so; the imperfect
rental market is presumably an important part of the answer.

Relatively few producers operate in separate workshops which
they own. In such instances {see table 13), the building and land
costs are very large, often surpassing several-fold the costs of the
machinery and equipment in the buildings.

It is not easy to bring these diverse patterns into one common
and comparable measure. Because rental and sales prices are distorted

and because some data are missing and others seem implausible, it was
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decided not to attempt detailed measurements at this time of the flow
cost to producers of their land and buildings. Consequently, discussions
of capital in this report are restricted to machinery, equipment, tools,

and inventories.
6.2. Machinery, Equipment, and Tools

There is considerable diversity in the amounts of machinery,
equipment, and tools used per firm. As expected, the household
enterprises use very little fixed capital; indeed, they are defined
that way. The higher averages for embroidery and (in Fayoum) dairy
reflects the inclusion of the larger, more modern firms in these
averages. At the opposite end of the range, tiles and machine shops
use substantial amounts of machinery, equipment, and tools, as do
individual firms in a number of other industry group§. Within each
governorate, there is considerable dispersion around these means; some
producers still use very simple technology, while others have invested
substantially more. There are, for example, 11 firms in the sample
with EE 4,000 or more of machinery and eguipment (current replacement
cost) and an additional 25 with investment of this type of LE 2,000 or
more. The specific relationships between capital use, other inputs,

and production levels will be explored in more detail in later sections.
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6.3. Inventories

The information concerning inventories of raw materials, semi-
finished products, and finished goods are reported in table 14.1/
An examination of this table reveals substantial variation in the

. level of inventories kept by these enterprise groups. The household
enterprises as well as those firms in the various clothing groups,

for example, tend to keep Tittle or no inventories: customers supply

the raw materials, and production is done on order, so no finished
products are kept on hand awaiting sale. Yet, in a number of the

micro enterprise groups, the investment in inventories is substantial.
Firms seeking to transform their marketing patterns may require additional

working capital to finance their expanded need for inventories. This

issue will be discussed further in subsequent sections.

6.4. Source of Capital

The primary sources of capital for the vast majority of the
surveyed enterprises are retained earnings, personal savings, or
loans from relatives. Most of these funds appear to be generated
in the local areas, although a small amount, perhaps 5 percent of

the total, is obtained from overseas family remittances.

l/It was not easy to find an Arabic word to convey the concept
of inventories, nor was the idea generally obvious to either respondents
or enumerators. Confusions as to the meaning of the concept as well
as contradictory interpretations of the treatment of raw materials
in the shop but brought in by the customer, or semi-finished products
for which the customer paid a deposit, mean that the figures should
be regarded as indicating orders of magnitude.
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Table 14: Machinery and Equipment, Tools, and Inventories -- 1982
(LE per firm)

Household Enterprises Micro Enterprises
Ma | Ha Ba pa?/| Em?/| Ta Dr | Sh | Fu | Ru | Ti Ms | Al
1. Machinery, equipment and tools
a. original cost
i. Fayoum 32 2 4 130 .59 279 183 11 491 1053 | 2022 | 2250 | 14]
ii. Kalyubiya N - 3 2 425 217 140 208 346 401 | 1324 924 | 818
Average 26 2 4 80 134 246 160 136 433 477 | 1425 | 1336 | 119
b. current replacement cast
. 1. Fayoum 55 5 6 166 120 372 297 26 671 1633 | 2805 | 4537 | 194
1. Kalyubiya Z9 - 4 7 518 309 155 334 553 1102 | 2852 | 1660 |1222
Average 43 5 6 104 202 339 222 221 625 1164 | 2845 | 2555 | 464
c. flow costs {average Fayoum and Kalyubiya) b/ .
i. Tow 7 1 1 1 21 35 25 24 67 120 287 264 49
ii. medium 10 1 1 15 27 46 32 3 88 155 384 341 63
iii. high 15 2 2 22 40 69 49 48 132 230 568 502 94
2. Inventories
a. Fayoum
i. raw materials and semi-finished products
2 0 1 9 o 3 o 4 849 2648 | 1079 4 26
ii, finished 4 0 0 5 0 4 4 4 314 480 326 14 15
products
total _ 6 0 ] 14 0 7 4 8 213 3123 |.1405 18 41
b. Kalyubiya
i. raw materials and semi-finished products
49 - 0 0 82 1 10 198 365 268 A3 0 0
ii. finished 58 - 0 2 35 14 17 153 33 0 575 0 ;285
products
total 107 - 0 2 117 25 27 35} 402 268 888 0 ; 285
C. ffow costs (average, Fayoum and Kalyubiya) b/
i. low 3 0 0 1 2 1 1 18 N 48 77 0 8
ii. medium 4 i} 0 1 2 2 23 89 60 96 1 1t
1ii. high . 5 0 ¢ 1 3 2 2 32 125 84 135 1 15

éjinc]udes household and micro enterprises

QIFlow costs are calculated using capital recovery factor, K = y— rv‘+ F7-n where v is the value

of the asset, r is the discount rate and n is the useful tife; the following rate of return and
average useful 1ife figures were used at various points; the medium estimate is used in this table.

Rate Averaae Useful Life (n)
of . N
Machinery and
Return Equipment Tools
(v
Low estimate B% 20 years 10 years
Medium estimate 0% 15 years 7 years
High estimate 14% 10 years 4 years

Source: Survey data, Phase Il
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The paucity of funds obtained from commercial banks or other
segments of the formal credit market is striking. As indicated in
table 15, virtually none of the enterprises have received loans from
any of the major formal credit institutions. Only tile producers
have borrowed in any significant numbers. Indeed, table 15 reveals
that there are large numbers of small producers who have never even
heard of these institutions. Since most of these institutions do not
have branches in even the capital city of the governorates, such a
finding is perhaps not surprising.

Among the problems of expanding bank Tending, the following
were reported as particularly serious: a) banks may refuse to lend
to people who don't have required licenses and commercial registration
(as many small producers do not). b) Enterpreneurs in small firms
often have low levels of education and management skills, even if they
are quite skilled in production processes. c¢) Religious people may
refuse to borrow from banks charging interest. Others view interest
rates as excessively high. Nevertheless, there is substantial interest
on the part of many entrepreneurs in increased borrowing, particularly
in Fayoum {see table 15). Although specific questions relating to
the purpose of the desired Toans were not asked, knowledge of the
industries suggests that for machine shops, tiles, clothing, and shoe
enterprises, the needs are primarily for additional or more modern
machines. In the case of mats, baskets, and rugs, a more Tikely loan
purpose would be to gain flexibility in raw material procurement.

Finally, when those entrepreneurs who were denied loans were queried
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Entrepreneur's Responses to Various Credit Questions - 1982

Household Enterprises Micro Enterprises
Ma | Ha | Ba 0ad/| /! Ta Dr sh | Fu Ry Ti Ms | Al
. Have you ever heard of the following credit institutions? (% responding yes; % who have received loans from
the institution shown in parentheses)

a. Domestic Commer- 53.9 | 50.0 3.1 23,0 44,1 | 51.7 | 52.6 | 55.8 | 58.7 i 43.1 | 43.2 | 70.4 | 56,
cial Banks {(2.9) (1.7)) (2.0)] {5.4) {18.3)[(12.3)

b, Foreign Commer- 9.1 | 22.7 0.5 5.8 5.9 21.3 6.8 | 16.5 9.4 1 13.5 1-17.6 | 17.1 | 16.
cial Banks (1.7) (6.1)

c. Development 5.4 0 1.0 1.7 2,91 19.6 8.5 | 33.9 | 31.6 2.3 | 33.4 | 60.8 8.
Industrial Bank (2.0} (2.7) {(12.1)] (2.8}

d. National Bank 17.4 | 18.1 1.0 | 13.5 5.91 32,5 | 25.7 [ 30.1 | 30.6 | 27.1 | 29.2 | 24.7 5,
for Development (1.0)} (2.0) (3.4)} (2.0)] {2.0} {12.1)| (3.8)

é, Principal Bank 33.0 | 50.0 3.7 | 19.3 | 32.3 1 39.3 [ 33.0 | 49.2 { 38.4 | 33.9 | 35.2 | 53.4 | 40.
for Agricultural (2.9) (2.0) {(12.1)] (3.8)
Credit

. Do you wish to borrow? (% of firms saying yes)
Fayoum 11.7 0 72.0 | 16.1 0 20.0 0 25. 4.3 | 60.0 | 75.0 | 90.9 | 11.
Kalyubiya 7.1 --—-- 0 13.6 | 42.8 | 20,0 | 26.0 | 35.4 | 15.7 | 15.3 0 1.4 0
Average 10.4 - 66.4 | 15.1 8.8 | 20.0 | 14.1 | 31.6 8.8 | 20.5 | 10.9 | 35.9 8.
. Have you ever tried to borrow and been refused? (% of firms saying yes)
Fayoum 0 0 0 ] 0 6 4.3 y26.0 { O 18.1 | 11.
Kalyubiya 7.1 | ---- 4.5 0 11.4 3 18. 21.0 | 30.7 0 0 0
Average 2,1 0 0 1.8 0 6.0 1 14. 10.9 { 29.5 0 5.6 8.
. If 'so, why were you refused (% of those firms which answered)
2. no collateral
Fayoum 0 0 0 o 0 0 0 0 50.0 | 50.0 [100.0 0] 100.
Kalyubiya 22.2 | ---- 22.2 - 15.0 | 18.8 v} 14.3 | 50.0 | 11.1 | 37.5 0
Average 6.5 0 8.7 0 7.9 9.9 ¢ 35.8 | 50.0 [ 24.0 ) 25.8 | 73.
“b. no guarantor
Fayoum 100.0 |100.0 {100.0 |100.0 [100.0 |100.0 [100.0 0] 50.0 | 50.0 0 100.0 0
Kalyubiya 66.7 | ---- | 40,0 | 22.2 | 33.2 | 45.0 | 56,3 | 45.0 |42.9 |50.0 [ 33.3 | 50.0 {100.0
Average 90.3 {100.0 | 95.3 | 69,7 | 86.3 | 70.9 ! 76.9 | 28.5 |47.2 §{50.0 | 28.5 | &5.6 | 26.
¢. project found unacceptable
Fayoum 0 0 ] o 0 0 100.0 0. 0 0 0 0
Kalyubiya 0 - 0 11 .0 0 25.0 | 14.3 0 11.1 0 0
Average 0 0 4.3 0 .6 0 52.5 5.7 0 9.5 0 0
d. other reasons
Fayoum 0 0 0 0 0 0 0 0 0 0 0 Q ¢
Kalyubiya 11.1 | =--=- | 60.0 { 44.4 | 66.7 | 35.0 }25.0 | 30.0 | 28.6 44,4 112.5 0
Average 3.2 0 4,7 | 17.3 | 13.7 | 18.5 [13.2 {19.0 [11.4 38.0 8.6 0
Note: E-/inc'ludes household and micro enterprises
Source: Survey data, Phase II

&
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as to why they thought this occurred, lack of guarantor was a more

prevalent response than was lack of collateral.

6.5. Summary

With regard to the work place, most household enterprises operate
out of their homes. For the micro enterprises, on the other hand, there
is relatively 1ittle home production; most takes place in separate,
rented premises. 1In the controlled and regulated Egyptian rental market,
difficulties of finding suitable work places can be a hindrance to
expansion, modernization, and movement to more suitable locations.

Firms currently operating in rent-controlled premises, on the other
hand, benefit from the subsidy implicit in controlled, low-cost work
space. For enterprises operating from separate workshops which are
owned by the entrepreneurs, building and Tand costs may exceed the cost
of machinery and equipment.

With respect to the machinery and equipment itself, the amount
used per firm varies widely from industry to industry, and in some
cases, by level of development within an industry. While household
enterprises generally use only EE 20-30 of tools and equipment per
producer, there are significant numbers of micro enterprises with a
hundred times that much capital.

There is a similar diversity with regard to inventories. Some
producers use substantial amounts of working capital for raw materials
and goods in process. In other industries, marketing arrangements

shift the burden of financing these inventories to the customers,
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Few small producers in the sample have borrowed from financial
institutions. There are significant numbers who expressed a wish to
borrow, either for the acquisition of more or better equipment or for
working capital. Changing marketing arrangements for both inputs and
outputs may require substantial increases in investments in working

capital.

7. Marketing and Distribution

The marketing and distribution patterns of the sampled enterprises
are examined in this section. The nature of the output market will be

treated first, followed by a consideration of the input market.

7.1. Output Market

A key feature of the output market for both household and micro
enterprises is that a large part of production takes place in response
to orders previously placed by buyers (see table 16). Exceptions arise
in relation to dairy products in both governorates, ruas and mats in
Kalyubiya, and baskets in Fayoum; for these industries, production
takes place without previous orders, but in expectation of subsequent
sales. For all other products, in each governorate, the majority of
production is done "on demand": when someone wishes a particular
commodity, he or she places an order, and production is undertaken
to meet that specific order, following terms and conditions agreed
upon in advance.

Most of the buyers placing these orders are final consumers:

the wearer of a shirt or a dress, the user of a machined part. There
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Source:

~includes both household and micro-enterprises

Survey data, Phase Il

Table 16: Input and Qutput Marketing Patterns - 1982
Household Enterprises Micro Enterprises
Ma | Ha | Ba | Da®| ] Ta | or | Sh | Fu | Ru | Ti | Ms | A
1. % of all sales where | 58.7 [100.0 | 14.1 | 12.2 | 74.2 | 92.4 | 78.9 | 78.7 87.8 | 30.1 i 58.9 | 82.7 | 82.%
production was under-
taken in response to
orders
2. Primary source of orders (¥ of all firms)
a. one merchant 42.9 1 59.0 | 14.6 2.0 0 0 0 0 5.4 | 68.1 1] 0 0
b. several merchants 0 0 5.9 0 0 a. 2.0 ¢ 0 12.1 7.6 5.3
¢. final consumer 36.1 | 40.9 2.6 | 44.7 | B2,3 | 98.3 | 89.1 | 91.0 | 94.5 | 31.8 | 87.8 | 89.5 | 94.7
d. others ¢ 0 0 0 0 1.6 0 0 ] 0 0 2.8 0
e. no orders 20.8 0 76.8 | 53.4 | 17.6 0 10.8 6.9 0 0 0 0 4]
3. Arrangements with buyers (% of all firms)
a. usuvally bring 8.3 |100.0 1.6 2.0 | 29.4 | 78.8 | 68,0 2.0 6.0 | 50.0 0 3.8 | 46.2
raw materials
b. sometimes bring 13.2 0 4] 0 35.3 0 12.5 9.2 2.0 0 6.1 5.6 8.2
raw materials
¢. usually make cash 1.8 0 15.3 0 0 3.3 1.7 ] 30.1 | 72.2 0 4.0 2.8 ¢
down payment
d. sometimes make 5.9 0 0 1.9 2.9 | 11.2 3.4 1 24,7 [ 17.9 ] 20.3 | 40.2 [ 22.9 | 18.7
cash down payment : .
e. never do either 38.8 o 4.7 | 23.2 { 14.7 4.9 3.4 | 27.0 2.0 | 29.5 | 27.4 | 57.1 | 26.9
f. no production 31.8 0 78.4 | 72.9 1.6 1.6 | 10.8 6.9 0 12.1 | 7.6 0
oh order .
4. Average % of all 5.4 0 33.6 1.7 3.7 5.7 | 12.4 7.1 § 15.5 5.7 6.1 9.0 6.6
sales which are
on credit
5. Sources of inputs (multiple answers permitted; % of all firms reporting use of this channel)
a. self 0 0 0 63.3 0 3.5 0 0 2.7 2.3 0 6.6 5.3
b. an individual 11.9 4.5 | 23.6 | 30.8 | 11.7 1.7 3.6 | 11.2 2.7 1] 6.1 0 38.0
€. cooperative 16.7 o 0 2.0 2.9 0 5.3 0 27.4 4 0 3.8 5.3
d. government, public| 1.8 0 0 7.7 5.9 1.7 0 0 8.3 a 38.4 2.8 0
public sector
e. wholesaler 33.0 9.0 6.2 5.8 | 11.7 { 28.4 | 23.4 | 37.8 72.4 [ 95.4 | 45.7 | 69.5 | 32.7
f. retailer 80.7 | 95.4 [ 8.0 | 32.6 | 85.2 179.0 | 84.4 | B5.2 | B1.8 9.0 ! 42.0 | 73.2 | 56.7
6. £ of all firms 13.7 4.5 1.0 7.6 0 0 3.4 6.3 | 20.4 | 47.6 6.1 6.6 0
obtaining inputs :
on credit
Note: a/
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are exceptions to this producer-final consumer relationship. Particu-
larly in some of the household enterprises such as hats, baskets (in
Kalyubiya) and mats (in Fayoum), orders are often placed by merchants;
merchants also provide most of the orders for rugs, which is in the
micro enterprise category. As a general rule though, and especially
for the micro enterprises, most production is based on orders placed by
the user or final consumer of the product. These buyers, as indicated
in table 16, also provide some of the working capital, either supplying
the raw materials or making a cash down payment at the time the order
is placed. At the other extreme, however, it is perhaps surprising to
find some sales from small producers taking place on credit (table 16,
Tine 4). Some basket, furniture and rug producers in Fayoum, for
example, sell their output on credit. Such transactions place an added
working capital burden on small producers.

This system of production on order has a number of advantages for
producers. 1In addition to the provision of working capital, the system
also assures producers of a market for the things that they make, sharply
reducing the risk that they may produce something and then be unable to
sell it. The fact that buyers must supply working capital gives producers
an automatic screening of the trustworthiness of the buyer. If in spite
of this the buyer turns out not to be reliable, failing subsequently to
pick up or pay for the order, the producer has lost only in terms of
time invested. The producers' sales efforts can be restricted to
dealing with customers who come to them, rather than needing to go out

and seek new business. In villages as well as in towns, the customer-
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producer relationship is often personal and social as well as commercial.
Such patterns can provide an easy way into economic activities, simpli-
fying the marketing functions that producers need to master.

This marketing pattern also has severe limitations, however,
particularly in terms of its growth potential. Selling only to
customers where there is face-to-face contact restricts the market
to a very local one and lTimits the potential for innovation, speciali-
zation, and expansion. One of the key questions facing all of these
producers -- not just the household enterprises -- concerns the potential
for transforming their simple, face-to-face marketing systems into one
that will enable them to sell to more distant, more specialized, and
often more dynamic markets. To do so may reguire a number of simul-
taneous and interdependent changes: in product design, and therefore
in Tevels of technology, skills, and machinery; in marketing patterns,
dealing more with middlemen rather than only with final consumers;
in input procurement patterns and their financing. There will be new
risks for them, in dealing with markets with which they are less familiar.
To deal with those risks, they will need new channels of information for
learning about changing patterns and new opportunities in those more
distant markets. This type of transformation is a difficult one,
which cTearly will not be feasible for all industries nor all producers.
Where it does happen, though, it can open up sharply improved oppor-
tunities for small producers. One of the goals of policies in this
area should be to Took for opportunities to facilitate this type of

transformation.
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7.2. Input Market

Insights into the nature of the input market can be also derived
from an examination of table 16. One of the things that stands out
is the increased role for wholesalers as one moves from households
to micro enterprises. When producers operate on a very small scale,
with 1imited stocks or inventories of inputs, the volume of purchases
hardly justifies wholesale purchases. In general, this will mean
higher per-unit input prices.

One of the questions asked of the producers concerned the extent
to which their inputs are imported. Purchasers may not always know
the ultimate source of their purchased inputs, so one cannot take the
responses fully at face value; but the only imported inputs reported
by the respondents were for the rug industry, where the woolen yarn
generally comes from overseas. The Tow import reliance among small
enterprises as a whole is clearly of considerable importance, contrasting
sharply with many of the large-scale manufacturing units, which are
Tikely to depend much more heavily on imported raw materials and
intermediate inputs.

One may ask whether there are systematic differences between
types of input suppliers and the satisfaction which firms felt with
them. Cross-tabulations were run to compare the firms that used a
particular type of supplier (as reported in table 16, section 5) and
their answers to the questions concerning problems experienced with
input quantity, quality, or price (reported in table 23, section 2).

In general, the problems transcend the differences in the type of
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supplier. For example, the tile industry experiences problems of
quantity, supply, and price in all channels that are used: government
suppliers, wholesalers, and retailers. The results are fairly mixed
with respect to differences between wholesalers and retailers; no
systematic advantages in quantity, quality, or price seem to be
available for those who purchase from one or the other channel. This
observation extends to the government and cooperative suppliers as
well. With the exception of furniture manufacturers in Fayoum, it
appears that use of government or cooperative suppliers does not
improve the quality, quantity, or price of inputs. The sole exceptions
are the furniture manufacturers in Fayoum, many of whom belong to a
cooperative, from which they felt they receive better quality and more
consistent supply of inputs than they could have from wholesalers

or retailers, although they still complain about the price.

7.3. Summary

In summary, production by the majority of small producers is
undertaken in response to an order which they have received. In some
cases -- particularly among household enterprises -- the person giving
the order is a merchant or middleman. More frequently, and particularly
for micro enterprises, the person placing the order is the firal consumer
of the product. This pattern of production in response to orders
simplifies the marketing requirements for small producers and may
help with working capital, which is often provided, at least in part,
by the customer. But it can confine producers to localized and slow-
growing markets, Timiting their potential for innovation, specialization,

and growth.
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8. Costs and Returns

One of the most ‘important aspects of small industry analysis is
the assessment of its economic viability. The basic measure of economic
viability used in this study is the net return to family labor after
deducting raw material input costs, wages of hired workers, and a
capital charge. This measure can provide an indication of the efficiency
of resource use in alternative production 1ines. Two alternative
approaches are presented and discussed in section 8.1: the average
annual returns per firm to all family Tabor; and the net returns per
hour of family labor.

Another important analysis that can be derived from the cost
and return data is the relative efficiency between larger and smaller
firms. Are factors of production being used effectively by smaller
firms, or should the transition to larger firms be encouraged? This
question is addressed in a preliminary way in section 8.2.

Value added provides a useful measure of a sector's contribution
to the economy. This important measure is discussed in the third

part of this section.

8.1. Returns to Family Labor

The average annual returns to family Tabor are calculated first

in table 17. Capital charges are the medium estimates for flow costs,

which are based on an assumed opportunity cost of capital at 10%.11

l-/See sections 6.2 and 6.3 and the note to table 14 for further
discussion of the construction of capital charges. Also, see section
3.3 for a discussion of the costing of other inputs and outputs.
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Table 17: Annual Average Costs and Returns to Family Labor, 1982
(average costs and values per firm per year, in Eayptian poynds)

Firms in { Value of |Non-factor Vatue Capita‘la Wages, |Returns to
Sample |Production| Inputs Added Charges~|Paid Labor| Family
‘ {£E) (EE) (LE) (EE) (LE) {£E)
Mats: Fayoum 17 1,354 955 399 6 88 305
Kalyubiya 15 1,836 ° 1,014 822 4 M 677
Hats: Fayoum 22 58 2 56 1 0 55
Baskets: Fayoum 15 M3 52 60 2 0 59
Kalyubiya 1 859 524 336 2 3 33
Dairy: Modern: Fayoum 7 9,964 7,714 2,250 98 390 1,761
Household: Fayoum 25 38 260 58 5 2 51
Kalyubiya 25 265 217 - 48 1 0 47
Embroidery:
Modern: Fayoum 1 1,162 362 800 145 0 655
Kalyubiya 4 970 52 918 135 1m 672
Household: Fayoum 8 46 25 21 0 0 21
Kalyubiya 1 246 103 143 21 26 96
Tailors: Fayoum 15 2,539 206 2,333 51 510 1,772
Katyubiya 34 1,851 263 1,588 44 234 1,31
Dressmakers: Fayoum i3 435 59 375 44 39 292
Kalyubiya 35 478 9N 387 21 26 ' 340
Shoemakers: Fayoum 16 1,843 822 1,027 5 35 98]
Kalyubiya 29 3,888 1,598 2,290 53 290 . 1,947
Furniture: Fayoum 19 10,305 5,252 5,054 247 1,056 3,750
Kalyubiya 14 6,297 4,068 2,212 106 832 1,274
Rugs: Fayoum 5 na na na na na na
Kalyubiya 16 na na na na na na
Tiles: Fayoum 8 13,897 7,068 6,829 369 2,285 4,175
Kalyubiya 14 30,935 15,137 15,797 . 395 z,97 12,431
Machine Shops: Fayoum 10 2,503 862 1,641 651 375 616
Kalyubiya 16 6,469 2,728 3,741 246 1,030 2,465
Agricultural Implements:
Fayoum 9 1,447 264 1,183 28 164 938
Kalyubiya 5 . 7,607 3,838 3,769 164 789 2,816

Note: Q/MachinEry, equipment, tools, and inventories. These figures differ from those in table 14

in that data in table 14 area for all firms with information on capital stock; the figure§
in this table are for a subset of those, i.e., firms with useable information on all receipts
and assets.

Source: Phase 11 survey data.
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Wages include only wages paid to non-family members. Since the capital
charges are for machinery and equipment, tools, and inventories only,
the final column -- returns to family members -- includes returns to
building and land used in the production process, as well as to all
family labor. 1In general, the building and land component is small
enough to be negligible except in a few industries where the net
returns are overstated because the building and land component is
substantial.

The last column in table 17 shows the average annual net return
per household among these small producers. These figures provide
a measure of the value of the enterprise to the family unit. The
total income to the family from all sources was not measured in this
study. It is clear that the contribution of these enterprises to
family income varies considerably, from a marginal supplement of less
than EE 100 per year in several of the household enterprises to well
over EE 1,000 in a number of the micro enterprises.

The analysis is carried one step further in table 18. The annual
family returns are divided by the number of hours worked over the year
by family members to give a measure of returns per hour worked. This
measure is comparable between industries, since differences in the
level of family labor use are taken into account. For comparative
purposes, average wage rates paid by these producers are also presented
in table 18.

Looking first at returns per hour to family members, the figures

can be arranged in ascending order as follows:
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Table 18: Net Returns and Wage Rates, 1982 (Eqyptian Pounds Per Hour)

Average Net Wage Rates Per Hour &/
Return to
Family Work [Paid Family Hired .
Per Hour Members Workers Apprentices
Mats: F .07 .04 .09 04
K .20 .07 .13 ---
Hats: F .03 .01 -—- -
Baskets: F .04 - Y, ---
K 13 -—- .20~ -
Dairy -- Modern: F 1.38 -— .12 ---
-- Household: F .09 -—— - _—
K .07 --- - -
Embroidery -~- Modern: F .23 .19 -— ——
K .30 .07 .10 ---
-- Household: F .04 -—- -- _—
K .10 -— -—- -
Tailors: F .64 -—- .23 12
K .58 .04 .14 07
Dressmakers: F A7 --- .10 -—-
K .22 - .20 .03
Shoemakers: F .41 .13 .22 _—
K .65 .06 .28 ---
Furniture: F 1.30 .3 .36 .12
K .44 .09 .34 12
Rugs: F 16 --- .03
K .—- - .07
Tiles: F 4.02 -—- .34 a1
K 5.15 -— .40 R
Machine Shops: F .31 .09 .31 .13
K .87 .02 .35 .09
Agricultural Implements: F .38 .19 .26 .08
K 1.12 .25 .28
Notes: . 2-/These have all been expressed as per hour equivalents, to make them
comparable to the first column in the table, although as reported
in section 5 above, most are originally specified either on a weekly
or monthly basis, or as piece-work.
2-/Hir-ed labor in two're1ative1y large firms; other data from these
two firms showed inconsistencies which made them unuseable in other
compilations in this report, but the wage data are thought to be
reasonably accurate.
Source:  Survey data, Phase II.
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Net Return Per Hour NorkedQ/

Industry (LE per hour)
hats .03
household embroidery .05
household dairy .08
baskets .10
mats .13
dressmaking .20
modern embroidery .28
shoemakers .58
tailors .61
machine shops .70
agricultural implements 71
furniture .94
modern dairy ].349/
tiles 4.93%

E-/These figures are calculated by combining observations in the
sample in the two governorates. They are affected by relative
profitability but also by the relative sample size in the two
areas.

b/

— Both of these industries have significant investment in land
and buildings; since changes for these are not deducted, the
net returns are biased upwards for both. Furthermore, in the
tile industry there is a heavy reliance on hired workers:
owners are often also involved in other activities, so time
spent in tile production is small, leading to very high returns
per hour worked.

To interpret these figures, a basis of comparison is needed. One
alternative is the return to hired labor in agriculture. During

this period, the agricultural wage rate may have averaged about
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EE 1.15 per (six~hour) day, or about 0.20 per hour.l/

It should also be recognized that the number of people hired
in agriculture varies over the year; jobs might not be available
on a permanent basis, particularly if the job search is restricted
to locations near home. This may yield an advantage in total annual
income to the small enterprises, which may provide more steady work
although at a lower hourly rate.

It is immediately evident from inspection of the 1ist that the
household enterprises are uniformly concentrated at the bottom, with
returns which are consistently low, generally well below the wage
rate for paid labor in agriculture. These enterprises involve large
numbers of family workers, who are often women, with many of them
working very long hours.

The household enterprises as a group have an average net return
to family labor of 10 piasters an hour, compared with an average net
return of 95 piasters per hour of family labor in micro enterprises.
This comparison is dramatic but hides the higher variance in returns
among the different micro enterprises. These variances are high between

industries within the micro enterprise group as well as among firms

1-/B. Hansen and S. Radwan, Employment Opportunities and Equity

in Egypt, p. 110. The length of day is discussed in Richards and

Martin, Change in Rural Real Wage Rates: A Review of Evidence and

of Demand-Side Pressures (Agricultural Development Systems Project,

ARE Ministry of Agriculture - University of California, Davis, Economics
Working Paper No. 9, May 25, 1981, mimeo), p. 5. This study also suggests
a daily wage rate of LE 1.5, implying returns per hour of 0.25.
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within these industries, reflecting the range in levels of technology
and skill as well as products made and markets served by these micro
industries. This diversity contrasts with the relative homogeneity
of products, technology, markets served, and returns earned among
household enterprises,

A comparison of wage rates with returns to family labor in
these industries helps to illuminate the relative skill Tevels between
workers and entrepreneurs within and across industries. It may also
give an idea of the opportunities open to groups with different skills:
mat-makers whose returns are 13 piasters an hour may have the option
of working as employees in a tailoring firm for 18 piasters an hour.
To make this comparison, the wages from table 18 have been combined
across governorates and put in the same ascending order as the previous

1ist. The 1ist is as follows:

Returns to Wages for

Family Members Hired Workers
Industry (EE per hour) (EE per hour)
mats 13 1
dressmaking .20 .14
modern embroidery .28 .10
shoemakers .58 .27
tailors .61 .18
machine shops .70 .34
agricultural implements 71 .28
furniture .94 .36
modern dairy 1.38 a2

tiles 4.93 .38
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Industries with no hired workers have been dropped from this 1ist,
leaving aside most of the household enterprises. It should be noted
that returns to family members reported above are for all firms in
the industry, not only those firms with hired workers. With that
qualification, the following general comments may be made.

For mats and dressmaking, low wage rates correspond to low incomes
to family labor. These are, in general, low-return industries.

A second group of industries is comprised of machine shops,
furniture, tiles, and perhaps shoemakers and agricultural implements.
For this group, family returns are substantially higher, and wage
rates for many workers are also quite high, with all categories
averaging above 0.27 per hour. In general, these workers are required
either to do very heavy work (tiles) or to have substantial skills.

The third group is made up of industries which, to varying degrees,
earn high returns for family members, but pay relatively low wages for
hired workers. An extreme example is the modern dairy group; less
extreme are tailors and the modern embroidery producers. The explanation
for this pattern would seem to be that while owners and entrepreneurs
in these industries have substantial production and/or management skills
as well as substantial investment in the industries, the hired workers
either perform essentially unskilled, menial tasks (as general helpers
and laborers) or have skills which are relatively easily learned and

which are available in surplus supply.
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8.2. Labor Intensity and Capital Productivity

How do micro enterprises compare with their larger scale counter-
parts with respect to the utilization of Egypt's Scarce resources?
Unfortunately, strictly comparable data for the larger manufacturing
enterprises are not yet available. Nevertheless, some indicative
information based on ex ante figures for large investment projects
submitted to the Egyptian government for approval in 1976 does permit
some initial, crude comparisons to be made of labor intensity and
capital productivity by size of enterprise.

These comparisons of labor intensity and capital productivity
for several manufacturing sectors are presented in table 20. Several
simple measures of factor proportions and factor productivity for our
data are calculated in table 19 and used in the preparation of table 20.
An examination of table 20 reveals, not surprisingly, that the micro
enterprises are substantially more labor-intensive than their larger
scale counterparts in all the sectors examined. Indeed, except for
the engineering industry, fixed assets per worker in the larger enter-
prises are more than fifteen times those of the smaller enterprises.
Moreover, capital productivity of the micro enterprises does not compare
unfavorably with the larger firms. In fact, except for the engineering
sector, the output/capital ratios of the smaller firms exceed those of
the larger firms. These results, while certainly not conclusive
given the data Timitations for the larger firms, do tend to indicate
that, in several Tines of activity, micro enterprises in Eqypt may

be not only more labor intensive, but also more productive per unit
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Table 19: Factor Use and Gross Factor Returns, Fayoum
and Kalyubiya Governorates, 1982

ml @l o] ol s f .| o] & | @
Labor capita1®’ loutput/|Output/ Capital/|Capitaly
val Ren] Capital | Labor | Labor | Labor
alue Number eplace+
Added | Tota)l of Flow ment (££) (LE) (kE)
(EE) Hours |Workers| Costs | Costs | (1/74) | {1/2) | (4/2) | (5/3)
Mats: F 399 | 5,250 | 2.3 § 29| 67 076 | .001 | 12.6
X 822 | 4,376 | 1.6 3 17| 274 .188 | .001 | 10.6
Hats: F 56 | 2,014 | 1.0 1 5 56 | .028 | .007 5.0
Baskets: F ) 60 | 1,457 | 0.9 1 6 60 .04) | .o01 6.7
K 336 | 2,532 | 1.1 1 3] 33 33 | Lol 2.7
Dairy -- Modern: F 2,250 | 4,435 | 2.3 9 672 25 507 | .021 | 292.2
-- Household: F 58 554 | 0.1 4 24 15 L105  .007 | 240.0
K 48 686 | 0.6 1 7 48 .070 | .001 | 116.7
Embroidery -- Modern: F 800 | 2,808 | 2 145 | 1,070 6 .285 | .052 | 535
K 902 | 3,400 | 1.4 115 841 8 .265 1 .038 | &0
-- Household: F 21 568 | 0.8 0 1 |not def| .037 0 1.3
X 143 | 1,168. | 0.8 1 5| 143 a2 oo 6.3
Taflors: F 2,333 | 4,840 | 2.3 51 | . ao8 46 .482 | .01 | 177.4
K 1,588 | 3,840 | 1.7 42 308 38 413 0 o1 | 18t
Dressmakers: F 375 | 2,048 1.2 44 297 9 .183 .022 247.5
K 387 {1,931 | 1.0 21 152 18 ,200 | .01 | 152.0
Shoemakers: F 1,021 | 2,545 | 1.2 4 26 ] 255 L4071 | .002 21,7
K 2,290 | 3,819 | 1.5 49 346 47 .600 | .013 | 230.7
Furniture: F- 5,054 | 6,174 2.5 107 772 47 .819 017 308.8
K 2,212 ] 5,162 | 2.0 100 702 22 .423 | .019 | 351.0
Rugs: F 45,318
K 6,750 | 4 ns 857 017 | 2143
Tles: F 6,829 {7,916 | 4.2 369 | 2,804 19 .863 | .047 | 667.6
K 15,797 | 9,043 | 3.9 386 | 2,853 a1 | 1787 | 042 | 7131.5
Machine Shops: F 1,641 | 3,651 | 3.0 649 | 4,943 3 450 | .178 1,647.7
K 3,741 {5,631 | 2.2 245 [ 1,807 15 664 | .123 | 871.a
Agricultural Implements: F 1,183 | 3,796 | 1.¢ 20 195 42 L3701 L0090 | 122,
K 3,369 {3,960 | 1.6 164 | 1,222 23 L950 | .044 | 763.8
—_—— —
Note:

Source: Survey data, Phase II .

E-/r'lact'liner-y, equipment, and tools only.
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Table 20: Labor Intensity and Capital Productivity
by Enterprise Size in Selected Sectors
Egypt - 1982
Capital/Labor Ratio [Output/Capital Ratiog/
[EE {1982) of Fixed [Value Added Per
Assets Per Person] |Capital Services Unit]
. b/ c/
Micro— Large~ :
Sector®/ (LE) (EE) Micro Large
Food (dairy) 292 5,853 25 20
Textiles 247 3,783 9 6
(dressmakers)
Leather (shoes)- 231 5,236 47 5
Engineering 1,648 3,852 3 4
(machine shops)
Sources: micro: Table 19
large: World Bank, Arab Republic of Egypt: Survey of
Small Scale Industry, 1977 {Annex 17).
Notes:

E-/The first title given is from the GOFI data (for large
enterprises); the second name (in parentheses) is for
the corresponding micro enterprise, based on this study.
Only GOFI sectors corresponding to micro enterprises
covered in this study are reported here.

P-/F1'gu1res used are those from table 19 with the Towest
labor intensity and capital productivity.

E-/Figures are ex ante data on proposed private sector
investment projects of EE 8,000 or more approved by
GOFI in 1976. They have been converted to 1982 values
for comparison by inflating at an assumed annual rate
of 11 percent, the annual rate of increase in capital
goods import prices in Egypt from 1976 to 1980.

g-/Figu\r'es are expressed in terms of value added per unit
of fixed asset capital services. Fixed assets have
been multiplied by 0.131 to convert to annual flow costs
as was done for the machinery component in table 19.
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of capital than their larger scale counterparts. More complete compari-
sons and more definite conclusions, however, must await better data

from Targer firms.

8.3. Value Added

Estimates of total value added in these industries in the two
governorates can be calculated by combining the data in table 17
with information from the Phase I survey. These estimates, presented
in table 21, provide an important additional dimension to our under-
standing of the role of these industries, as well as their relative
importance as sources of income to producers in these areas.

The presentation is made by governorate and by our categorization
of industries in table 21. The total value added is fairly evenly
distributed between the two governorates, with Fayoum somewhat higher
than Ka]yubiya.l/ The data in the Tast two columns show that, in
terms of total value added, micro enterprises are far more important
than household enterprises. The significance of the numbers may be
highlighted by comparing them with CAPMAS estimates of value added

in all private sector manufacturing firms with ten or more workers in

these two governorates, in 1970-71 (see table 22}.

| l-/This holds on a per capita basis as well since the governorate
populations are similar.
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Table 22: Value Added for Private Sector Manufacturing in Firms of
More than Ten Workers, Fayoum and Kalyubiya -- 1970/71

(EE thousands)

Size of Establishment Fayoum Kalyubiya
10-24 165 398
25-49 69 772
50-99 31 308
100-499 122 1,194
500+ - -—-
Total, 1970-71 387 2,667
IN1Tustrative, Hypothetical 2,270 15,644

Total, 1982 a/

Source: World Bank, Arab Republic of Egypt: Survey of Small Scale
Industry (Report No. 1818-EGT, December 2, 1977}, Annex 2.

Note: The Kalyubiya figures include Shubra el Khayma, while our
figures do not.
a/ These figures are presented for illustrative purposes only.
They are calculated assuming an 11.1% inflation rate (the
GDP deflator, as reported in World Bank, World Development

Report, 1983, p. 148) and a 5% growth rate in real output
from 1970-71 to 1982.
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The fiqures in the last line of table 22 represent our illustrative
adjustments to the CAPMAS estimates of the value added in all private
sector manufacturing in firms with ten or more workers, in order to
make their data comparable to ours. When allowance is made for both
inflation and real growth during the intervening decade, it is clear
that value added from micro and household enterprises comprise a
significant share of private sector {and indeed, total) manufacturing

value added in these two governorates.

8.4. Summary

The annual average return to family labor varies substantially
between industries and governorates. When the returns are calculated
on an hourly return basis, household producers earn substantially less
than producers in micro enterprises, and also earn less than hired
agricultural laborers. In most cases, the wage payments to hired
workers in these industries are higher as the returns to family labor
increase. There are a few industries, however, whene the hired labor
need not be skilled, but the entrepreneurs must be, and therefore high
family returns coexist with low wage rates for hired workers.

Two other analyses offer additional insights. Using simple
measures of labor intensity {capital/labor ratios) and capital
productivity (output/capital ratios), small firms are shown to be
far more labor intensive and somewhat more productive in usina capital
than are large firms. In the aggregate, value added from the micro
enterprises and household enterprises comprises a significant share

of private sector manufacturing value added in the two governorates,
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with micro enterprises having almost four times the value added of

the household enterprises in the industry groups studied.

9. The Respondents' Perceptions of Problems, Prospects, and
Assistance Needs

In this section the respondent's perceptions of their own problems,
their judgement about future prospects for their industry, the assistance
which they have received to date from government agencies, and their

assistance needs, are discussed.

9.1. Problems

The problems considered in this section relate to infrastructure,
raw materials and demand. The predominant infrastructure problem
as perceived by the entrepreneur is the instability and unreliability
of electricity. When the flow of electricity stops, so does all
production in a number of these industries, either because of the
stoppage of electricially-powered machines (furniture, tiles, machine
shops, garments) or due to the lack of light (rugs). All of the
industries that report these problems are micro enterprises. The
household enterprises, by and large, do not use electricity as an
input.

$mall producers seem to be plagued with raw material problems.
In virtually all industries, the primary complaints center around
their price. The next most frequently cited concern is with raw
material supply, especially in the household enterprises of hats
and baskets. Quality concerns are generally perceived as the least

important problem, with some exceptions among the micro enterprises.
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The responses in the area of demand are also interesting, and
quite diverse. The dairy industry stands out as one of the few industries
where demand problems overall are perceived to be of minor importance.
For many other enterprises, in both the household and micro enterprise
categories, problems are perceived to arise from slow growth or high
variability of total demand. Excessive competition is also viewed as
a problem by some enterprises., With the exception of rugs, however,
competition from either Cairo producers or from imports is not seen
to be of particular importance; more significant are the pressures of
competition from other producers in the region, who generally produce

similar products using similar technologies.

9.2. Future Prospects

The respondents' perceptions of future prospects in their industry
are presented in table 24. In general, the future prospects are
perceived to be better in the micro enterprises than in the household
enterprises. One curious result is the lack of clear correspondence
between the entrepreneurs' judgement about the future prospects in
the industry, and whether they will encourage their children to follow
in the same activity. On the one hand are enterprises like hats and
Fayoum mats, where the future is clearly judged as bleak, but a substantial
number of parents will encourage their children to follow in their footsteps.
Presumably this reflects pessimism about the availability of anything better.
The opposite arises for furniture and tiles; the future is judged as
generally very good, but only a minority will encourage their children

to follow the same 1ine. In this case the most 1ikely explanation is
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that parents aspire to something even better for their children,
reflecting a preference for white-collar, management or bureaucratic
jobs.

Among the household enterprises, only the basket-makers in Kalyubiya
are planning expansion in the near future, while many micro enterprises,

especially in Kalyubiya, are anticipating growth (table 24, section c).

9.3, Assistance

The extent of contact between sample producers and agencies
established to provide them with assistance is quite Timited (see
table 25). 1In terms of penetration, the Producing Families Organi-
zation has done the most effective job of reaching these producers;
more than a third of the producers in eight different industries
had heard of this organization, and a few in several industries have
received assistance from them.

The responses show a substantial difference between household
and micro enterprises in terms of the percent of producers who had
heard of the different agencies. If this can be interpreted as a
proxy for knowledge pertinent to this business, then the micro enter-
prises are far more informed about their environment.

With respect to the respondents' perception of their assistance
needs, there are a wide variety of responses from the different
enterprise groups. Nevertheless, there is a tendency for the micro
enterprises to contend more frequently that training for workers
and finance for machinery are the most important, while the household

enterprises more frequently respond that finance for inputs is crucial.
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10. Phase II Industries: An Overview

Having lTooked at a number of different aspects of small producers
one at a time, it seems appropriate to seek to synthesize the separate
findings. As in previous sections, it is useful to separate the house-
hold enterprises from the micro enterprises, since these two groups are
quite different in terms of product types, returns, future prospects,

and potential policy interventions.

10.1. Household Enterprises

Household enterprises, as mentioned previously, have been defined
in terms of two key features: 1low capital use (below EE 60 per firm
for capital stock [excluding land and buildings]), and Tow level of
skills. In our sample, they are represented by mats, hats, baskets,
and household producers of dairy and embroidery products. The major

findings concerning these household enterprises are as follows.

a) In general, these enterprises operate out of the producers'
homes, and rely primarily on family labor. As suggested earlier, these
two features have sometimes been used as defining characteristics
of this group. To do so would result in a somewhat different 1list
of industries to be included in this heading; while the differences
are not major, the approach used here matches better with other charac-

teristics of the industries concerned.

b) In some household enterprise categories, virtually all entre-
preneurs and workers are women; in many others, they are virtually

all men. While some of these activities are practiced on a part-time
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basis, it is surprising to find that most are essentially full-time

occupations.

c} Returns to the owners/entrepreneurs are very low. The average
return per hour of work by family members ranges from EE 0.03 for hats
to EE 0.13 for mats. Returns in these entreprises are uniformly below
the agricultural wage rate of LE 0.20 to EE 0.25 per hour and, indeed,
rarely exceed kE 0.70 per hour. Because these activities require
little capital and minimal skills, there is an ease of entry into the
industries and much competition between producers -- sometimes monitored
and manipulated by merchants handling raw material supplies -- which

keeps returns to producers very low.

d) The goods produced by household enterprises are not complex;
primarily because these enterprises use little capital and minimal

skills, the products are rather unsophisticated and simple.

e) The combination of Tow returns to producers, widely available
local raw materials, and Timited use of capital means that product
prices are also low. Unsophisticated products sold at Tow prices are
appropriate to and therefore reach a wide market amona low-income
consumers. A significant portion of the consumption needs in terms
of cash purchases of low-income consumers are met by products of such

producers.

f) Conversely, those extensive markets for products made in
Tabor-intensive ways provides employment opportunities -- albeit with

low returns -- for large numbers of low income people. While returns
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per hour are low, the large numbers of people involved mean that the
total contribution to value added can be guite significant, particularly

for low-income groups with Timited employment alternatives.

The strengths of these household enterprises -- their ability
to supply low-cost consumer goods as well as employment opportunities
to large numbers of low income persons, particularly women -- have

another side, which is more problematic.

a) Although income-earning opportunities may be widespread,

returns per hour, as mentioned previously, are very low.

b) The future prospects for virtually all household enterprises
are generally viewed as rather poor, as perceived by the entrepreneurs
themselves as well as by informed outsiders. The reasons for this
view are not hard to find. As the country becomes more developed,
per capita incomes rise; knowledge about more sophisticated factory-
produced substitutes becomes more widespread, while improved transport
and distribution systems make these more sophisticated products more
widely available throughout the country. If the producers are to main-
tain their (quantity) share of the market, prices of products of house-
hold enterprises may be pressed down even further, with the result

that incomes of producers may be further depressed.

c¢) Most seriously, the limited capital and skills of household
producers provide a weak base from which one might seek to upgrade
the quality of their products in order to keep pace with changing

patterns of taste.
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d) Hopefully, development will also mean an expansion of
alternative higher-income-earning opportunities, as well as greater
mobility of the Tabor force; to the extent that this happens, people
will no longer be willing to work for the Tow returns which they can
earn in household activities; employment in these will 1ikely decline

as people move on to more rewarding alternative lines.

If this 1ine of reasoning is correct, it implies that the natural
evolution will be for many of these activities to gradually decline.
Efforts to upgrade, modernize or transform such household enterprises
may have only limited effectiveness, and efforts to subsidize them
may need to be justified in terms of equity rather than economic
efficiency goa1s.l/

This overall perspective needs to be qualified in two ways. The
first is to recognize that there may be individual product lines able
to establish particular "market niches," perhaps based on craft appeal.
Secondly, it is important to recognize that this evolution may be a
slow process, and any transformation may take decades to complete;
in the meantime, very many low income households will be heavily
dependent on these activities for their meager incomes, with few or
no viable alternatives available. Consequently, it is of crucial
importance to keep under constant review the effects on this group
of large factories, whose growth may be heavily dependent on subsidiZed

and privileged access to inputs and markets.

l—/For*-a similar perception, see Dennis Anderson, "Small Industries
in Developing Countries: A Discussion of -Some Issues," World Development,
Volume 10, No. 11 {1982), pp. 913-948,
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10.2. Micro Enterprises

Micro enterprises have been defined as firms using more capital
and/or more highly skilled workers than household enterprises. In
most cases, capital and skills go hand in hand; this group of industries
is usually characterized by the presence of both. In fact, the skill
dimension itself generally becomes more complex, encompassing a number
of diverse features: skills in handling more complex production tech-
nologies, ability to supervise a work force of hired labor, to handle
larger amounts of money required for the purchase of machinery and
equipment, and to manage somewhat more complex marketing systems,
procuring more diverse inputs, and selling in different markets. Not
all of these apply to each industry, but all micro enterprises share
at Teast some of these features.

The industries of this type covered in this study include dress-
making, tailoring and shoemaking establishments, machine shops, and
firms producing rugs, tiles, furniture, and agricultural implements;
in addition it includes "modern" embroidery and dairy producers. Most
of these clearly meet the defining characleristics of micro enterprises
set out above. The most questionable ones are dressmakers (with widely
available and not very high skills, but relatively significant amounts
of capital invested); shoemakers, and some makers of agricultural
implements (with the converse: often only limited amounts of capital,
but substantial amounts of rather specialized skills). In addition,
it should be recognized that some violence is done to facts when whole

industries are characterized together; within each, there is a significant
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range, in terms of capital invested as well as types and extent of
skills. As an overview, though, this characterization is valid.
The main findings of the study concerning micro enterprises

include the following.

a) The vast majority of these enterprises operate in premises
separate from their homes. A substantial share of the Tlabor force
is made up of hired workers. Fewer women are found in these enter-

prises; even more of the activities are undertaken on a full-time basis.

b) The returns to the owner/entrepreneur are substantially higher
than those found in the household enterprises. The average return per
hour of work by family members ranges from EE 0.20 to LE 4.93, with
only a few industry groups averaging below EE 0.50. A1l the micro
enterprise groups except dressmakers earn more than the current agri-
cultural wage. One reason for these higher returns may be that skill
and/or capital requirements impose some barriers to entry. Competition
is still there, in varying degrees; but the barriers tend to prevent
an influx of people sufficient to drive incomes down to levels earned
in household industries. Even in the borderline case of dressmaking,
in spite of the widespread availability of required production skills
and limited requirements in terms of marketing abilities, the need
for EE 100 or more for a sewing machine has kept returns well above
what could be earned in making hats or household embroidery, for example,

where skill levels are comparable, but capital requirements are much lower.

¢) The products made are somewhat more diverse than those produced

by household enterprises. Some items such as the products of village
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tailors, dressmakers, and shoemakers, continue to be consumed primarily
by lower-income groups; others, such as furniture, tiles and machine
shops, are designed for mere sophisticated, higher-income consumers.
The income elasticity of demand for these products varies from case

to case, but on the whole it is generally well above the level for
products of household enterprises. Perhaps this is one of the reasons
why many of the entrepreneurs in these industries viewed their future

prospects with optimism.

d) If the income elasticity characteristics of these industries
are more favorable than those of household enterprises, so also are
the production conditions, particularly in terms of flexibility and
capacity to respond to shifts in tastes and to new marketing opportunities.
With somewhat higher levels of education and skills both in production
and in management, this group of producers has a greater chance of taking
advantage of and benefitting from any growth dynamics which exist in

the country, being carried along rather than being swept aside by them.

e) Higher skill levels and greater use of capital mean that micro
enterprises are capable of producing more complex and diverse products
than household producers; yet for most micro enterprises, the marketing
systems remain quite simple, at Teast in terms of product sales. Most
sell directly to a limited range of final consumers, often restricted
to those in the immediate neighborhood of the producer. Often this
marketing system is further simplified -- but further restricted as
well -- by the fact that production takes place only on the basis of

orders previously placed by final consumers. One of the challenges
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facing micro enterprises involves moving beyond these localized markets,
to produce and sell a more diverse and changing set of products, in
more dynamic and often more distant markets. Types of changes which
are needed to effect such a transformation, as well as policies which
may be appropriate in facilitating such changes, are discussed in the

next (and final) section of this paper.

11. Policy and Project Implications

A major theme emerging from this study is that small industries
in Egypt fall into two distinct categories: household producers, and
micro ehterprises. These groups differ sharply in terms of income
and apparent efficiency of resource use; in terms of future growth
potential; and in terms of interventions which may appropriately be
addressed to them. In this section, the problems facing producers
in these two categories are summarized, and policy and program responses
are discussed.

Although many of the constraints and corresponding policy and
project interventions coincide with this more general micro/household
breakdown, it is important to recognize that.some types of inter-
ventions will necessarily be industry-specific. Some relevant industry
characteristics will be referred to in this section, but further and
more detailed examination of industry specific constraints and related
interventions will be needed in some cases.

It may also be appropriate to emphasize at the outset of this
discussion that the focus of the project has been in specifying problems,

needs, and opportunities for growth among small producers; in a sense,
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the primary concern has been with determining the nature of the need
or "demand" for interventions in this area. While some comments are
made concerning alternative approaches and/or institutional channels
for meeting those needs, the project's terms of reference did not

Tead to extensive work on how these interventions might be "supplied."
Hopefully the analyses presented will provide a suitable specification
of needs and opportunities for those charged with designing specific

projects and policies.

11.1. Household Enterprises

Household enterprises provide small amounts of income to large
numbers of people, producing low-cost goods which often find Targe
markets in low-income countries. In many cases, though, these are
transitional industries, which will decline at least in relative
importance and sometimes in absolute size as development and moderniza-
tion proceed.

There are four types of things which can be done to support
household producers in the meantime. The first arises from the
fact that Tow Tevels of productivity are often reinforced by unfavorable
marketing arrangements in terms of input procurement as well as sales
patterns for products. In particular, there may be opportunities for
freeing producers from domination by raw material suppliers through
working capital loans, to permit them either to buy raw materials
in bulk {e.g., Kalyubiya baskets) or to buy in season, when raw
material prices are low (e.g., mats). This will need to be done

carefully, since the producers are not sophisticated and may be
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at the mercy of the same merchants in the sale.of their products;
but there are opportunities for improvements in income Tevels along
these 1ines.

Secondly, there may be possibilities for technical upgrading among
some household enterprises. An example would be expanded use of milk
separators in household dairy processing. We have found only few
opportunities along these lines, which generally make only a Timited
contribution to raising income Tevels.

Thirdly, there are some products made by household enterprises
where our prognosis in terms of future demand growth may be unduly
pessimistic. In some such cases (e.q., Fayoumi baskets, home embroidery),
an emphasis on a craft focus for the products may provide a basis
for continuing growth; outside assistance in terms of product and
market development might be effective in such cases. Mats may be a
similar special case, since the demand for hand-woven prayer mats for
homes as well as for mosques seems strong in the foreseeable future,
even without outside assistance.

A fourth policy area concerns the growth of large, modern factories
which produce products which compete with those of household enterprises.
while it would make little sense to try to prevent such a development
by forbidding the establishment of large-scale factories, neither
should the government accelerate the decline of household enterprises
by granting subsidies or special privileges to competing modern firms.
Efforts to encourage the establishment of large, heavily subsidized
dairy products establishments, for example, could have serious negative

effects on househoid dairy enterprises.
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In the last analysis, many people are involved in household
activities because they see no viable alternatives. Because they
must combine this work with other responsibilities, or because
their skills are 1imited, their ability to change occupations is
minimal. An appropriate focus of policy, then, might be to seek
to raise their mobility: by training them for other lines of work,
by informing them about other jobs which are available and helping
them compete for them, or by seeking to bring other, more rewarding
Jjobs into rural areas. The Tatter might involve other types of work
opportunities within the home, perhaps arranged on a subcontracting
basis, but in product 1ines yielding higher returns. Essentially,
this means assisting those in household enterprises by helping
them to move out to other, more rewarding activities.

In sum, there may be only a limited amount that wise policies
can do to ald household enterprises: to avoid subsidizing their
demise, to help a Timited number introduce improved technology or
upgrade their products to take advantage of specialty markets, to
improve marketing arrangements particularly in raw material procure-
ment, and finally to help find higher-earning employment opportunities
in alternative lines. None of these is 1ikely to change the funda-
mental flow of history, which is tending to move against these
household enterprises; but each is important, particularly on equity
grounds, since the individuals involved are generally among the

poorest in the country.
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11.2. Micro Enterprises

The enterprises in this group have considerably brighter prospects.
The challenge will be to help them take advantage of opportunities
which are available to them. While micro enterprises are characterized
by more advanced production patterns compared to household producers,
their marketing arrangements are often quite simple. Most sell directly
to final consumers, on a face-to-face basis. Three problems arise with
this arrangement. a) Local markets are small, so opportunities for
component specialization may be limited. b) Local markets outside of
major urban areas are often growing slowly and are subject to increasing
penetration by factory goods being brought in from the outside.

c) Producers complain that they spend a considerable amount of time
negotiating with customers, thereby cutting into the number of hours
they can spend on production.

Micro enterprises seeking to move beyond the marketing constraints
which now 1imit their potential for growth face challenges along three
lines. First, they need to find out about and establish channels for
selling in more dynamic markets. Second, they must be prepared to
develop and modify their products, in ways which 1ink a constantly
changing set of things which will sell, on the one hand, with the
things which they are capable of producing, on the other. Third,
more dynamic markets will generally be more competitive, which means
that they are also more demanding in terms of cost, quality, and
timeliness of delivery. Producers will need to establish more
effective controls of the production process, to enable them to

meet these more stringent requirements.
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Several examples may be offered of ways in which these new

marketing systems might be developed.

a) For some of the more modern machine shops and makers of agri-
cultural implements, there are opportunities to develop linkages with
larger-scale manufacturing firms by producing parts or components ¢n
a subcontracting basis. The Engineering and Industrial Design Development
Center's explorations of subcontracting arrangements could be a useful
vehicle for such a change, if they can be encouraged to expand their
scope to smaller and more distant suppliers. In some cases, a two-
stage subcontracting arrangement may be feasible if an intermediate
producer in a governorate passes on orders to smaller suppliers in

his or her region.

b) Makers of garments -- tailors, dressmakers, shoemakers,
embroiderers -- can establish 1inks with larger producers or with
retail outlets in Cairo. Some have already established such 1inks.
For example, there are modern embroidery producers who sell their
products through a shop in the Khan el Khalili, and shoemakers who
sell partly-completed shoes to assemblers or finished products to

retailers in the city.

c) Rugs are already sold through merchants; these merchants

might be encouraged to explore new markets in different countries.

d) Furniture manufacturers in Fayoum have expressed a desire
to display some of their products in a showroom which would be jointly

owned by several producers. This undertaking would require a new
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set of management skills to deal with the retailing function and
the cooperative nature of the venture; there would also be a need
for increased working capital, in order to finance the products to
be held in inventory.

These examples illustrate several different ways in which
production and marketing systems might evolve and be transformed.
If we approach this question more generally, there are three different
ways in which one might hope to bring about this type of transformation.
The first would be through a separate agency or institution working
specifically for this goal. This miaght be a government office or private
voluntary organization (PVQ). Either of these organizational types
could undertake responsibility of this type, but each faces two
potentially serious problems. The first is that neither is usually
very strong in business development know-how; the task may be seen
either as a charity activity {for PV0's) or as another bureaucratic
task (for government agencies). Neither of these points of view is
sufficient for the challenge here. Beyond this, the transformation
process may be perceived to be excessively complex, requiring a number
of different changes, all of which need to be introduced concurrently;
if one needs to do everything at once, the task may be seen as
impossible. This has lead some to suggest focusing on situations
where several conditions for change are already present, but there
are still one or two missing components; by focusing on those missing

components, the change may become manageab]e.l/ Private voluntary

l-/Peter' Kilby, "Evaluating Technical Assistance," World Development,
1979, pp. 309-323.
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organizations may offer the most hope in bringing about this type of
change, particularly if they can develop the required business and
marketing management skills.

An alternative approach might be for several producers to join
together to undertake some of these functions jointly, perhaps on a
cooperative basis, as suggested above for the Fayoum furniture
producers. While this approach is appealing in many ways, it has
problems as well, because of the inherently competitive nature of
the relationship between the firms joining together to cooperate,
as well as because the functions themselves may be difficult and
unfamiliar to the participants. In general, cooperatives have not
been very effective vehicles for this type of change, in Egypt or
elsewhere in the world.

A third and potentially fruitful approach may be for producers
to enter into business arrangements with more advanced firms -- either
producers or merchants -- whereby the latter take responsibility for
some of the marketing and product development functions, leaving
the entrepreneur in the micro enterprise to focus primarily on
production aspects. This could be done through contracting arrange-
ments, through franchising, or any of a variety of different commercial
agreements. Several of the examples given above iliustrate this
approach, which has the further advantages that it may provide
opportunities for finance or technical assistance to be channeled
from the outside through one modern firm to a number of smaller

micro enterprises.
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Moving beyond questions of marketing patterns for output,
raw materials are another problem area for micro enterprises. Prices
are rising, reportedly more rapidly for inputs than for products, so
producers find themselves caught in a squeeze. Rising input prices
are a problem common to producers using a variety of marketing
channels; those who buy from wholesalers, retailers, cooperatives,
or directly from government suppliers all complain about this probiem.
There is little that policy-makers can do in this area other than
looking for ways of increasing the level of production in some key
domestic industries which supply the inputs used by micro enterprises.

A different type of raw material supply problem arises in the
tile industry. Cement, a crucial input, is available to licensed
buyers at a substantially subsidized price; quotas are issued on
the basis of the firms' production capacity, as measured by their
installed machinery. Such an arrangement is inequitable towards
smaller producers, and provides an undue incentive to invest. Serious
consideration should be given to changing this policy.

There are opportunities for raw material suppliers or merchants
to act as '"channel captains,” helping to 1ink the smalier and more
distant producers with urban markets by providing information about
tastes, designs, and preferred raw materials. Possibilities may
arise along this line particularly for garment producers.

Turning to labor problems, a number of entrepreneurs in the
micro enterprises have complained that there are too few skilled

workers, and that wage rates are too high. These features may
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reflect a lTabor market where the choice of occupation is often made
on the basis of security and prestige as much as income. Workers
also have the option of emigrating, which has drained skilled workers
from several of these industries. Those with capital and skills may
prefer to go into business on their own, rather than choosing to work
as hired employees.

Most skilled workers in these industries, as well as most of
the entrepreneurs, have learned these skills "on-the-job," working
for themselves or as employees for someone else. Government training
programs have contributed 1ittle to the skilled work force. Although
the shortage of skilled workers at going wage rates is a problem for
the micro enterprises, it is not a problem that could easily be solved
by an expansion of existing training programs in official institutions.
What may be needed is a more imaginative attempt to subsidize training
costs for skill upgrading, preferably working in on-the-job settings.
In some industries, it may be feasible to subsidize part of the wages
of trainees, with the work being scheduled around school hours, in
order to draw more people into these occupations. Such a program
would need to be started on a small scale, so it can be carefully
controlled, but it does offer interesting and fruitful possibilities.
In addition, efforts might be made to expand the training activities
of EIDDC so they can reach down to smaller producers, and particularly
to those outside Cairo and Giza.

Policies and programs aimed at the possible capital constraints

also need to be considered. Locking at fixed capital first, there
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does appear to be a need for additional fixed capital in at least

some of the micro enterprise categories. Several specific examples
can be mentioned. In the tile industry, electric presses would enable
a given work force to produce more tiles; among machine shops, better
equipment would permit some producers to enter the market for precision
parts; combination machines would enable furniture producers to expand
production in the face of skilled labor shortages. There is a danger
that a number of producers in a certain location may seek to introduce
the same machinery, with the result that they all may end up with
substantial excess capacity, if they all plan to sell in the same
restricted Tocal market. With that qualification, though, some
expansion of fixed capital in these lines is clearly appropriate

and desirable.

Working capital is a frequently cited need among micro enterprises.
Improved procedures are needed, however, to distinguish the valid
requirements for working capital from specious demands which serve
only to sustain enterprises with continuing management problems.

In several micro enterprise groups, the customers provide a major

part of the working capital. If these producers are to Tink up with
more dynamic markets, these marketing arrangements will probably
change in ways which will require more working capital for inventories.

There are two additional inputs which cause problems for micro
enterprises. The instability of electricity supply has been highlighted
as a problem for virtually all industries in this category; improvement

in this area deserves urgent attention. Finally, regulation and control
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of rental space, while benefitting those currently operating in
rent-controlled premises, also makes it more difficult for firms
to move to larger or more appropriately located work places. Once
again, a change in this policy could bring important benefits by
increasing the ability of small producers to respond flexibly to
new and changing market opportunities.

Micro enterprises constitute a potentially dynamic sector of
the economy. In a country where government ownership in manufacturing
is extensive and government controls and regulations are pervasive,
the vitality of these private sector producers is impressive. One
might say that these producers comprise an intersection of a number
of different high-priority target groups: Jlower-income producers,
operating in a decentralized way, with some involvement of women,
based on private sector initiatives. With appropriate policy and

project support, their future prospects are bright.
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