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ABSTRACT

The objective of this thesis is to explore the relevance of the current industrial licensing and land
allocation policy efforts to industrial SMEs needs in Egypt. The study analyzes the current
situation of industrial licensing and land allocation frameworks and how they are facilitating the
inclusion of SMEs in the industrial market. SMEs are core contributors to the Egyptian economy
and hence assessing efforts undertaken to enhance their participation in the economy is of great
importance. SMEs in Egypt, particularly in the industrial sector, are claimed to be not optimally
performing as a result of longstanding structural and legislative and institutional barriers. The
barriers chosen in this study are the access to land and industrial licensing barriers. The recent
industrial policy implemented by the Ministry of Trade and Industry undertook specific legislative,
institutional and operational reforms aiming at overcoming those barriers. Those reforms included
changes in the investment law, enactment of a new industrial licensing law and amendments to
laws governing the industrial land allocation system which resulted in widening the scope of
mandates and responsibilities. The study applied qualitative research methods, particularly in-
depth interviews with policy makers, industrial SMEs investors and policy experts. The analysis
showed that recent policy efforts are promising, however, there are some challenges that might
hinder the optimization of the outcomes of these polices. Ambiguity of some policy measures,
overlapping reform measures and unclear implementation tools top the concluded challenges,
whether for policy makers, policy implementers and/ or investors. For example, the differentiation
between the role of IDA and GAFI in land allocation and industrial licensing is unclear. Also,
coordination within the institutional authorities working on these policies reveals the continuation
of a fragmented institutional framework in this regard. Further institutional, legal and operational
reforms are still needed to optimize the outcomes of the new industrial policy in Egypt in favor of
SMEs performance.






Chapter One: Study Overview, Problem Statement and Research Questions

1.1 Introduction: Industrial SMEs, Inclusive Growth and Competitiveness in Egypt

Industrial policy continues to be the central player in the industrial transformation of most
economies, especially transition economies. Industrial transformation usually leads to
diversification, competitiveness, social inclusion. Industrial policy should support industrial
transformation through removing obstacles and adjusting market failures. The modern thinking of
industrial policy is more process oriented in which the focus is more on the interface between
public and private actors and how this interaction is taking place, under which roles and what
conditions (Hobohm, 2001).

It is widely recognized that SMEs have a significant role in economic development and in
industrial development. SMEs are considered the backbone of the private sector since they
constitute of around 90% of enterprises across the world, furthermore, SMEs account around 80%
of the industrial sector employment. SMEs are usually more labor intensive which indicates a
better allocation of resources, especially in developing countries since labor is plentiful while
capital is scarcer (UNIDO, 2011).

Developing SME performance and integrating them into the economy has been vastly
identified in literature as key determinants of sustainable and inclusive development. Inclusive
development is defined by the World Bank as the development that “allows people to contribute
to and benefit from economic growth” (WBG, 2009).

The concept of inclusive growth is mainly concerned with the equality in opportunity;
opportunities to social service such as health and education, and opportunities to participate in the

growth process and benefit from it. As noted in most of inclusive growth literature, SMEs



empowerment should lie at the heart of any inclusive growth strategy; particularly in high
populated developing economies with a large proportion of unskilled labor (Rauniyar &Kanbur,
2009; Kruger, 2009)

In 2016, Egypt launched the Sustainable Development Strategy: Egypt 2030 that aims to
jump with the Egyptian Global Competitiveness Rank to the top 30 economies by 2030. The
economic pillar of the strategy a development strategy targets that Egypt achieves inclusive and
sustainable growth characterized by high competitiveness and derived by knowledge and

innovation (SDS: Egypt 2030; 2016)

Currently, the Egypt’s rank and score in the Global Competitiveness Index (GCI) have been

deteriorating the past few years.

Table (1): Egypt’s Rank and Score in GCI (2012-2018)

107/144 118/148 119/144 116/140 115/138 100/137
3.7 3.6 3.6 3.7 3.7 3.9

Source: WEF, Global Competitiveness Report: 2018, World Economic Forum.

Moreover, Egypt still lies in the second stage of development according to GCI
classification, the efficiency-driven stage. According to the Global Competitiveness report, for a
country to proceed in the efficiency driven stage, it should develop “more-efficient production
processes” and increase product quality. Competitiveness in this stage is enhanced through many
factors; among them come the efficient goods markets, well-functioning labor markets, developed
financial markets, the ability to harness the benefits of existing technologies, and a large domestic
or foreign market (Schwab, 2017). Hence, empowering SMESs is an essential tool in Egypt, not just

to achieve inclusive and sustainable growth, but also to improve the competitiveness of the
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Egyptian economy and relocate Egypt soon in the third stage of development according to the GCI
classification; that is, the innovation stage.

Despite the above stressed importance of SMEs, and despite the known contribution of the
SMEs sector in the Egyptian GDP and employment, the sector is still underdeveloped and still
suffers from major structural barriers. Statistics shows that the Egyptian economy includes around
2.5 million MSMEs that employ around 70% of the total Egyptian workforce. SMEs are estimate
to contribute with around 25-40% of the Egyptian GDP, small enterprises in particular constituted
more than 90% of the all private sector enterprises in Egypt and employed around 63% of total
employment (EI-Hamidi & Baslevent, 2013; European Commission, 2014). The informal sector
constitutes around 20% of total MSMEs (Ministry of Trade and Industry, last accessed December,
2016). Moreover, Industrial SMEs in particular account for almost 90% of total industrial firms in
Egypt according to IDA figures (IDA, Last accessed, December, 2016).

Figure (1): Number Industrial SMEs as a percent to total number of Industrial Firms in Egypt

large firms

11%

M large firms

SMEs SMEs
89%

Source: Author Constructed based on IDA Website, last accessed December, 2016.
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1.2 Scope of the Study: Problem Statement and Research Questions

Previous and on-going efforts are being exerted to improve the overall performance of the
industrial sector in general and the industrial SMEs in particular to maximize outcomes from their
activities. However, current performance indicators show that such efforts still did not transform
into the expected success. SMEs in Egypt, particularly in the industrial sector, are claimed to be
not optimally performing as a result of longstanding structural and policy-related barriers in
addition to the recent cyclical problems that have exacerbated since the economic downturn that

started after 2011 revolution.

IDA as well as other governmental bodies have been recently working on setting enhanced
institutional frameworks and setting a better enabling environment for industrial SMEs to operate
more efficiently in the economy. Recent reforms were prepared with the aim of improving the
business environment and attracting industrial investors to contribute in the economic activity
through overcoming the longstanding barriers and challenges. Land allocation and business
licensing top the reform measures identified by the Egyptian government to enhance industrial
activities and boost industrial SMEs participation. Recent steps were taken to implement these
reforms such as widening IDA’s authorities with regards to land allocation and administration
and formulating new regulations to improve and simplify the business licensing process, in
addition to a set of other relevant policy measures within the newly introduced industrial policy
framework. Nevertheless, the alignment of these reforms to SMEs needs and nature is an issue

that needs exploration.

In this study, the researcher focused on industrial institutional barriers and operational
barriers that hinder SMEs from the market access; particularly two main barriers: land allocation

and business licensing. The selection of those barriers was based on several criteria: first, these
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barriers are the barriers that represent institutional, legislative and operational reforms; second,
business licensing is mentioned in international surveys on Egypt as one of the top investment
barriers, particularly for industrial SMEs. Third, land allocation is a serious problem faced in
Egypt and it is receiving increasing attention in Egyptian policies; particularly the recent
industrial policy that was launched in 2016 due to the deterioration of Egypt’s rank in it as will

be discussed.

Hence, the study aims to assess the relevance of the current industrial policy framework to
solving industrial SMEs longstanding obstacles. More precisely, the researcher tries to explore to
what extent is the current institutional and legal framework, including the recent reforms,
supporting SMEs enhancement and integration into the economic activity. The research questions

aimed to be answered in this thesis study is:

To what extent are the current land allocation and business licensing frameworks and
recent policy efforts in Egypt empowering SMEs and enhancing their access to the

industrial market?

— How does the current land allocation framework and recent policy efforts facilitate
SMEs access to land?
— How does the current business licensing framework and recent policy efforts facilitate

SMEs issuance of Industrial licenses?

The study focuses on two main dimensions: Land allocation and business licensing. The investigated firms
are industrial small and medium enterprises. The researcher depends on the Ministry of Trade and Industry

definition of SMEs in the process of selection of the sample firms.
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The study started by an introduction and a description of the rational of the study and then
proceeded with reviewing literature on the industrial policy and how could it be a tool for SMEs
development. This chapter started by defining the industrial policy and revealing its importance and
challenges and discussed specific polices pre-requisites to empower SMEs and will focus on licensing and
land allocation. Afterwards, a background industrial SMEs barriers and the current situation of business
licenses and land allocation in Egypt was presented. Then chapter three is about the study conceptual
framework and research methodology. Data analysis and discussion were presented in chapter four and

chapter five concluded the study by discussing conclusions and policy recommendations.
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Chapter Two: Industrial Policy as a tool for SMEs Development: Evidence from
Literature

2.1 Industrial Policy as a Tool for SMEs Development

The productive capacity of an economy is highly determined by the efforts of the private sector
and the extent of market efficiency. Putting a country’s industrial and productive capacity into the
international context should enhance competitiveness and productivity. Enhancing private sector
competitiveness can be perceived as a private-sector role in the first place. However the private
sector might not be the sole actor in this process. Sometimes government intervention becomes
necessary to adjust market distortions and provide the market with the needed support and
incentives that should fill in the missing gaps. Also, government interventions become essential
when competition fails to equip the market with the tools needed for innovation and accelerating
production capacity (Haque, 2007; UNIDO, 2013).

The aim of this chapter is to highlight the importance of industrial policy as a driver for
investment in general and for SMEs empowerment and integration in particular. A presentation of
the basic definitions and concepts related to industrial policy and SMEs, evidence-based arguments
and counterarguments on the role of industrial policy in promoting and empowering SMEs will be
demonstrated. This will be followed by a brief discussion from literature findings on the main pre-
requisites of an effective industrial policy that meets the needs of SMEs.

2.1.1 The Definition of Industrial Policy

Literature has defined the concept of “Industrial Policy” in different ways. Some
definitions were just as simple as ‘promoting the industrial sector’. Other definitions included
wider elements like improving competitiveness and innovation. Some definitions focused on the

objective of the policy while others focused on the implementation process. Levesey (2010)
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constructed an interesting framework and methodology for defining IP that depended on asking
questions and providing a framework for analysis. His definition of industrial policy was bounded
with four main questions: the scope of the policy, the degree of government intervention, the
inclusion of SMEs and the objective of the policy. The first question is whether the policy is limited
to manufacturing or the scope is wide to cover any industrial activity, while the second question is
whether the government intervention will be through targeting the development of a specific sector
of it will be just concerned with the general performance of different sectors. The third question is
whether there is an intention to benefit Small and Medium Sized Enterprises (SMES) or the policy
will be just directed to large and mega industries. Finally, the last question is related to objective
of the policy; that is, whether it aims enhance productivity or just improve the enabling
environment. Levesey (2010) argued that responses to the four questions can help designing the

definition of the industrial policy.

In a close manner, Lederman & Maloney (2012) definition also defines the type of
government intervention within the framework of industrial policy and defined that policy itself
as a set of horizontal interventions that aim to support market capabilities and the enabling
environment. Such interventions, according to his definition, should be complemented by other
efforts to ensure the relevance and alignment of the broad interventions to the needs and nature of

specific sectors in the economy.

Other definitions focused on the drivers of the industrial policy and whether it should be demand
driven or supply driven. Some papers defined industrial policy as a supply-driven process, where
the government implements a policy based on the economy’s available resources during a specific
period of time. For example, Lin (2012) defined industrial policy as “any government decision,

regulation or law that encourages ongoing activity or investment in a particular industry”. In the
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same manner, While Pack & Saggi (2006) defied industrial policy as “Basically any type of
selective intervention or government policy that attempts to alter the structure of production toward
sectors that are expected to offer better prospects for economic growth than would occur in the
absence of such intervention, i.e., in the market equilibrium"”. Finally, some definitions of
industrial policy are focused on the demand side of the policy. Haque (2007) claims that whenever
competition alone is not supporting the productivity of the economy, the government can interfere
in the process of industrial production to provide the necessary support to the industrial sector
through a designed policy framework that hence would act as a demand-based response to the

needs of the business and industrial sector.

Levesey based on the value chain concept, builds a foundational framework for defining
industrial policy, he assumes that this framework has to have some essential elements, based on
these elements an effective industrial policy will be created. It is argued that an industrial policy
has to include actions on research and development, supply management, market interaction and
after sales services provision. Levesey had three approaches to this, the first approach provides for
all-inclusive policy, i.e. the government decides to work on all sectors and provides additionally
cross-sectional developments. The second approach holds for working on parts of the value chain
process and collecting efforts in for its improvement. The third approach is much concerned with
the horizontal development which only provides for cross-sectional development. A narrower
approach is the fourth approach which holds for providing instruments for the development of a
specific sector. The final approach solely focuses of needs of different sector, in other words,

providing tailored interventions for different sectors.
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2.1.2 The Necessity of Industrial Policy for Development: Arguments and

Counterarguments

The debate on the role of the industrial policy started in mid 1980s. Early writings viewed the
industrial policy as a necessary tool to reach market equilibrium and provide the “missing link”
between the private sector efforts and the market. This argument stems from the lack of confidence
in the market forces of an economy as a sole tool for equilibrium and achieving efficiency
(Jabsheh, 1994). Oppositely, the invisible hand advocators believed that such policies will just
transfer government inefficiencies to the industrial sector.

Arguments supporting government intervention via Industrial Policy

In this section, | present the main literature arguments advocating for industrial policy and their
justifications.

Targeting Sectors and Interventions to overcome market disequilibrium. Proponents to industrial

policy believe that industrial policy acts as a catalyst to any targeted industry. Although it cannot
act as a solution for industrial problems, it can still provide some form of support to industries that
might not be able to compete or cannot have equal opportunity in the industrial market. For
example, industrial policy can support small and growing industries trying to enter the market and
achieve competitiveness. Hence, it is argued that industrial policy will not distort the market
mechanism, rather, it will just correct market disequilibrium. In fact, several papers addressed the
success of industrial policy in industrial and emerging economies. For example, Jabsheh (1994)
claimed that industrial policy had a positive effect in Korea, Japan and Hong Kong where there
were institutions designed and mandated to implement the measures included in the policy.

Protection of SMEs from Fierce Competition: supporters of industrial policy agree that it provides

protection to small industries from fierce rival competition, especially the foreign one. As Galal

(2008) argues, industrial policies in the form of subsidies, cheap credit or tariffs reductions
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decrease production costs for such industries and hence increases their profits and widen their
shares in the markets gradually. Incentives granted through industrial policy motivates
entrepreneurs especially small ones to invest in knowledge acquisition through introducing
innovative products and techniques to the market and train their workers.

Industrial policy Spillovers on the sector. According to Galal (2008), Pack & Saggie (2006) and

Taha (2007), industrial policy can positively affect industrial sector performance through three
main channels knowledge spillovers and dynamic scale economies;, targeting special industries
development will create knowledge acquisition and accordingly knowledge spillovers will benefit
the whole economy.

Industrial Policy can create information externalities. Government intervention in the industrial

sector could help in providing entrepreneurs with the needed information about the cost structure
of a certain industry and could also help countries to produce more than its production pool. If the
government performs this role efficiently, this shall provide investors with the information needed
to compete in areas out of their comparative advantage and even enhance competition on an
international level (Galal ,2008; Pack & Saggie , 2006; Taha 2007).

Industrial Policy promotes linkages and supply chains. Given that some industries are already

linked with other industries through a supply chain, government coordination policies can
provide a sort of connection, facilitate inter-linkages between industries and provide a benefit
from economies of scale, and supply the connected industries with the needed infrastructure for
the whole supply chain and not in a fragmented manner. This will definitely minimize costs

and increase productivity of the whole chain (Galal, 2008; Pack & Saggie, 2006; Taha, 2007).
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Arguments opposing government intervention via Industrial Policy

On the other side, opponents of setting an industrial policy framework in a country usually rest
their arguments on their belief that there is no clear relationship between industrial policy and the
industrial performance. They rather believe in a strong role of the government in distorting the
market mechanism and carrying over government inefficiencies to the private market. In this case,
industrial policy can be just indicative, rather than forcing a hand into the development and
innovation process or even the business marketing.

Industrial Policy might distort market equilibrium. Jabsheh (1994) argues that industrial policy

can distort domestic equilibrium since it doesn’t treat all industries in an equal manner. This is
mainly through the taxation and subsidies and other investment mechanisms that are designed
differently for different industrial sectors. Moreover, industrial policy can even distort
international trade since government protection measures can create an isolate the domestic market
and in this case countries will lose the comparative advantages and other potential trade benefits .

Government will never have sufficient information about the market. Opponents even criticized

the assumption that the government has the best pool of information and can identify coordination
opportunities and design support schemes to enhance productivity and competitiveness in the
economy. The assumption is based on the belief that the government can identify the strategic and
neediest sectors, potential winners, geographical location investment maps and latest technologies.
However, Opponents argue that, in an efficient market economy, the private sector usually have
better information about access to information and more efficient market studies. This is not to
mention the challenges related to government bureaucracy, politically-driven decisions, rent-
seeking and principal-agent problems and other government failures (Galal, 2008; Jabsheh, 1994;

Pack & Saggie, 2006; Taha, 2007).
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Rodrick (2014) argues that the main challenge for the government in the industrial policy process
is the institutional arrangements needed to produce a well-designed policy and to implement it.
The first challenge with the institutional arrangements is that although the government primarily
aims to overcome the problem of information externalities, it does not always have sufficient
information about the nature of the market failures and their locations. This emphasizes the need
of engaging private sector and other stakeholders in the policy-design process.

Government Bureaucracy — and sometimes corruption - might hinder the efficient implementation

of the designed policy. Depending on government bureaucrats in creating the policy could open a

room for rent-seeking behaviors and corruption. In this case, incentives developed to encourage
investments can simply turn into a rent transfer mechanism to corrupted businessmen and

bureaucrats (Galal, 2008).

Uncertainty of industrial policy outcomes. Industrial policy is also criticized for its uncertain
outcomes. Opponents claim that the implementation of the policy can impel mistakes that can
affect the economic performance not just in specific industries but also on the macro level.
However, huge mistakes could be minimized if the policy was designed in close coordination with
the private and related stakeholders to guarantee successful implementation. Rodrik (2004) notes:
“The right model for industrial policy is not that of an autonomous government applying Pigouvian
taxes or subsidies [i.e. lump sum taxes or subsidies], but of strategic collaboration between the
private sector and the government with the aim of uncovering where the most significant obstacles

to restructuring lie and what type of interventions are most likely to remove them” (Rodrik, 2004).
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2.1.3 The Pre-requisites of an effective Industrial policy

In the industrial policy design process, the government should work on providing an
adequate institutional arrangement for developing a sound policy and overcoming challenges.
Reviewed literature mentioned specific factors as pre-requisites for an effective industrial policy.

First, the Establishment of an Effective Institutional Framework that Guarantees the Successful

Implementation of the Policy

Given that industrial policy is considered a set of governmental decisions and actions, the
institutional setting that guarantees the effective implementation of this policy is not of less
importance. Literature stresses on the importance of providing an institutional framework that
guarantees a smooth implementation of the policy.

These institutions should acquire all the required powers, the needed information, the adequate
human resources, the efficient understanding and implementation tools that empowers them to
implement the required programs and developments (Kollavalli et. Al, 2011; Rodrick, 2004).
Coordination between the industrial policy institution and the implementing institutional bodies is
a necessity to ensure the effective implementation of the policy. For example, a “development
agency” might be the agency implementing the designed industrial policy, however, the tax
authority is an essential institution for implementation. Accordingly, the coherence in the
bureaucratic space is an important factor in the design of the policy and even in the choice of
activities (Loewe, 2013; UNIDO, 2013). Loewe (2013) further affirms the need of establishing
coordination councils as part of the institutional architecture to make sure that the information
exchange process is taking place and that social learning is happening. These councils could be
public-private bodies that include relevant groups. They have to seek collecting information on

new investment ideas, market problems, facilitate coordination between different institutions, push

22



for stronger legislative framework for the policy implementations and lobby for all needed
changes. Such institutions could be created either at national and sub-national levels or even on
sectoral levels (Loewe, 2013).

Second, a strong industrial policy should include conditional incentives and support to growing

and new industries.

It is believed that the more the government is willing to support new innovative activities and
latest technologies, the more the policy is expected to succeed (UNIDO, 2011). In this regard,
Galal and El-Megharbel (2006) argue that supporting entrepreneurs should be based on their
measurable outcomes rather than plans and strategies. For example, subsidies should be tied with
exports, productivity, employment indicators.... etc. Nevertheless, setting time frames for
achieving targets is very important. Putting a time limit to the support granted to investors would
help them realize that the given support will end at some point in time and that they will have to
find a way in which they can internally sustain their project. Focusing the support on activities
rather than sectors can better help the economic performance (Galal and EI-Megharbel (2006).

Third, An efficient industrial policy should balance between the optimum forms of intervention:

horizontal versus vertical interventions

An effective Industrial policy should balance between vertical and horizontal interventions._ It
is argued that it is better for the state to horizontally support the industries by creating a good
working environment rather than encouraging specific sectors that can even the choice of these
sectors can be problematic (Loewe, 2013). Oppositely, Rogersson, (2001) argues that Promoting
industrial SMEs could take place by focusing the efforts on certain industries that show a
competitive advantage and an opportunity for growth. As discussed earlier this goes under the
vertical industrial policies which focus the efforts on specific manufacturing sector in which it
provides certain tailored incentives for investor in these sectors. These sectors are often selected
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according to the sector’s performance as well as their economic contribution, socially,
economically, and environmentally. Consequently, governments in this case have to make rigorous
exercise in “picking winners kind of policy” (Rogersson, 2001).

Third, An effective industrial policy should set proper selection criteria for the supported

projects

Industrial policies need to include proper selection criteria of the projects that will receive
support from the government. For example, linkages of these activities to other industries, abilities
to provide technological spillover effects, sustainability and ability of re-invention and sustaining

their presence in the market Rodrick (2004).

Fourth, Building Strong Transparency and Accountability Frameworks and an Effective

Monitoring and Evaluation System

Like any policy or strategy, building effective institutional transparency and accountability
framework is an essential pre-requisite for a good policy implementation institutional framework.
Industrial policy design and stages should be publicly disclosed and easily accessible for the public
and investors. Continuous monitoring will protect the implementing institutions against
undertaking rent-seeking behavior. Providing a strong system for monitoring the behavior of the
policy makers and implementers is a key driver of the successful implementation of the policy.
Public monitoring is essential to prevent any corruptive or unjustified preferential treatments
(Rodrick, 2004; Loewe, 2013; UNIDO, 2013).

Loewe also stresses on the importance of providing regulatory impact assessment of each policy
instrument used and that there should be an effective monitoring plan. Also the UNIDO IDR
(2013) stresses on the importance of selecting indicators that specifically measure the impact of
the policy not just its outcome. It is also argued that there should be an assessment to the
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unintended impact that that is expected to show after the implementation of the policy that might
show in factors beyond the industrial output, for example technology advancements and innovation

levels.

Fifth, Strong Political Leadership, Commitment and Lobbying Efforts

Rodrick (2004) mentions that political leadership tops the essential success factors for the
success and sustainability of any industrial policy. To create an effective industrial policy there
should be a strong political commitment from the leadership. The presence of strong leadership
enhances communication and awareness and facilitates coordination with other bureaucratic
institutions. Loewe (2013) agreed with Rodrick (2014) on the importance of the presence of a
legitimate political leadership that backs this strategy up and provide the proper advocacy and
support. He additionally mentions the importance of lobbying of pressure groups for creating a

sound industrial policy that overcomes information and coordination externalities. The

Sixth, An Efficient Industrial policy require a healthy business environment

In this regard, reviewed literature highlight the importance the investment and industrial
climates as success factors of the designed industrial policy. Doing business factors such as well-
educated and trained labor force, well acquainted to innovation; adequate infrastructure and proper
transportation system; the existence of a proper financial system that facilitate the access to capital
for industrial projects; the elimination of any unnecessary bureaucratic regulations; maintaining
an economic and political stability; liberal trade and finally and transparent taxing system for the

industrial sector (Galal and EI-Megharbel, 2006; Rodrick,2014)
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Seventh, Alignment of the Industrial Policy with the National Frameworks and other
interrelated policies

Designing an effective and implementable industrial policy cannot be done without aligning
this design with other related policies. Other policies could support or conflict with the designed
industrial policy designed which could lead to future problems in implementation. Among these
policies is the competition policy. The competition policy always holds for preventing monopolies
and guarding the market from dominant mergers and acquisitions. It guards the market form any
abuse that could weaken competition. The competition policy may conflict with the industrial
policy since the later could hold for providing advantages for certain sectors or activities. Unlike
the competition policies which usually look for the proper governance of the market (UNIDO,
2013).

The second policy that is recommended to be considered is the trade policy. The trade policy of
any country directly reflects in its international competition. Globalization and the international
integration put pressures on the internal market of any country and made competition fiercer.
Pressures form the international communities and the World Trade Organization (WTO) has
forced countries to lower trade barriers like tariffs, non-tariff barriers and quotas. This adversely
affected the local economy of most developing countries as high quality international products
dominate the market and consequently local producers tend to specialize in low value added
products like agricultural commodities or low value added manufacturing products that require

low wages (Haque, 2007; UNIDO, 2013).
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2.2 Specific Industrial Policy Pre-requisites to Empower SMEs and Enhance their
Participation in the Industrial Sector

Although the contribution of SMEs in the economic activity differs from a country to another,
it is widely evident that SMEs always have a significant share of the economic activity a driver for
inclusive growth and development. SMEs activities increase workers' productivity and improve the
overall productivity of an economy (Ayyagari, 2014). Although large firms might have high
productivity levels, small firms have the highest rates of sales growth, job creation and employment
growth. As per the Tewari et. al (2013) SMEs that employ less than 250 full-time employees have
a great share from the total number of companies in any economy and usually provide a significant
share of total jobs and the value added in any economy. More specifically, Hobohm, (2001) argues
that industrial SMEs can employ 40 to 80 % of the employment of the SMEs employment of an

economy.

This is mainly because SMEs are usually more labor-intensive and therefore they create a more
equitable distribution of income and significant reduction in poverty levels. They also allow for
better inclusion of women into the economic activity and reduce the gender wage gap. Additionally,
being more labor-intensive allows for better resource allocation in developing economies with high
working population and limited capital resources. SMEs also help in developing decentralized
productive capacities since they have a wider geographical coverage and can absorb the productive

resources at all levels (Hobohm, 2001).

Despite the importance of SMEs in developing countries, they still suffer from several common
identified barriers. A number of scholars have identified the access to finance as the major barrier
to SMEs growth and development, especially in the industrial sector. The access to finance is
always a main barrier to investors that doesn’t allow them to establish or even grow. In developing
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countries, there is usually a problem of the limitation of credit instrument and credit guarantees.
This hinders investors’ attempts to grow and cope with technological changes all-over the world. It
was also pointed out that the lack of finance appears highly in transition economies where financial
markets are poorly developed and loans are usually limited to state enterprises or large firms (

Stevenson, 2010; Santiago, 2016; Lin, 2012; Wang, 2012).

Access to non-financial inputs is also considered a constraint to SMEs business development
and growth. Taxes and tax administration are also considered barriers for SMEs entrance and
formalization. However, other non-financial barriers like access to land, scarcity of land, poor
access to information on land availability and land management are usually considered serious
barriers to SMEs empowerment and participation in the economy. Licensing and business
environment regulations are also considered major barriers to SME growth especially in developing
countries. Issues like the management skills and training of entrepreneurs and their capacity is also

can also back set the performance of SMEs (Sidik, 2012 & Wang 2012, 2016).

As a response to SMEs problems, many countries created governmental bodies to focus their
work on SMEs and drafted plans for their developments. Other agencies draft plans for industrial
development and therefore, different plans and policies might not be harmonized. In this case,
knowledge is harder to information and coordination externalities increases demotivating investors.
The poor alignment of different policies is a drawback in any economy that usually negatively
affects SMEs (Altenburg, 2011).

In addition to the previously mentioned role of industrial policies in enhancing development,
industrial policy is a fundamental tool in promoting SMEs especially in developing countries.
Supporting the establishment of SMEs and strategies to enhance competitiveness is a starting point.

Supporting the entrepreneurship policy and creating an attractive environment for investors is a
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crucial aspect for development. However, depending on an entrepreneurship policy might not be
enough. Barriers to starting up business might need actions far beyond an entrepreneur policy. As
mentioned earlier, business registrations procedures, industrial licenses and regulations and
business development services constitute real impediments to SMEs investments in developing
countries.

In many countries, the enormous procedures that the investor has to undertake in order to
establish a business and especially and industrial business are beyond the capabilities and capacities
of many investors, particularly small and medium sized projects. This barrier usually hinders
investors from formally registration and is a main reason for the creation and persistence of the
informal activities Bureaucratic, non-transparent and in many cases corrupted licensing process is
clearly evident in many developing economies with imperfect institutional frameworks. Time and
efforts — that can take months and years sometimes — to issue a business license is an enough reason
to crowd out private investment; predominantly SMEs (Stevenson, 2010; Santiago, 2016; WBG,
2012).

In this regard, governments are encouraged to implement policies that can facilitate business
entry and operations. Simplifying procedures, providing information and overcome bureaucracy
and overlapped duties is also crucial for business facilitation. One step to do this is to set an
industrial policy framework that consolidates efforts, facilitates communication with investors,
simplifies laws, regulations and procedures in a way that promotes industrial investment in general
and SMEs in particular (Stevenson, 2010; Santiago, 2016; Lin, 2012).

In transition and developing economies?, trade liberalization and private-sector led markets

have widened the scope for industrial firms’ growth at many levels. This openness might negatively

! Transition economies are economies changing their economic systems from socialist, government- dominant
economic systems to open markets, capitalist, private-sector dominated economies (IMF, 2014).
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impact industrial SMEs in developing countries since one of its main components is the removal of
the protectionist trade policies and the direct exposure of domestic investment to fierce international
competition and international standards added to the local competition by the large firms (Hobohm,
2001).

Governments in this case have to work on aligning the industrial policy instruments with the

macroeconomic framework and policies and link the industrial policy to the general business

environment locally and internationally. For example it is important to align the taxing policy with
the priorities of the country, taxing policy should address SMEs problems. Investors should not be
hindered to formally register their firms due to the harsh taxing policies. Additionally, aligning the
industrial policy efforts with the current trade and competition policies is need. There should be an
encouragement to SMEs to compete globally. Monopoly practices should be controlled and the
government has to create a trade policy that best fits the needs of SMEs. Such policies could include
reducing import tariffs on factors of production and opening global markets for small investors
through networking them with global values chain (Stevenson, 2010; WBG, 2014) .

Another solution is the clustering policy, clusters are defined as the “geographic concentrations
of interconnected companies, specialized, service providers, and associated institutions in a
particular field that are present in a nation or region” (Chaplin, 2010). Industrial clustering can be
a key tool for industrial development. The methodology of cluster development is based on
providing a full value-chain of a certain industry. It targets creating and/or importing all essential
players working on the cluster to a same geographical location. The government should have an
essential role in the development of such clusters ensure their efficient operation (Chaplin, 2010).

Government policies could range from providing infrastructure to targeting industrial

concentration through creating industrial parks. This requires financial funding to support utilities
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like electricity and water. In the clustering process, the government usually provides the needed
sources of technology and also provides the needed knowledge of the market and the possible
innovation opportunities. Additionally, for the clusters growth policy, there has to be a strategy for
linking SMEs across borders, as discussed above, the export strategy should be aligned with the
needs of these firms and serve the purpose of the cluster (Akerlof, 1970; Gereffi & Stark, 2011).

Clustering policy is adopted in order to overcome some barriers that are faced by SMEs. It is
considered a solution for the fragmentation problems. Evidence shows that clusters enhance firms'
efficiency and achieve economies of scale. Additionally, clusters make it easy for businesses to
start-up; in an effectively managed cluster, suppliers are available for these stat-ups. In developing
countries, clusters are mostly labor intensive and they work with work with a small-scale
technology. Therefore, an industrial clustering policy entails social inclusion and inclusive growth.
Cluster also solve the problem of the high transaction costs between suppliers, manufacturers and
traders, this is attributed to many reasons. Among these reasons are the imperfect contracts
enforcement, reachability and lack of information (Akerlof, 1970; Gereffi & Stark, 2011).

In addition the general pre-requisites discussed earlier to design and implement an efficient
industrial policy; specific issues appear to be of serious importance for industrial SMEs
empowerment. In addition to the other famous barrier, problems related to access to land, issuing
licenses, and business sophistication are always mentioned among the top barriers to SMEs
participation in the industrial sector (Schwab, 2017; World Bank, 2016). Policies related to
improving land allocation and administration, easing business licensing, and enhancing clustering
and value chains are crucial for promoting SMEs and maximizing their outcomes in developing
economies. Since these policies are the focus of this study; a deeper overview on their importance

and characteristics will be presented in the remainder of this section.
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2.2.1 Land Allocation Policy and SMEs Empowerment

Setting for an efficient land market is another policy instrument that an industrial policy should
address. Land markets in mismanagement practiced by government in assigning properties. This is
clearly evident in rigid contracting and ineffective procedures in property registration. Poor land
administration consequently result in creating barriers to SMEs operations, especially in urban
areas. Efforts in the area of land allocation and land ownership are crucial in order to solve the
problem of the wasted and misused land (Kolavalli et al., 2011).
2.2.2 Industrial licensing to Promote Industrial SMEs formalization and participation in
the economy

Licensing is considered a main barrier to the SMEs developing counties are impeding
investors’ efforts especially SMEs to grow and participate in the economy. Evidence shows that
SMEs suffer from inadequate access to land and this goes back to the

particularly in Egypt, it is the second rated barrier after the access to finance (WBG, 2017).
The OECD (2006) defines businesses licensing as “the practice of requiring prior approval of a
government authority for the establishment or conduct of a business”. Approval is based on the
provision of specific validated or certified information usually in written form.” The WBG
identifies business licenses as a commonly used form of regulation that controls the entry to the
market.

Licensing usually imposes a range of rights, obligations and conditions on the investor and
puts the investment within formal framework. Business licenses do not include activities like the
general business registration. Business registration usually includes taxation, name of the company
and statistical purposes. In some cases, permits are part of licenses and sometimes they are not.

Permits are usually a provision of regulatory approval for a defined activity. Licensing is close to
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procedures like business registration, inspections and permits, nevertheless it is different from
them. In a good licensing system, it is a mean to fulfill legitimate and regulatory procedures and a
tool to implement regulatory purposes for the public benefit. This protection could include
environmental protection, health and safety, preserving scarce resources and national security.
Licenses is also a away to regulate the entry to markets and issue the commencement of activities.

Business licensing are offered by the national government or can be delegated to authorities
like business associations, chambers of commerce and other non-governmental agencies (IFC,
2006; OECD, 2006 & WBG, 2010).

Wang (2012) argues that criteria and policies that guide the activities and sectors that have to
be subject to licensing widely differ form a country to another. There are no defined list of activities
that is widely known should be subject to licensing procedures. However, there are justified and
unjustified licenses. Justified licenses are licenses that set operating conditions in which businesses
are expected to comply with certain requirements, standards and conditions. There are many
sectors that needs to be regulated in order to protect environment and people. However, not all
licenses fulfills this purposes. This leads to the occurrence of unjustified licenses. As per Wang
(2012), unjustified license is the license that tends to regulate things like goods and services
certification, notifications of regulatory compliance and process inspections (WBG, 2010).

Unjustified licenses can results due to many issues: first, the government might apply them
as a data collection tool about businesses for planning purposes. However, other tools such as
marketing surveys, tax reports and business registration reports could be better alternatives to
unjustified licensing. Also, they might issued as quasi-fiscal functions; to raise revenues for a
certain agency. On the other hand, some countries carry on some procedural facilitations for

specific sectors or SMEs or for innovation reasons (Wang, 2012).
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2.3 Industrial SMEs in Egypt: Background and Statistics
As mentioned earlier in this study, the SMEs sector is a major contributor to the Egyptian

economy. Nevertheless, it is not surprising that the SMEs sector in Egypt suffers from the general
barriers to investment in addition to the industrial SMEs-specific barriers in particular with a focus
on land allocation and industrial licensing. Data on barriers are extracted from international
surveys and assessments on investment climate and doing business: The Enterprise Survey issued
by the World Bank, The Investment Climate Assessment issued by the World Bank, The Global
Competitiveness Index issued by the World Economic Forum, and the SMEs Policy Index issued
by OECD. This in addition to some brief information from literature on the two main institutional
barriers: Land allocation and Licensing. It is worth noting that literature and empirical work on

this topic in the Egyptian case is still very limited.

2.3.1 Barriers to SMEs investment in Egypt

In addition to the general known barriers to investment in Egypt, the common recognized
structural barriers to SMEs activities in particular are mainly access to finance, business licensing,
corruption, tax administration, land allocation and administration. This is in addition to cyclical
barriers such as political instability and the repercussions of the recent economic downturns. In
this section, a snapshot will be presented on the land allocation and business licensing problems
in Egypt as mentioned in investment surveys and relevant literature. This background will support
the qualitative analysis that will be undergone in the next chapter on the current situation and the

remaining steps with regards to these two barriers.

2.3.2 Business Licensing Problem in Egypt
According to the Enterprise survey issued by the WBG (2016), obtaining business licensing

ranks the fourth top obstacle facing business in Egypt and the third top obstacle facing medium
enterprises in the manufacturing sector in Egypt after the political instability and access to finance.
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Days needed to obtain construction and operating license in Egypt are significantly higher than

MENA region and world countries (WBG, 2016).

Table (2): Barriers to Investment in Egypt by size of Firm - Manufacturing Sector

(2016)
Biggest Obstacle
Egypt Small Medium | Large Middle Lower
2016 firms firms firms East & Middle
North Income
Africa
Access to 13.2 13.8 10.6 16.6 9.6 135
finance
Accesstoland | 1.1 15 0.3 0.7 2.7 3.9
Business 8.2 8.0 8.9 7.3 3.8 2.7
licenses and
permits
Corruption 6.6 7.2 3.8 10.9 7.1 9.1
Courts 0.2 0.3 0.1 0.3 1.0 0.9
Crime, theft 2.9 4.0 1.0 0.3 1.8 4.2
and disorder
Customs and 4.6 3.5 7.4 3.9 3.6 3.8
trade
regulations
Electricity 5.9 6.7 4.7 3.3 12.8 10.5
Inadequately 4.4 35 6.4 5.0 8.0 5.7
educated
workforce
Labor 4.1 2.4 7.2 7.7 2.7 2.4
regulations
Political 33.8 33.0 36.6 30.7 27.0 13.8
instability
Practices of the | 3.1 3.7 1.8 2.6 7.0 14.0
informal sector
Tax 1.9 1.9 2.3 0.6 1.6 3.8
administration
Tax rates 8.7 8.9 7.8 10.0 9.6 9.2
Transportation | 1.3 1.6 0.9 0.2 1.7 2.6

Source: WBG, 2016. Enterprise Surveys: Egypt Country Profile. WBG.
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As further illustrated in the table (2), the number of days required to obtain construction and

operating permits in Egypt is inversely related to the firm size; that is, smaller firms take more

time in obtaining licenses compared to larger firms.

Table (3): Days needed to Obtain Licenses and Construction Permits in Industrial Firms

in Egypt (2016)

Egypt Small firms | Medium Large Middle East | All
firms firms and North countri
Africa es
Days to 103.3 104.1 38.4 139.0 99.1 475
obtain a
constructio
n-related
permit
Days to 31.9 34.2 33.7 18.9 38.6 22.5
obtain an
operating
license

Source: WBG, 2016. Enterprise Surveys: Egypt Country Profile. The World Bank Group.

A recent Investment Climate Assessment undergone by the World Bank argued that the

licensing problem has recently shown a slight improvement as indicated in table (3). Days to get

permits and operating licenses have decreased significantly WBG (2017).

Table (4): days to receive permits and operating Licenses: 2013-2016

Permitting Operating License

20132016 20132016
0-7 days 9% [32% (0-7 days 4% (41%
8-15 days 9% (1% (8-15 days 6% 21%
16-30 days 30%|10% (16-30 days 25% 14%
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31-90 days 35%14% (31-90 days 18% (10%

More than 90
days 13% {23% [More than 90 days 13% (7%

Still waiting or
rejected 5% [29% (Still waiting or rejected(35% [7%

Source: WBG, Investment Climate Assessment, 2017. The World Bank Group.

Kaganova (2017) affirms this problem by noting that the difficulties in obtaining permits
and licenses for construction and operation on industrial land “continues to hinder attractiveness
of land in many 1Zs and to contribute to the cost of doing business for potential tenants and Small-
Medium Enterprises (SMEs) in particular” (Kaganova, 2017:5). The paper suggests to construct a
one-stop-shop similar to that in GAFI to issue permits and licenses for industrial projects in IDA-
controlled industrial zones and projects.

Kaganova, 2017 also raises the private sector claim issuing permits for industrial land takes
months, and, “even after licenses are obtained, at least 50% of an enterprise’s management time is
still spent on dealing with government” (Kaganova, 2017: 5). The time and effort exerted in this
process — particularly for SMEs- is a core determinant for the choices of these activities to stay in

the informal sector.

2.3.3 Land Allocation Problem in Egypt

With regards to land allocation issues, it is counted among the top barriers that hinder SMEs
operations in Egypt. According to the Investment Climate Assessment, although the time needed
to request land allocation with the relevant permits and licenses have reduced, however, access to
land in Egypt is considered a generally deteriorating issue and its problems are becoming acute for
smaller firms, and for firms in Upper Egypt (WBG, 2017). The reasons behind this deterioration

need to be investigated and analyzed.
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Figure (2): Access to Land percentage citing as a Major constraint in Egypt (2013-2016)

40 35:69
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0
Access to Land Transport Electricity
W 2013 = 2016

Source: WBG, 2017. Investment climate assessment in Egypt: 2017, The World Bank Group

As shown in figure two, the problem is magnified in the case of small and medium enterprises.
Smaller and medium firms face bigger problems with regards to land access compared to larger

firms as illustrated in the below figure.

Figure (3): Access to Land as a Barrier to investment — by Firm Size (2016)
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Source: WBG, 2017. Investment climate assessment in Egypt: 2017, The World Bank
Group
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Compared to other countries, Egypt still ranked as no. 122 among 190 countries by the
composite “doing business” index (WBG, 2016). According to Kaganova (2017), "more than 25%
of private domestic companies surveyed in 2009 identified access to land as a “major or severe”
factor, which places Egypt as no. 38 among 46 countries studied™.

Literature analyzing the reasons behind the mal performing land allocation system is
limited. However, of the main works done in this regard is what Kaganova (2017) mentioned as
the land allocation and administration system in Egypt suffers from several problems related to
legal and institutional framework and conflicts between implementing agencies as well as poor
information provided to investors.

Loewe (2013), argues that helping small and medium-size enterprises to access land tops
the necessary measures perceived as priorities in the new Egyptian industrial policy.

IDA is currently the institution entitled to provide land and infrastructure to enterprises
industrial zones industrial zones including the craft zones. Accordingly, in the chapter six, the
researcher will present the results of a qualitative analysis on the recent steps taken with regards
to land allocation problem in Egypt, particularly for SMEs.

In summary, the literature reviewed discussed the industrial policy issues form different
perspectives. This study presented different definitions of industrial policy, these definitions
ranged in scope and purpose, each had specific focus. Then arguments pro and against industrial
policy were presented. The study identified the commonly discussed arguments that support the
enactment of industrial policy and the arguments that claim that its negative impact is high and
that the intervention of the government in the industrial sector is not preferable. The study also
addressed factors required or the “pre-requisites” of an effective industrial policy. These factors

included factors that can be generalized over any policy like transparency, accountability and
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political leadership and other factors that are specifically needed in for the industrial policy like
the choice of the intervention; whether vertical or horizontal interventions, also alignment of
industrial policy with other policies like trade policy and competition policy.

The thesis study afterwards focused on industrial SMEs and their significance in the
industrial sector. Barriers to SMEs were also addressed, the study reviewed the financial and non-
financial barriers that face SMEs as per the reviewed literature, these barriers included access to
finance, access to land and regulatory bureaucracy. Attendant to that, the study mentioned the most
important solutions for SMEs barriers discussed. Then the study focused on two main solutions
to SMEs access to market, first, is the land allocation and second is the industrial licensing as a
way to facilitate the access of SMEs to the market. The last section in literature gave a background
on the industrial SMEs problems in Egypt with a special focus on the land allocation and licensing
problems. Form the literature reviewed, it is inferred that there is little research about the land
allocation and industrial licensing problems from the investor’s perspective in a qualitative matter
that discussed the effect of the legislative and institutional frameworks of these two issues and how

are they affecting the investor.
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Chapter Three: Conceptual Framework and Research Methodology
3.1 Conceptual Framework

The study intends to highlight the relevance of the current industrial development policies
implemented to the needs of industrial SMEs in Egypt. Recent policies and newly enacted laws
are assessed with regards to their contribution to solving SMEs problems and overcoming
obstacles of formalization and market entry. Based on earlier review of literature, this chapter
highlights the main concepts that are interlinked with the industrial policy and process issues in
Egypt. The analysis in this study is limited to two main industrial policy issues: 1) land allocation
and 2) business licensing. The rationale behind choosing these two reforms is that they are directly
connected to SMEs industrial market access and that both reforms received reforms in terms of

legislative, institutional and operational perspectives.

3.1.1 The definition of Industrial Policy

Industrial policy is widely defined in literature. Some scholars viewed it is as an instrument
that governments make use of to create a competitive industrial environment and bring about
structural change. Others define it as a dynamic process that has to be regularly monitored and
renewed. This study adopted the definition of Levesy (2010) who defined the industrial policy as
a list of requirements that are used to shape the policy analysis. Levesy (2010) views industrial
policy as an instrument that has to be evaluated and analyzed and additionally, the appropriateness
of the instruments used within industrial policy must be understood and evaluated. Levesy
describes four main elements that his study considers as determinants to effectively identify and
evaluate the appropriateness of an industrial policy. The four elements are best described in four

questions as follows:
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e Is the policy limited to production and/or manufacturing or does it apply to the entire
industrial sector?

e Are the policy instruments used crosscutting sectors (horizontal policies) or are they
specified to certain sectors (vertical policies)?

e Are the policy instruments used target the growth of SMEs or are they designed to fit large
companies?

e Are the policy instruments being adopted influencing the economic structure of the
economy or are they more specified to industrial development? Are they just enabling
conditions for better competitive industrial sector or are they designed specifically for
industrial structural change?

The above definition is the best fit for the study since it frames industrial policy as a collection of
instruments that contribute to the industrial development and consequently affect the performance
of the economy as well as enforcing structural change. Moreover, Levey’s definition stresses on
the aspects of the policy that concern the inclusion of SMEs, and the chosen sectors. The focus of
this study is the relation of the industrial policy instruments to SMEs and the obstacles such

enterprises face within the Egyptian context.

Production is only one part of the manufacturing process and so identifying whether the
industrial policy targets the entire manufacturing process or just the production phase is important.
Some industrial policies are just concerned with production activities while others target the entire
manufacturing sector including activities such as R&D and the design of the products, the products
themselves and also service provision (Levey, 2010). This study will focus on the entire
manufacturing sector since it allows for analyzing the potential linkages between various policy

instruments that are all crucially needed manufacturing process. Additionally, the Egyptian
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“The best thing IDA has done to us is not letting us deal with the localities, our problem is
not with the government. However, our problem is with the local authorities. Egypt is a
good place to invest, however the problem is in the endless bureaucracy, but we hope that
under the new law we think that licensing will be much easier, however, we are worried
form IDA employees, they sometimes do not understand technically what should be done
and a lot of times we ask questions that has no answers and we try to call the branch in
Cairo but always in vain. Last year | had to go Cairo three times just to renew documents

like the industrial registry.” (Investor 10, December, 2016)

The investor here acknowledges the potential that the new law has in facilitating the industrial
licensing procedures. He argues that in the past, he used to deal with the governorate and localities
for the licensing process which was a complicated process. However, he hopes that under the new
law the process is facilitated. He also comments on the capabilities of IDA staff and their
knowledge about the procedures, this investor is located at Qena and therefore this shows that there

is a local disconnection between central and local authorities.

4.2.4 Business Licensing in Egypt and SMEs Empowerment: Discussion

In this section, the researcher tries to reframe the results of the above analysis in the previously
mentioned context of industrial policy and SMEs empowerment. More precisely, the researcher
compares the results of the undergone analysis of the main reform measures to the literature review

and conceptual framework. Results of the analysis can be categorized under the following points:

A) The effectiveness of licensing reform process

IDA differentiation between high-risk and low risk activities has led to simplification of

measures for more than 80% of the industrial projects. It also should enhance the accuracy of the
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required measures for high-risk projects since it now designates special requirements for different
projects. (Wang,2012 and (WBG, 2010) have affirmed that effective licensing are done to regulate
the market, protect the public against negative externalities and to save scarce resources (Wang,
2012; OECD, 2010 & WBG, 2010). Improving this step is expected to lead to these positive

outcomes.

IDA aimed at re-assessing the unjustified licenses through eliminating the preliminary

license and coordinating with external entities on the nature of conditions and take the

responsibility of the agent between investors and external entities. This can be considered a step
towards efficient mapping and restructuring of the procedures that facilitates the license process

in general. That resembles Wang (2012) framework of reforming industrial licenses.

On the other hand, it could be argued that unjustified licenses were not deeply addressed in

the reform. The case of industrial registry could demonstrate this case. Industrial registry is a
necessary document for international trade requirements. It is a way to limit the industrial activities
to engage in trade activities beyond their capacities and hence limits black market activities.
However, the registry is essentially used to help the government in the planning process though
giving indications on the number of registered companies and their capacities. These functions
could be given to the industrial operating license. In this regard, industrial registry could be
perceived as an unjustified license that could have been simply replaced by the license. According
to Wang (2012), any license that is designed to collect information is considered an unjustified
license. In this regard, industrial registry could be classified under unjustified licenses because its
main aim is to register the industrial establishments and act as an Identification certificate of the

establishment.
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Hence this industrial registry, though important, yet it can be replaced by the license. The
license can do the same job and hence the industrial registry requirement in this case can be

perceived as per Wang (2012) framework an unjustified license that was not removed.

Rodrick (2014) argued that while designing the policy, government should reflect the needs

of the investors with regards to clarifying the requirements of the licenses and any relevant

information. Despite the recent reforms, some issues in the industrial licensing are still vague and
confusing and were not taken into account in this reform. For example, the analysis showed that a
distinction between activities classified under industrial licenses versus those under operational
license needs more understanding and have to be well communicated to officials that are in direct

communication with the investor.

B) The effectiveness of implementation process of licensing reform

Based on the previous data analysis, we could infer that there is a confusion in understanding the
latest policy reforms and a confusion in its implementation. Law no. 15 of 2017 is a good step
forward to implement a simplified licensing system that should directly impact the inclusion of
SMEs into the market. Nevertheless, analysis showed a confusion in understanding the reform

measures for both the implementers and the investors. This was evident in three points;

First, the contradiction between some law articles and signed protocols; as with the case of the

Civil Defense Protocol signed with IDA™®. This contradiction will impact both types of licensing
(prior licensing and licensing by notification) and cumbersome the originally most-complicated

step which is the regulations with external entities.

5 An interviewed Research Analyst at ERRADA indicated that IDA has recently signed a protocol with the Civil
Defense which is the one of the most significant external entities that regulate the conditions of industrial activities
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Second, the inconsistent understanding of the process in different relevant executive agencies

and even among investors. For example, there is no clear unified understanding of the role of the
planned accreditation offices that should be launched by IDA. An interviewed industrial license
expert indicated that accreditation offices will act as IDA agents in providing license, however,
interviewed IDA management representative indicated that it will only regulate the conditions with
external entities. Another example of this confusion is the IDA website which has a published
operating manual that describes process as per the new law. However, on the other hand, some links
on the website are still presenting information related to the old process®®. In the time that the new
law seeks to clarify and simplify any possible barriers, such confusion can be considered a serious
barrier to information access, not just for the investors but also for the executives working on the
policy implementation. As Koollavalli et al (2011) and Rodrick (2004) argued, access to all needed
information and efficient understanding and implementation of policy tool are essential success
drivers of the policy. Hence, the current policy framework is argued to be still suffering from a gap

in this regard.

The implementation of the policy is still bureaucratic and complicated. The licensing department

consists of four management heads in addition to a legal consultant. Employees that work directly
with investor are claimed to suffer from inconsistency in the understanding and the implementation
of the process'’. This example reflects the challenges discussed by Rodrick (2014) and Galal (2008)
which indicate that the government bureaucracy and the institutional arrangements are of the
biggest challenges to the implementation of industrial policy. A reason for the confusion in the

understanding and the implementation of the policy is the weak institutional capacity. Kolavalli et

16 For example, frequently-asked questions link describes the old process (preliminary approval and final approval
and no mentioning to the two new types of licensing (prior licensing and licensing by notification).

17 As stated by ERRADA analyst that confirmed that since each head comes from a different background, this has
different input to the details of the process.
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at. (2011) confirmed that coordination between the industrial policy makers and the implementing
institutional bodies is a necessity to ensure the effective implementation of the policy. They even
suggested that this should be through the existence of a “development agency”. The agency might
be the one implementing the designed industrial policy which is in this case IDA. Additionally,
Kolavelli adds that the coherence in the bureaucratic space is an essential aspect for in the design

of the policy
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Chapter Five: Conclusions and Policy Recommendations

This study aimed at exploring the recent industrial policy efforts in relation to facilitating
access to industrial production through simplifying land allocation and industrial licensing
procedures. This study aimed at understanding the current frameworks of the land allocation and
industrial licensing and exploring to what extent these frameworks and the recent reforms affected
the empowerment of SMEs at the business start-up phase. The Egyptian Government undertook
recent legal and institutional changes aiming at facilitating SMEs access to market and formal
inclusion. These reforms were thoroughly studied and analyzed in relation to the evidence
provided in the literature on the main principles of effective industrial policy. The study intended
to answer a main question which is “To what extent are the current land allocation and business
licensing frameworks and newly designed policies in Egypt empowering SMEs and enhancing
their access to industrial market?” And two sub-questions, the first is “How does the current land
allocation framework and the designed policy facilitate SMEs access to land?” and the second is
“How does the current business licensing framework and the designed policy facilitate SMEs

issuance of Industrial licenses?”

The main findings of the research indicate that the Egyptian government undertook
promising policy reforms that need to be more studied and analyzed in order to create real change
on the ground. The study highlighted the policy challenges with regards to industrial licensing
and industrial land allocation. On the policy level, it was clearly observed that there are undefined
and sometimes contradicting institutional and legal frameworks which usually leads to inefficient
implementation of the policy and eventually affect the performance of SMEs. This is very clear in
the contradiction between law no. 72 of 2017 on incentives and guarantees, law no. 83 of 2016 on

state privately owned land and law no. 17 of 2017 for industrial licensing which revealed an
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overlap in responsibilities between IDA and GAFI. Coordination within the institutional
authorities working on these policies is low and reveals a contradicting institutional framework.
Analysis showed that there is a poor harmonization at IDA on the central and local levels, also the
effectuation of law 83 and the transfer of industrial land to IDA is still delayed due to the low
cooperation with GAFI, NUCA, Ministry of trade and Investment and local governorates.
Additionally, obstacles in full implementation of law no.17 of 2017 result from the low

coordination between IDA and external authorities that regulate conditions of industrial activity.

Furthermore, analysis showed that there is a confusion in the understanding and the
implementation of the policies from the sides of the policy makers, policy implementers and
investors. This is highly conceded in the understanding of the new licensing process and the
procedures of land allocation. Analysis also revealed that policies undertaken are mostly supply-
based polices which might not meet the actual requirements of SMEs, a clear manifestation of this
is the SME initiative implemented by IDA “Your license factory is ready”. Interviews showed that
the low demand on the complexes granted under this initiative and their poor performance is for
the reason that that these complexes does not adequately match the needs of the investors. This
leads us to another reason behind the limited change the ground which is the low communication
between the government and investors which results in limited awareness of the government with

the needs of SMEs investors and a main reason for information externalities.

Adding to that, analysis showed high level of centralization in the industrial policy
demonstrated in the performance of IDA on the national and local levels. Centralization is not only
seen on the operational level, however, even enactment of n0.83 of 2016 contradicts with article
no. 176 of the constitution for economic decentralization and the transfer of economic assets to

governorates. It was also concluded that there is a lack of strong human resource capacities and a
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communication strategy to policy implementers lead to an ineffective policy understanding and

implementation.

Based on the previous literature work reviewed and the analysis of the study, the researcher has

the following policy recommendations to facilitate SMEs access to market:

An effective industrial policy requires strong consultation with the investors especially
before conducting legislative changes in order to understand what are the specific needs
and tailor the policy efforts according to those needs. IDA might conduct public
consultation on the new licensing process and latest land allocation reform efforts with
SMEs that recently conducted these processes. These consultations should enable tailoring
land allocation and industrial licensing regulations and procedures to the nature of SMEs
and the framework conditions in each region of Egypt and open the room for a more
demand based policy.

Completing the policy framework by conducting a thorough legislative analysis to identify
gaps and overlaps of the recent law with existing laws and regulations, then suggest a
legislative reform process. This reform process might not require enactment of new laws,
however, it might just require amendments to existing laws and their effectuations. For
example, the Egyptian government needs to support the effectuation of law 83 of 2016 that
authorized IDA to have sovereignty over the industrial land through stipulating a decree to
transfer the land from other authorities, political leadership needs to support the transfer of
the land to IDA. Another example of legislative analysis that should take place is the
revision of the latest investment law in accordance law 83 of 2016 which gives GAFI and
IDA similar mandates. The legislative analysis also has to include a revision of the

industrial registry procedures that might be defined as unjustified. Also, a clear
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identification of the difference between operational and industrial activities is a highly
needed.

Conduct a thorough institutional analysis of all involved institutions in land allocation and
industrial licensing, coming up with an institutional reform agenda suggesting changes to
mandates, roles and capacities of involved institutions. This analysis has to take into
account the dynamics between institutions involved and nature of their mandates. For
example, in the licensing reforms proposed, there has to be a clear classification between
the role of IDA in issuing the license and the role of external institutions putting the
conditions like the civil defense, these institutions provide a technical inspection in the
licensing process which might not be easily transferred to IDA. As per the new
responsibilities of IDA, the institutional analysis shall include a review of the land
management unit mandates and requirements. The management of the land after the new
law requires to be done by an authority that is beyond the scope of a committee, or a unit
at IDA.

Institutional coordination and the political support are key for the success of IDA in
implementing its new mandates. The clear differentiation between IDA roles and GAFI
roles should be a task to solve the problem of the overlapping responsibilities, especially
after the latest investment law. Additionally, the effectuation of law 83 will not take place
without an adequate political support to help in smooth transfer of the industrial land to
IDA.

Ensuring the adequacy of the human capacitates at IDA that are entitled to implement the
new industrial policy reforms is a crucial issue for the success of this reform. IDA’s

widened scope of work and responsibilities has to be met with human capacities strengthen
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