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PART 1

Protrait of the Egyptian Economy -- Its Structure and Workings

Confronting the task of describing the marketing system of an under-
developed economy, the marketing expert readily realizes that such a task is
almost impossible without a full conception of how an underdeveloped eco-
nomy functions. But this might be true of developed economies as well.
However, the working of an underdeveloped economy is more conditioned
by its structural and organizational characteristics to a greater extent than
usually is the case in a developed economy. For one thing, an underdeveloped
economy involves an “established society” to be contrasted with the “adaptive
society” of the modern, highly industrialized countries. The international
income differential, explicitly and commonly taken as the major and, perhaps,
thesingle criterion of underdevelopment, disguises a whole world of differences
whose existence could be conceived and appreciated only by the anthropo-
logist or the “social scientist” at large; searching for cultural differences as
the relevant phenomena that look meaningful to him. The economist qua
economist needs more than his neo-classical or Keynesian kit of tools to ascer-
tain the real workings of such an economy. Vaguely and oddly enough, he
would need and can make use of tools of economic sociology or perhaps

cconomic anthropology, if there are such things.

Any national economy has a set of structural characteristics which condi-
tions its behavior or its functioning in the short as well as in the long run. Its
functioning or performance determines its cconomic resullts. 1t is our purpose
to characterize the structure of the Egyptian economy in a way that makes
possible gauging its performance with a view to ascertain its “marketing
results” which, among others, seem important to appraising its efficiency.
How well the Egyptian economy performs in marketing its produce ? How
saisfactory it works in the realm of marketing performance ?
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Structural Characteristics

One of the most limiting structural characteristics of the Egyptian eco-
comy is a high population-resources-ratio. This is directly reflected in one
of the highest density ratios that obtains from an international comparison
as indicated in Table 1. High average population densities may be associated
with cither a high or a low level of economic development. In a highly in-
dustrialized economy, high population density is primarily a reflection of a
high degree of urban concentration. However, such high density ratios in
countries where there is relatively little industry or urbanization commonly
mean excessive pressure of rural population on cultivated land. Making due
allowance for regional differences in urbanization and industrialization, and
taking account of variations in the quality of land, a population density
ratio can be safely taken as an index of population pressure on cultivated land.

TABLE 1

AN INTERNATIONAL COMPARISON OF POPULATION DENSITY RATIOS
(PAST-WAR II DATA)

Population Rural

per square Percentage | Percentage population

Country kilometre of urban of culti- k?f;;:g:i‘irgf

of total population | vatedland | cultivated
area land
Egypt (settled area) 538 30 2.5 542
TS, S oitiens a8 wimimaimcis misiwe & 19 64 39 18
(@430 o H P DR 1 58 7 16
(1] S A SR 291 81 65 85
INEtherlands. . o we e o o » 312 55 68 182
IBETRII L i s 376 % s vnie 283 63 57 181
(GOTNENY i o s e e s 194 71 58 97
ATEERENA) 2 s o5 wi e oo 6 63 11 20
JANTTL S Y I & 1 69 2.4 13
Union of South Africa ...... 10 42 3 119
IV TRE) ok et ERN S g 13 35 5 164
TR e ot O ot R R 6 37 2.8 140
RPUSEIORRICO! - nisias s vie-siaie e aie 249 41 45 327
(OIIBIT, bt e TPy 115 15 22 451
IRdinbpitsth i s 113 17 46 238
ETOHANTASE Fah e alsaie s o sn ois 10 31 4 189
AR it s A e s e 49 698

Source : Adapted from Yearboon of Food and Agricultwral Statistics, 1949 and 1950,
Part I, “Production,”
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A high population density results in a large mass of “disguised unemploy-
ment” in the rural sector. (1) Disguised unemployment, or preferably under-
employment, is closely associated with a high population resource ratio since
it results from a deficiency of the resources required to employ productively
the available work force. It is also associated with a pre-industrial type of
cconomic organization where the unit of production and of the work force
is the family. It arises out of the limited supply of land available to the average
farming unit. Indicative of the quantitative magnitude of under-employment
is a pre-war estimate based on the actual labor requirements of cultivation,
which placed the “agricultural surplus population” (2) at about one-half of
the farm population.

This seems appreciably larger than the estimates for other countries
bearing the same structural characteristics of an unfavorable resources-
population ratio as can be seen from Table 2.

TABLE 2 — ESTIMATES OF AGRICULTURAL SURPLUS
POPULATION IN SELECTED COUNTRIES

Per Cent of Farm
Country s
Population

Egypt (1937) oot e e e s 50
Bulgaria (Pre-War) . .v vt iriie i ii e iae i e, 35
Poland (Pre-war) . ....oriiiiiie i it 30
BRISSHILO28) o v v wnsiomni s s inrsseen e 448 o0 v 916 76 o6 8 23
Chifia (pre-Wal) cvnnnasrusssmrss SR e o 1 20
Southern Italy (POSt-War) ......c.ccvieeievnnnsnnnrennnnnnns 28
Asiatic Countries (POSE-WaL) .. cvvvriiiiiiiianaanannn 25

Source: Adapted from A.F. Sherif, The Role of Capital Formation In The Industriali-
zation of Underdeveloped Countries, unpublished Ph.D. dissertation, the University of Chicago
August 1953, p. 17,

By the same token, the optimum size of the Egyptian population,
relative to the size of existing resources, was placed by some writers in

(1) A group of U.N. experts have defined “The disguised unemployed™ as “those per-
sons who work on their account and who are so pumerous, relatively to the resources with
which they work, that if a number of them were withdrawn from work in other sectors of
the economy, the total output of the sector fro_m \ylwlch they were wphdrawn would not b_c
diminished even though no significant reorganization occurred in this sector, and no signi-
ficant reorganization occurred in this sector, and no significant substitution of capital.
U.N. Group of experts, Measures for Economic Development of Underdeveloped Countries,

New York: Department of Economic Affairs, May 1951, p. 7. |

(2) Quantitative measurement of under-employment is difficult and of necessity conjec-
tural. Such estimates are usually made on the basis of a concept of an agricultural surplus
population such as “the number of people engaged in agriculture (active and dependents)
who, in any given condition of agricultural production, could be removed from the land
without reducing agricultural output.” See Royal Institute of International Affairs, Memoran-

dum on Agricultural Surplus Population, London, 1943,
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the vicinity of 10-12 millions, i.e., about 45-55% of the existing population.

A surplus population of that order of magnitude presents a very serious
drag on the economy’s capacity to consume without a positive contribution
to its capacity to produce.

Population structure and Trends

Despite the undeniable fact that Egypt is a highly over-populated economy,
Egypt is at present in the middle of a “population explosion”. Briefly put, the
Egyptian economy is currently undergoing a rapid rate of population growth
resulting from a rapidly declining death rate with the birth rate lagging
behind. The long standing equilibrium between birth rate and death rate in
a pre-industrial Malthusian economy has been upset. For in a pre-industrial
economy the death rate tends to be high, owing to the operation of the Mal-
thusian checks—famines, mass diseases, inadequate nutrition, defective
hygiene and the loss in lives resulting from disorders. However, the established
society, in order to compensate for this high wastage of human resources,
favours those values, traditions and institutions that promote a high birth
rate, such as stigmatizing celibacy, encouraging early marriage, honouring
parenthood, and so forth. High fertility and high morality combine together
to produce a low rate of natural increase.

As a result of the rapid technological and scientific advance in the control
of mass diseases, in increasing good production, and in maintaining order and
security, a decline in the death rate would follow. The birth rate, however,
which is governed largely by social and cultural values, tends to lag behind.
It is only when the whole outlook of the population shifts away from these
cultural values that birth rates begin to decline. Pending such a mass shift,
a high fertility rate combines with a low mortality rate to produce a population
explosion. Egypt is at present one of the countries that entered the first stages
of a population explosion.

The trend of population growth over the last fifty years is presented in
Table 3.

TABLE 3 — POPULATION GROWTH DURING 1897-1953

Populations Average Annual Rates

Year in 000’ of Growth %
1897 9,591 1.5

1907 11,136 1.3

1917 12,670 1.1

1927 14,083 1:2

1937 15,811 1.8

1947 18,806 2.5

1953 21,941

ey

See: Egypt’s Census of Population, pubhshed by the Department of Statistics of the
Ministry of Finance,
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It may be taken that Egypt’s population is increasing by perhaps not
less than 2.5 per cent per annum, with a gross reproduction rate of 3.11 and
a net reproduction rate of 1.44 (%).

A broad comparison with other underdeveloped areas is presented in
Table 4.

TABLE 4

AN INTERNATIONAL COMPARISON OF
RATES OF POPULATION GROWTH

- Percentage Rate of Popu-
Country or Area Iation Growth Per Annum
1940-1950
EBYDE vovvimimimmmnnmmmemissnimminsssnsesssmauanie s Bunio s S maa e 2.5
Middle East. ...vvrvnrneeenensneneanenosannnnnnenenns 1.25
AUFLICH o vicion wrsimsaymimmi ssisisio 48 48 Hassiss ain win s 00 s, 07n 06§14 78 1.20
South Central Asia ........ovunuiiniiiiiiinannrnnns 1.02
Bar EASE .« v we ste st s o ois a7 mih mhvinmsein i s e 0.48
Latin AMETICA .. ovi et ittt tenaee s 1.89

Source: U.N. Group of Experts: loc. cit.

Many social and cultural factors seem to contribute to the persistently
high birth rate :

1. The low income levels associated with a high incidence of illiteracy
are favorable to a high propensity to procreate. The propensity to
procreate seems to be inversely correlated with differences inincome
and educational levels within the economy as well as at an interna-

tional level.

2. The general wreichedness of the fellah renders procreation onc
of the few pleasures left to him and gives rise to a slum psychology

in the congested villages. (%)

3. Thereis the influence of cotton cultivation which is carried onlargely
by laborious methods of hand cultivation, providing employment
for children and turning the child into a financial asset at the early
age of five. A cotton expert has pointedly §tated t!ml, cotton requires
not only a dense population but one with a birth rate above the

average”. (%)

The Demographic Position of Egypl’ in Denmographic Studies of

e T P ’owﬂ:, ed. by F.W. Notestein, Milbank Memorial Fund, New York,

Selected Areas of Rapid Gr
1944, ; .
(2) Charles Issawi, Egypt At Mid-Century, Oxford University Press, 1954, p. 56.

(3) Muhlberg, in Bulletin de I'Union des Agriculteurs, Cairo, 1940,
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4. The prevailing type of family organization — the extended family
system — provides for security on a collective basis and establishes
for every member minimum rights to the earnings of the family.

5. There are such social factors as the almost obligatory nature of
marriage and the early age at which it is concluded, as also the prestige
and legal advantages enjoyed by married women and the security
against divorce which a child provides to his mother.

y

6. Also, it is evident that in rural areas the “standard of living” as
aspired for by the fellah does not markedly surpass the actual level
of living. The whole culture pattern is oriented to a glorification of
the virtures of content, asceticism, and fatalism. Accordingly, the
fellah is not confronted with the tight choice between either more
children or a higher consumption level.

Egypt’s crude death rate stands at 20.3 in 1948 which is appreciably below
the world average, though still higher than the European average which ranges
from 8 to nearly 14 and the American rate which is less than 10. (1) The general
level of these crude death rates is influenced by the age composition of the
population, health conditions and per capita real income. As real income rises
and health conditions improve, the rate tends to fall off. However, a rising
proportion of aged persons in the population of highly developed countries
tends to raise the rate even though nutrition and health conditions are good.
The level of economic development achieved by individual countries is less
closely related to their death rates than to their birth rates. Egypt’s level of
economic development can be accurately gauged from its relatively high birth
rate rather than from its ‘relatively’ low death rate.

In general, reported death rates have been declining, for longer or shorter
periods, all over the world. In many underdeveloped countries, a dramatic
reduction has recently taken place. Egypt’s rate has declined by approximately
30 per cent in less than two decades. The rapid decline of mortality is probably
not yet completed. The process of rapid death rate decline in Egypt as well
as in many underdeveloped countries of this type is clearly shown in Table 5.

The application of modern methods of mass disease control, the expansion
of public health expenditures as well as national and international measures
against famine and epidemics, account for rapid reduction in mortality.

In those highly industrialized countries of Western Europe and North
America where an earlier technological development had taken place, affecting

(1) Crude death rates vary widely. The range of officially reported crude death rates
for individual countries is from about 6 to 24 per 1,000 population, with a world average of
22-25 per 1000,
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TABLE 5

AN INTERNATIONAL COMPARISON OF DEATH RATES

1932-34 | 1937-39 1942-44 194749 1950-51
Country Average | Average Average Average Average
EBVil s vovsommeanycimnsesiss 28.0 26.4 27.3 20.8 —_
Mauritius (Africa) ........... 28.0 28.2 27.0 20.3 14.4
Asia :
CEYIOD cviawsvni s o o e 2155 21.5 20.4 13.4 12.1
JADALL ¢ wrsnpmemssvrges v ok 17.8 17.5 16.5 12.7 10.4
Malaya . coiwivsseams o v 21.6 20.1 _— 16.6 15.6
Latin America
Chiles saas i0h s snvieenas 2552 233 19.9 17.4 15.7
El Salvador ......cccooene 25.3 19.7 21.7 16.5 14.7
MeXiCO v.vviiviiinnninnns 25.2 23.4 21.9 17.0 16.7
Puerto Rico ............. 21.1 19.1 15.1 11.6 9.9

Source: Adapted from U.N. Preliminary Report on the World Social Conditions, New
York, 1952, p. 12,

food production and distribution as well as public health measures and disease
controls, the drastic decline of death rates occurred earlier — in the late 19th
or early 20th century. By that time, however, the birth rate was on its way
downward and the rising per capita real income was pushing upward its general
trend. It seems that the process of rapid death rate decline has started chrono-
logically later, but relatively ealier, in most underdeveloped countries.

The age composition of the population, which may affect produc'tivity
as well as consumption and therefore welfare, is a result of the particular
pattern of birth and death rates. Of the factors determfmng the age COMposl-
tion of a country’s population, fertility is thc_a most 1r_np0rtant. High bllrth
rates tend to produce a young population—that is, one with a large proportion
of children. (1) Psychologically and in terms of cuI-ture .the Egyptians are an
ancient population, but demographicfluy afld b:ologlca.ﬂly they are very
young, nearly two-thirds of the population bem.g under th1rt.y. The percentage
age distribution during the last four decades is presented in Table 6,

lassify the distribution of population according to three age
(1)_ Thg U}?‘-ﬂg’;g%"gg‘:ﬂal 5_%'9 years, and 60 years and over. In general, children under
groups: under 15 yi ’ay be considered to be more or less dependent from the point

ver m :
3‘)? 3;;(3&'1);{ Sr(l}:t?oﬁlglazgogomy, while those between 15 and 60, for the most part, engage in
gainful activities or home production of goods and services.




12 L’EGYPTE CONTEMPORAINE

TABLE 6 — POPULATION BY AGE GROUPS, 1907-1947

Age Groups 1017 1927 1927 1937 1947
ey € TR TP 30.09% | 17.09% | 27.5% | 27.29 26.49%
(S T i 18.5 20.3 20.3 205 21.7
T 18.0 15.5 16.4 15.3 5.1
SEDNECTE S W AN 14.8 1335 14.1 14.7 138
doliomh L wwial (Y e 9.0 9.0 9.2 10.1 10.4
50 and OVer ..........eiie.. 9.7 13.7 125 12.3 12.6
100.0 |100.0 [100.0 | 100.0 100.0

Source: Charles Issawi, loc. cit., p. 58.

A high percentage of children in the total population, together with a
high infant and child mortality, operates as one of the obstacles to economic
development, since there are few adults to man whatever productive equipment
exists and to contribute to national income. Further, the productive members
of the work force have less opportunity to create an economic surplus that
might be used for investment and for increased productivity, because of the
increasing burden of infant and child dependency. Such a population structure
favors a high propensity to consume. Moreover, a large percentage of the child-
ren thus supported die before they reach productive adulthood, resultingin
a grave loss to the family and community. It is also clear that a poor but
young population has greater needs for various kinds of social services including
free educations, health services, infant care and the like. Tt is the pressure of
these needs that has forced the government to introduce a system of family
allowances and related social services that favor population growth (1).

Population Pressure and Capacity to Produce

In an underdeveloped economy with limited agricultural land and growing
population pressure, the economy functions within a secular tendency toward
diminishing returns. The broad functioning of the Egyptian economy presents
a prima facie case of diminishing returns.

An unfavorable population-resources ratio together with a high degree
of concentration of the working population, amounting to well above 50
per cent of its {otal, on a limited land supply, results in a high rural density.

In a cross-section international comparison, rural density — a functional
index of the degree of population pressure — is inversely related to average pro-
ductivity per capita in agriculture; as presented in Figure 1, reflecting the
tendency toward diminishing returns.

(1) Expenditure on public services—educational, health, construction and social —
amounts to 139 of gross national product which is fairly high even by British standards.
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FIGURE 1 — RURAL DENSITY AND AGRICULTURAL PRODUCTIVITY
A CROSS-SECTION INTERNATIONAL COMPARISON (LOGARITHMIC SCALES)
( AVERAGE AGRICULTURAL PRODUCTIVITY PER HEAD PER YEAR)

2000 |
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Rural Density

In a cross-section local comparison, the same tendency is readily apparent.
Within the Egyptian economy itself, there is a comparatively high negative
correlation between rural density and agricultural income per head, as can be
seen from Table 7.

TABLE 7 — INCOME PER HEAD (L.E.) OF ACTIVE FARM POPULATION
AND THE DENSITY OF THIS POPULATION PER FEDDAN, 1953/54

Province Income Density
BERBLA avmcaiiosiemisimseime wie i wea s waisune 44 0.97
L8771 o) T O S P 42 1.18
Kafr ShElKh. .. wodnmmebobmsimmmmiam Shlssets 46 1.17
I, E7a o)1 | 1 EAPRNIIRIGSIN. THESIRE s s (S E, - - 36 1.95
Dakahlia ................. . 43 1.27
ShatRIg: . v sess e s by vy e 46 1.32
KALOUDIA, & 1. vomsn innemimonin s w28 S8R AT 39 1.64
QUIZA  vvevverincinese o snosnsamessvabs 28 1.92
Beni-Suef ..........c0iiininnrieiiaannas 28 1.62
FaYOUMT  «vvivininvnionesansormnossnnss 34 1.11
MEINIA csin v 0 s v v e siialos dasrie e 36 1.45
AEBIUE o4 8% 50l o i o6 D ARSI 36 1.49
GUEEEA: wrosen o a3 Ve sneR B aer st 24 2.30
FCORA 0500 mmmiminsnis o6 S0 SR RO 55 3% 28 1.72
ASSWAIN. o oveveneennnnnnnsssns e esF 27 1.76

Source: Estimates of the Ministry of Agriculture, Economic Bulletin, NBE., Vol. VIII,
No. 3, 1955.



14 L’EGYPTE CONTEMPORAINE

The correlation between rural density and income per head of active
agricutural population amounts to—0.78. The scatter diagram presented in
Figure 2 illustrates the relationship.

FIGURE 2

SCATTER DIAGRAM AND REGRESSION LINE FOR DENSITY OF
AGRICULTURAL POPULATION AND AGRICULTURAL INCOME
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It is a further proof of the tendency toward diminishing returns which
characterizes the workings of the Egyptian economy.

Further evidence of the tendency toward diminishing returns in the Egyp-
tian economy is found in the fact that productivity per unit of land is high,
whereas productivity per capita of agricultural population is low. This can be
illustrated by contrasting the agricultural situation in Egypt with that in the
highly mechanized United States. Table 8 compares the productivity of agri-
culture per unit of land for a number of major crops.

TABLE 8
COMPARISON OF PRODUCTIVITY
PER UNIT OF LAND — EGYPT AND THE UNITED STATES

Yield Hect
Yield per Hectare in ir:eU n[:te:d ;:ai‘::
Crop Egypt, 1949 1949 ’
(100 Kg/hectare) (100 Kg/hectare)
L Yo o e N S 19.6 10.0
TEETY VT o ) o i (P I N RSO 19.5 13.0
I VP o R A, 19.9 24 .4
R e Ne it o6 o aias e s 39.6 24.7
B T o 9.8 5.4
CottonHENed) e on b bt s ste . st 5.5 3.2
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For most major crops, productivity per unit of land in Egypt is
significantly greater than in the United States. But this fact must be viewed
in conjunction with the ratio of population to land presented in Table 9.

TABLE 9
HECTARES OF ARABLE LAND PER CAPITA OF AGRICULTURAL POPULATION

Item Egypt (1949) United States
(1949)

Totdl Population osvsenssesiasniss 20,045,000 149,215,000

Agricultural Population .............. 14,000,000 27,488,000

Hectares of arable land ............. 2,445,000 184,129,000

Hectares per capita of total population . .12 1.2
Hectares per capita of agricultural

population .............iiiiiinnn .17 6.7

Source: Based upon data in FAO, Yearbook, op. cir., 1930,

The ratio of arable land to total population in the U.S. is about ten times
larger than in Egypt, and nearly forty times larger than Egypt’s ratio of arable
land to the agricultural population. The intensive cultivation of the arable
soil in Egypt by many farm workers, a highly developed system of irriga-
tion, lavish use of fertilizers and the richness of this soil, produces a higher
yield per hectare than is achieved through mechanized farming in the United
States. Nevertheless, the yield per unit of land in Egypt would have to be
forty times greater than in the United States in order to produce the same

income in terms of production per capita.

Moreover, it may be anticipated that Egypt’s death rate, which is now
relatively high but declining, will be significantly reduced in the near future
through public health measures, and that the already dense agncult}lral popula-
tion will become even denser, since there is no evidence that the birth rate will
decline correspondingly inthe near future. Shou}d th.e prc.ascnt trend of popula-
tion growth continue, Egypt will be facing a situation in th‘e year 2.’000 that
the rural density will rise three times as high as the present ratlo,.notmthstand-
ing the planned expansion of the arable area and the foreseeable 1mprovements
in the agricultural methods. Quite clearly, then, Egypt’s economic problem
cannot be resolved without a major attack upon the land-population ’ratio,
checking the cruel tendency toward diminishing returns and setting in motion
an opposite tendency. Industrialization is generally regarded as the way out

of this dilemma.
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National Income : Level and Trend

Quite evidently, Egypt’s capacity to produce an adequate net national
product is structurally conditioned by the existing land-population ratio and
is essentially determined by what is derived from the land, plus minor supple-
ments from a newly developing industrial sector.

Per capita national income has been estimated at $ 100 for purposes of
international comparison. This is to be compared with $ 1550 for the U.S.A.,
$ 689 for Denmark, $ 482 for France and § 345 for Argentine. (1) However,
it is perhaps more significant to compare Egypt’s per capita national income
with other underdeveloped areas. This is shown in Table 10.

TABLE 10 — PER CAPITA INCOME AT CURRENT PRICES
IN UNDERDEVELOPED AREAS

Area Per Capita Income in U.S.
Dollars
Latin AMETICA . vvvernreiene i nnerieeinannns 160
Middle East (including Egypt) ...........ccovvvnn... 95
Attica(exclading BEypt) . covisve v sinanssnses s 80
SonthEBAstYASIA oisiiciae ommenm vl snebssse s 60
NP B s s e e i o P R 40
(Gl b SO T Y AR ST B e L S SO 65

Source: Estimates of the Statistical Office of the United Nations.

Even though per capita income is relatively low, the rate of growth of
aggregate income measured in constant prices over the last 50 years has not
surpassed the rate of population growth as can be seen from figures of per
capita income presented in Table 11. This has resulted in a virtual case of
secular stagnation.

TABLE 11 — GENERAL TREND OF PER CAPITA INCOME
AT CONSTANT PRICES: 1880-1950

Period Per Capita Income Measured in Terms
of the Egyptian pound (L.E.) in 1913

TBRO=LBOT uilin cumonions vawivmis e aues s
1913
D9ZA=IIIB] s s isimipsosaisiossins scnsmsusmninimnsainsn
T930RTORB 500 sk sumrersionass wvwissasionsaiaa
T93D=N93DN AR b sreriroreis e oii sva w5a ive 0 0 260
A940=19500 Baettoceoiene 5w mimssase s e

—
Do on I
LN =20 S S I )

Source: A.F. Sherif, Economics of Public Utilities, (In Arabic) Alexandria, 1955, p. 23.

(1) Estimates of the Statistical Office of the United Nations.

]
}
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Statistically speaking, the average per capita income does not typify the
modal income since the distribution of income is markedly skewed to the left.
It is estimated that the richest tenth of the population obtains around 45 per
cent of net national income, whereas the poorest, half of the population derives
only 20 per cent. This compares with 30 and 40 per cent respectively in developed
countries.

Owing to inflationary trends over the last two decades, the relative share
of income belonging to lower and middle classes has been declining. This, in
turn, has had adverse effects on consumption trends. Available evidence on
consumption trends during the past decades points to two main observations:
(1) a decline in the average consumption level; and (2) a widening in the gap
between the consumption levels of the high and low income groups.

Table 12 below gives a breakdown of net national product by industrial
origin. It can readily be seen that the major sector in the economy is
agriculture. In 1945 the agricultural working population was estimated at
5 million, and the industrial working pupulation at 630,000. Per capita
incomes in these two sectors were L.E. 40 and L.E. 95 respectively. Some 70
per cent of the population are still rural, living in a scattered village
economy comprising some 5,000 villages.

TABLE 12

COMPOSITION OF EGYPTI'S NET
NATIONAL PRODUCT BY ORIGIN

1939 1945 1950
Industrial Origin
L.E. % L.E. % LE. %

Agriculture, live-stock, poultry
and BENING. v oo 0w visunsses 81 51.6 224 | 38.6 374 | 45.3
Industry, mining, building ... 13 8.3 51 8.8 105 12:7
COMMEITE . ..vvvrvrnnennnns 11 7.0 150 18.2

282 48.6

TEADSPOLt:s oo cvrvvpvmaninsin i 6 3.8 115 13.9
Professions ................ 17 10.8 3 0.5 = —_
Public Services ............. 12 7.6 10 1.7 — —
Personal Services ........... 8 5.1 10 1.7 35 4.2
OMhERS: uamvarerim & vevai 9 5.8 —_ — 46 5.7
Total .............. 157 | 100.0 580 | 100.0 825 | 100.0

Source: Adapted from M. Anis, 4 Study of the National Income of Egypt, L’Egypte
Contemporaine, November, 1950.
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Social Factors Affecting Domestic Consumption Patterns

Upon a relatively homogeneous Islamic society, the impact of modern
western civilization has been both marked and progressive since the end of the
18th century. Egypt is one of the countries in which the “westernization effect”
first made itself felt, and in which it penetrated most deeply.

Westernization, however, has not affected all classes equally. Even when
it has penetrated deepest, its effect tends to be much stronger in the urban
sector and in the upper and middle classes. The urban, high-income, high-
status sector of the economy has displayed a greater propensity to assimilate
the modern western civilization — with its consumption pattern, way of living
values, etc. This sector of the economy already approximates the western
economy in respect of birth and death rates, life expectancy, housing
standards and styles, food and clothing habits, medical services, and other
similar characteristics of the western consumption pattern.

The great majority of the population, on the other hand, and especially
the three-quarters of the people who live in rural areas, still largely continue
to live according to patterns that were developed centuries ago.

The social structure is characterized by a basic dichotomy between the
town and the village, the urban and the rural sectors, the high — and low —
income groups. This has introduced an important element of divesity in the
“economy” which makes generalization extremely difficult. In fact, there are
two Egypts or a “dual economy”. Within each sector there are yet so many
differences and dissimilarities between communities. However, these dissi-
milarities seem superficial indeed when juxtaposed to the more profound
differences which separate the total living conditions of each type of
Egypt from those of the other.

The mass of consumers in the rural areas exhibit very little effective de-
mand owing to their very low cash incomes. Their puchases of manufactured
products are limited to a small range of articles of the simplest and most
utilitarian kind, with a minimum of costly services, quality, or style, such as
a few yards of popular makes of cloth, a few pounds of sugar, and a few gallons
of kerosene. A large proportion of the products consumed by people in rural
areas emanate from handicrafts. The peasants’ plentiful rags and patches
bear ample witness to their inability to afford factory-made textiles.

The consumption patterns of most consumers in the rural areas are fairly
uniform and standardized. The consumer seems to have been less subject to
the familiar demonstration effect due to the absence of any significant com-
munication between them and the consumption patterns prevailing in urban
centers.
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The uniformity of consumption patterns and standardized tastes in rural
areas also stem markedly from the existence of an “extended family™ system.
The “extended family” (1) is the basic unit of the rural economy. It is the norm
or the most established form of social organization in the village sector, al-
though it likewise survives, in a modified form, in the urban sector. In the
village, it owns and works the land jointly, and, in the cities it often carrics
on in common a traditional handicraft industry or a commercial enterprisz.
The family lives together and earns its livelihood together.

The extended family system is the “social invention” by which the rural
society provides for the consumption needs of a large mass of disguised unem-
ployed, or underemployed peasants, and for their social security and social
status. It is an arrangement for insuring the “lot™ of a rapidly growing popula-
tion amidst a dearth of economic opportunities. Besides, it is a major
institution through which the standardization of the rural consumption
pattern is effected.

In many respects, the urban sector presents sharp contrast with the rural
sector of the economy. For one thing, per capita income is relatively higher.
However, a growing urban population with a per capita income that is fairly
above national average has as yet created only a very modest demand for
manufactures and services. Not more than 4 millions out of 6.6 millions
of urban inhabitants would probably count as “effective consumers” of these
products and services. At least 75 per cent of this urban population belong to
the lower income groups, with a marked rural background. They tend to subsist
on a minimum level of services. Thus, they are likely to consume flour
instead of bread, piece goods instead of ready-made clothing, and the like.

The remainder belongs to middle and higher income classes comprising
“absentee” landowners, merchants, professionals, whitecollar employees of
government and private firms, and the like. Foreign residents comprise an
important proportion of this group. Foreigners who flocked to Egyp_t as early
as 1830 were the inevitable agents of westernization. These foreign com-
munities met their consumption needs from abroad, thus, bringing ‘thc upper
and middle Egyptian classes into contact with the products e}nd services which
represent the typical western consumption pattern. In. this way they have
tended to affect the mode of living of the upper Egyptian class.

Nevertheless, there has been a tendency to resist complete assimilation
of foreign minorities due to intermarriage barriers. () This, however, did

e . . headman or the chief
ded family consists of an cldcr!y male head, the he:
of th(el}a"rll‘]f;;:y c:;?inafl o alye descendants and their wives, plus unmarried females.
= . . iers. i be interesting to note that some
2) This is due mainly to religious barriers. It miight :
domi(n;nt f:)relign families are still considered “foreign by the Egyptians, though they have

been in Egypt for over a century.
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little to undermine the influence exerted by these foreign communities upon
the consumption pattern of the well-to-do.

Different income groups have displayed varying propensities to assimilate
the cultural and consumption patterns introduced by foreign minorities. The
upper income class, which is numerically very small but the influence of which
extends into every walk of life, have often been ready to adopt many features
of these new patterns to the point of discarding much of the socio-religious
traditions of their own culture. Some elements of this group were, of course,
conservative in outlook and apprehensive of change.

It was different, however, with the urban middle class particularly the
professionals who were also ready to adopt many features of the newly intro-
duced western patterns within the limits dictated by their resources. On the
whole, the upper and middle income groups currently manifest a mixture of
progressivism and conservatism in their consumption habits. Further, there
is a wide range of varying proportions of conservatism and progressivism
embodied in existing patterns of the well-to-do people. But they furnish an
.example in adopting some modes of consumption, thereby arousing and
internsifying the motive for consuming the same type of products among
members of other still poorer classes. '

With regard to urban and rural workers, they are suspicious of change
and display a lesser propensity to assimilate new products and to adopt some
features of foreign modes of living. However, as income rises and education
spreads, suspicion is likely to be alleviated, limited horizons are likely to be
widened, appetite is likely to be easily whetted and imagination tends to be
easily excited.

The end product of ,this process of partial assimilation has so far resulted
in a marked heterogeneity of demand and highly individualized tastes. Ample
evidence of this heterogeneity is exhibited in the multiplicity of “foreign”
brands and makes of many manufactures (1) provided to satisfy a barrage
of varying tastes and preferences of too many tiny groups within a small
aggregate,

The heterogeneity of consumers demand in the urban sector presents a
serious dilemma for the domestic manufacturer, particularly when this he-
terogeneity is viewed in conjunction with the limited size of the market. Fur-
thermore, the small group of effective consumers display a strong psychological

ek

/ h(l) A glaring example is the number of automobile brands and makes offered for sale
I the Egyptian market, OQver thirty different foreign brands seck to satisfy the varying
Tequirements and tastes of a 100,000 buyers.
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preference for “imported” foreign products. Subsequently, a considerable
portion of manufactures is supplied by foreign sources unless artificial res-
trictions like tariffs, import quotas and exchange controls limit the alternatives

open to consumers.

Development and Orientation of Marketing Institutions

Expectedly, the marketing institutions in Egypt have been mainly geared
to the handling of the import-export trade. Thus, Egyptian marketers have
usually looked abroad rather than toward the interior.

The traditional Egyptian disdain for commercial and industrial activities,
which is currently slowly giving way, resulted in limiting entry into these
trades to foreign elements. The development of these marketing institutions
brought into being a small but wealthy merchant and banking class which
demonstrated little interest in the development of domestic manufactures and
trade in the basic necessities required by the mass of consumers.

By the same token, Egypt’s commercial banking system has been almost
geared to financing foreign rather than domestic trade. Also, there is no highly
organized commercial credit business in Egypt like consumer credit institu-
tions outside banking circles.

The majority of Egyptian villages have no connection with even the
nearest urban centers. A considerable degree of isolation and immobility
separates the two major sectors of the economy. In fact, the whole transporta-
tion system has developed as much as it has primarily in response to the
marketing requirements of an export economy. Although Egypt might, unlike
many underdeveloped countries, seem to be not “very seriou_sly handicapped
by inadequate transport facilities”, (1) this is only true relative to the cxpo%-t
market requirements, but not relative to the requirements of a mass domestic

market.

Since Egypt has some 14 kilometres of railways for every 100 kilometres
of inhabited area, a figure which approaches the west European standard and
is well above that of other underdeveloped areas, one is tempted to discount
the transportation handicap. However, it has to be noted that the railway net-
work is confined to the narrow strip of the Nile Valley, vertically parallel
to the Nile and connecting the interior of the country with export ports. There
is no or little cross-country network as well as marked gaps in cross-country
horizontal feeders. On the whole, the existing network does not provide an

(1) Charles Issawi, loc. cit.; p. 181.




22 L’EGYPTE CONTEMPORAINE

adequate direct cross-country connection between rural markets and urban
centers where modern industries are localized.

Therefore, the railway network would have to be supplemented with
a network of motorable roads and navigable waterways which would serve
as feeders and would provide the villages with a connection with urban centers.
However, Egypt’s roads have developed as much as they have to connect large
urban centers as well as for military purposes. Not infrequently they run
parallel to railways. Also, the configuration of Egypt is such that most water-

ways run parallel to railways, bringing different media into inevitable competi-
tion.

Since railways in Egypt are a State monopoly, railway administration has
always been in a much stronger position against road and river competition.
In turn, the railways have fought these competing media by legislative and
administrative as well as economic action. These restrictive measures have
inhibited the growth of media endowed with a natural advantage in serving
the requirements of the domestic market. Egypt’s transportation policy has
drifted toward maintaining the monopoly position of railways by stifling all
rivals, a policy which impedes the growth of a domestic mass market.

Egypt’s media of mass communication are still at a very early stage of
development. The present circulation of newspapers does not reach 20 per
1000 population and the ratio of radio sets per 1000 does not surpass 12.
The coverage of these media is confined mainly to urban centers. The number
of cinemas in Egypt amounts to 260, with a seating capacity of 255,000.
Attendance per capita works out at 2 per year. About 55 per cent of screen
time is taken by American films. Mobile cinemas are increasingly used for
instruction by government authorities. An audience of 7,300,000 annually
is reached. The possibilities of harnessing these media to develop a mass
market in order to attain economic levels of production have not as yet
been tapped either by public authoritics or by private management.

Economic Development is Limited by the Size of the Market

The very structure and workings of the Egyptian economy inevitably

results in a domestic market which is both limited in size and slowly, if at all,
growing through time.

At the existing per capita income level, the income elasticity of demand
for most “factory-made products” tends to be markedly lower than-that of
demand for food, as can be seen roughly from the comparison of income-
elasticity coefficients in Egypt, India, Japan and Australia presented in Table 13.
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TABLE 13

THE STRUCTURE OF INCOME ELASTICITIES OF DEMAND IN
SELECTED COUNTRIES

Egypt India China

Ttem (1938-45) | (Pre-war) | (Pre-war) | Japan | Australia
Food: wuneevssmsssmmansmmmis 0.76 0.9 1.14 0.42 0.30
Clothilg .ssssesemss s 0.67 1.9 0.8 1.24 0.94
Rent ......covviinnnnnnnn. 0.05 0.7 0.7 0.82 0.96
Cigarettes and tobacco ...... 0.90 — — — -
BevErages: ..ouvevvevssina 0.71 — -— — —
Communication.............. 0.68 — — — —
Fuel and Lighting ........... 0.66 0.7 0.7 0.52 0.81
Amusements ....cecci0ii0es 0.88 — — 1.52 1.30
Household Requisites ........ — 0.7 — 1:35 1.49
Health and Education........ — —_ — — 0.92

Source : Adapted from Sherif, A. F., Economics of Public Utilities, loc. cit.

Judging by the elasticity coeflicients for non-food consumption items,
the income-elasticity of demand for manufactured products tends to be less
than unity and appreciably lower than that for food. The low per capita income
and the high-food-drain consumption pattern, combine to limit the absolute
capacity to consume manufactures.

Further, the low rate of aggregate income growth combined with a high
actual as well as potential rate of population growth is likely to continue to
depress the capacity to consume and the income-elasticity of demand for
manufactures through time.

In fact, at such low and stationary level of income the growth of the

domestic market for food is likely to surpass that for manufactures, with the

economy undergoing a “food crisis” as the high income elasticity of demand

for food combines forces with the transitional population '_EXPIOSiO“- The
Egyptian cconomy operates as if to perpetuate its “comparative advantage”
in the production of labor-using cotton plantation.

In spite of the severe limitation imposed upon thc. growlh. of mapui‘actur-
ing industries by the limited size of the market, the drive for industrialization
is gaining force and industrialization has become .thc hallmark of economic
policy of the New Regime. However, Egyptian policy-makers have to realize
the extent and severity of the marketing bottleneck in the process of industria-
lization. This is Egypt’s number one marketing problem.
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Itis only in a context of a growing real per capita income that the prospects
of industrialization are substantially enhanced. As real income rises the propor-
tion spent on food tends, allowing for some transitional lag, to decline; and
the relative share of agriculture in aggregate output is bound to fall. The
income-elasticity of demand for secondary and tertiary products tends to
become higher and rising, approaching the prevailing pattern in highly in-
dustrialized countries, where the income-elasticity stands at 0.5 or less for
primary products, between 0.5 and 1.0 for secondary products and more than
1.0 for tertiary products. (1) Thus, a growing demand for manufactures and
services is bound to increase their relative share in the aggregate production
structure. A rapidly expanding market for manufactures and services resulting
from a growing shift in the consumption pattern away from food and toward
manufactures and services, and also from a growing income-elasticity of
demand for manufactures and services is a major precondition of large-scale
industrialization.

It is the task for Egyptian planners to help provide this pre-condition and
help remove the marketing bottleneck. This can be brought about in part by
marketing reform, but largely by changing the pattern of marketing policies
in both the private and government sectors.

—

(1) This broad demarcation was used by Allan Fisher: “Production, Primary, Secondary,
and Tertiary™, The Economlcox?e‘:::d, 19393;’ and T.W. Schultz: “Agriculture in an unstable
Economy”, CED., pp. 113-114.



PART II

RETAIL FACILITIES

Retail facilities in Egypt may be differentiated according to three important
criteria; namely, lines of trade, geographical territory served, and type of
managerial operation. The forthcoming discussion will center on each of these
criteria respectively. It is hoped that each criterion will serve as a satisfactory
basis for a descriptive analysis of some aspects characterizing retail institu-
tions in Egypt.

Lack of basic data on retail sales volume is a major obstacle in the way
of any attempt to identify retail establishments on the basis of lines of trade
handled. At present, there is no census of distribution in Egypt. The Industrial
and Commercial Census, appearing every ten years, is about the only helpful
source of information in this respect. In this census data are available concerning
commercial establishments falling in somewhat broad lines of trade. Broadly
speaking, a commercial establishment may be defined as one engaged pri-
marily in trading as distinct from manufacturing. It may be a wholesale house,
a retail store, or any other marketing institution. Table 14 may throw some
light on the general character of these establishments, as well as the relative

importance of various lines of trade.

The reader should be cautioned against drawing any hasty inferences
about the structure of retailing in Egypt from Table 14.

The data in this table reflect trading in general, with retailing being ?ﬂl}f
a part of the general picture. Accordingly, any inferences or conclusions

should be tempered with this reservation in mind.

Food and agricultural products constitute the most important trade line
in terms of both the number of stores and capital investment. Shops handling
this line are typically very small, poorly stocked, and lacking in proper display
and sanitary facilities. They are usually faced with keen competition of street
peddlers and pushcart operators. Bread is sold unwrapped direct to consumers
by family bakeries. Sugar, rice, flour, olive oil, and other staple food products
are commonly sold in bulk rather than in packaged from.

Textiles also constitute an important trade line. The majority of establish-
ments handling this line trade in piece or yard goods, and not in made-up
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garments. The diversity of dress ranging from ‘rags to riches’ is largely res-
ponsible for this. It reflects the influence of several cultures on different seg-
ments of the population. Wide differences in habitual dress make a complete
assortment of made-up garments an unprofitable business from the standpoint
of the Egyptian manufacturer. This tendency toward trading in yard goods
is further accentuated by the relative cheapness of handicraft labor. This is true
especially of women’s apparel, where made-up garments are many times
more expensive than hand or tailor-made garments. Again, there tends
to be a definite specialty reflected in a narrow line of yard goods handled by

each establishment,

Supplies of wood, paper, chemical, minerals, and mineral products are
another major trade line. Establishments trading in these lines provide the bulk
of the supplies needed by the handicrafts and home builders. Each establishment
specializes in a definite line of supplies, the line being broad enough to encom-
pass a number of related items.

The line termed “composite goods” has a special significance. It includes
establishments handling electrical goods and appliances, fur‘m'tur.e, clothing,
optical goods, watches, jewelry, photographic apparatus, musical instruments,
and the like. In other words, it includes establishments handling the kind of
merchandisc that is characteristic of a high-standard of living of a Western
community. On the other hand, there is little market potential for such goods
in an economy reflecting a high-food-drain consumption pattern. Aocorc.hngly,
the number of stores and employees, as well as the capital investment in this
trade line are lower than the rest of the other lines.

A relatively large number of employees are engaged in services. This
category includes everything from a barbershop to an u‘ndertak-er. A large
number of the establishments here specialize in one definite service, an.d the
relation between the establishment and its clients is fundamenta.lly bu.ﬂt on
personal grounds. Groceries constitute the most important business in the
category termed “other line”. The grocery business comprises 58,095 SR
and 12,562 employees, most of the stores being operated a.nd run by their
owners. This is why the number of stores is more than f?ur t1me's the number
of employees. Second to the grocery business is the variety business. A rela-
tively large number of variety stores are included in th1§ category. TI.Jey carry
incomplete assortments of a large number of convenience goods lines.

In general, the average size of a commercial esta!:lishment as indicated
by the number of employees is very small. It is .sma.]]est i .the Eroeery ﬁ?’ld’ al?d
highest in composite goods. The average size is also r?lanvely much higher in
urban centers than in rural areas. On the average, there is less than one employee
for all establishments, whereas, there are little less than two employees for

Cairo and Alexandria.
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The urban centers are also characterized by a high concentration of com-
mercial establishments. The two cities include 31.4 per cent of all the establish-
ments in Egypt, 67.0 per cent of all employees, and 71.9 per cent of all capital
investment. It is, therefore, self-evident that the two urban centers constitute
the bulk of the market for nearly all trade lines.

It is obvious from Table 14 that the concentration ratios are not the same
for all trade lines on the one hand, and for the three measures of line importance
for any one particular line on the other hand. The latter observation apparently
reflects the larger store size in the urban centers. The first observation, however,
reflects the importance of urban centers as major consuming markets charac-
terized by a higher-than-average per capita income and the relative influence
of a Western-oriented culture. Thus. while groceries are below the average
concentration ratio, it is seen that composite goods are far above this ratio.
This is primarily due to the fact that both income and culture are the cor-
nerstones upon which the marketing of this line of goods is built.

Probably a more relevant and practical basis for distinguishing retail
marketing institutions in Egypt is the geographical territory served. For here
is present one of the most remarkable geographical concentration of shopping
centrers in the world. Cairo and Alexandria constitute the major urban shop-
ping centers in the country. Table 15 shows the geographical distribution of
stores and employees according to a recent survey.

TABLE 15

GEOGRAPHICAL DISTRIBUTION OF RETAIL STORES
AND RETAIL EMPLOYEES

Concen- | Concen-
Per cent tration tration
) Per cent | Per cent of Em- of of
Region Population | of Stores | ployees Stores | Employces
(1) @ @ |@%n | %
Cairo and Alexandria ....... 15.8 60.5 71.9 382.9 455.1
Suez Canal Zone ............ 1.9 7.0 5.5 368.4 289.5
Eower Bgypt! suseivaronivess 43.3 23.5 16.6 54.3 38.3
HIoper: EEVPb - s sunmrossasevs 39.0 9.0 6.0 23.1 15.4
POLRL v 100.0 100.0 100.0

Source: Column (1) computed from Population Census, 1947.
Columns (2) and (3) from “A Study of Retail Store Employees”, Egypte
Contemporaine, Bulletin No. 271,

Apparently the concentration of stores and employees in the two major
urban centers does not reflect population concentration in these centers.
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The two centers comprise only 15.8 per cent of the total population of Egypt.
Obviously an equal distribution of stores and employees with reference to
population should indicate a 100 per cent concentration ratio. This ratio may
be used as a standard or par with which actual concentration ratios may be
compared. Table 15 shows the extreme deviations of actual concentration
ratios from the standard ratio of 100 per cent. The ratios are relatively very
high for the urban centers and rather low for the rural areas. Again, for the
urban centers, the employees’ ratio is higher than the stores’ ratio. For the
rural areas, the picture is reversed. This observation reflects a larger store size
in the urban centers than in the rural areas, assuming that the number of store
employees could be used as a satisfactory measure of store size.

Higher per capita income is basically responsible for the relatively high
concentration of stores and employees in the two major urban communities.
This is in turn a result of the concentration of government offices and business
firms of all kinds in the two cities. The outcome has been the emergence of
a relatively sizable middle class that constitute the bulk of the market for
most manufactured goods.

A better idea of the average store size in urban and rural areas may be
secured from Table 16. The per cent of stores having more than five employees
is larger for urban centers than rural areas. The situation is reversed concerning
stores having one or no employees. However, Table 16 also indicates that
retailing in Egypt, measured by the number of employees per unit, is a small
business, a situation similar to that prevailing in the United States.

TABLE 16
DISTRIBUTION OF RETAII. STORES ACCORDING TO NUMBER OF EMPLOYEES

Percentage of Stores
Cairo &

Number of Employees Alexandria | Lower Upper All

Egypt Egypt Egypt

0tol .t i 39.6 53.2 58.3 44.5
D e R R B R 21.5 21.3 25.0 21.75
1l o R — SRR T S 23.0 17.0 11.1 20.5
MOTE than 5 o uiandesnin i e sioreeisi 15.9 8.5 5.6 13.25
Total ................. 100.0 100.0 100.0 100.0

Source: “A Study of Retail Store Employees’,’”” Egypte Contemporaine,Bulletin No.271,

Central shopping districts constitute the core of the retailing structure
in urban centers. They are typically a mixture of the old and the new. Thus,
on one hand there are progressive shops on modern streets catering to the
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higher income trade and to the kind of commodity demand encountered in
Europe and the United States.

On the other hand, there is the bazaar, which is a conglomeration of a
variety of small shops, both retail and wholesale, as well as a major handicraft
manufacturing center. It is characterized by winding, covered labyrinths that
are strictly departmentalized. Thus, there is one section for cotton yard goods,
a second for precious metals and jewelry, a third for antiques, a fourth for
leather goods, and so on. Wholesale storage takes place in other recesses of
of the labyrinth.

Most of the stores in the modern part of the central shopping districts
are run by Levanists and Westerners who have had considerable merchandising
experience. These stores are characterized by a high quality of display and the
exhibition of a definite specialty in the lines they carry. Thus, there are found
side by side men’s shops, shoe stores, jewelry stores and the like. The stores

usually carry quality merchandise and specialize in relatively higher price
lines.

Other less modern stores are found in neighborhood locations within the
urban centers. These differ in several respects from the downtown retail shops.
UMike the downtown shops, a relatively large number of these stores specialize
In custom work. This is especially true of shoe stores, men’s clothing, and men’s
shirtings. The neighborhood store may also carry more lines of merchandise
than the downtown store, but seldom are the lines complete. Subsequently,
a large number of variety stores also usually carry lower price lines and handlc
merchandise of a poorer quality than that found at the downtown store. The
quality of display is also by far inferior to that of the downtown store.

A more recent development is the increase in the number of stores in
suburban locations such as Heliopolis in Cairo, These stores carry both limited
and full lines of trade in some instances. This tendency toward decentraliza-

tion has been growing hand-in-hand with the rapid growth of Cairo and
Alexandria.

Small outmoded shops and itinerant peddlers comprise the main retail
outlets for small towns and rural areas. Most of these shops are without a
definite specialy and handle a rather complicated line of merchandise. In
other rural areas, where per capita income is lowest, the ancient market day
persists, especially where several villages are closely grouped.

The type of managerial operation provides a third basis upon which it
is possible to differentiate retail stores in Egypt. On this basis, retail institutions
may be divided into two major groupings: non-integrated units and integrated
units. The important types included in the first grouping are independent
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retailers and small department stores. The second grouping comprises few
corporate chain stores as well as some single-unit and chain department
stores.

In general, the orthodox small-scale retail store dominates the entire
retail structure so far as number of units and presumably sales volume are
concerned. In small town and rural areas the typical independent store is
of the nature of a general store that offers for sale a variety of items of mer-
chandise which are often unrelated and non-complementary. Little or no
attempt is made toward departmental organization.

The limited-line store is the typical independent store found in medium-
size towns and in some of the neighborhood shopping districts of large cities
like Cairo and Alexandria. There is a tendency among such stores to specialize
in selling some one line or general type of merchandise.

Several important factors have contributed to reshape the character of
retail establishments found in the central shopping districts of the major
urban centers. The most important factor, coupled with higher per capita
income, has been the presence of important western communities in these
centers. This has brought Egyptian middle-and upper-middle class families
into contact with product lines that are characteristic of a western community.
The demonstration effect (1) of western costumes, habits, and culture has
been of paramount importance in reshaping the consumption patterns and the

way of living of many Egyptians.

So strong has been the factor of emulation that an entirely different
type of retail institutions tended to dominate the retailing structure in urban
centers. These are the specialty shops and the small department stores. In the
central shopping districts of Cairo and Alexandria, specialty shops, small
department stores, and some limited-line stores are found side by side. M_ost
specialty shops make their appeal on the basis of a restricted class of shopping
goods. Thus, there are millinery stores, gift shops, fur shops, luggage stores,
sporting-goods stores, men’s furnishings stores, and the like. Most of these
stores handle a narrow line of goods and seck to attract patronage by the

completeness of the assortments they stock.

The department stores are small compared to the average department
store found in an American city. They offer for sale several lines of merchandise
that are arranged into departments for convenience of display and sale. Con-

(1) This is the term used by Dr. J.S. Duesenberry in his book, [ncome, Saving, and the
Theory of Consumer Behavior. According to Dr. Duesenberry, this demonstration effect
is a major source of the drive toward higher consumption. It is the belief of the writers that

Dr. Duesenberry’s theory provides an excellent explanation for the changes that have taken
place in the consumption patterns and habits of middle-and upper-middle class Egyptians.
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siderable patronage is obtained by such stores, especially from the middle-and
upper-middle class families, because of the relatively great variety of shopping
and convenience goods that they handle. Emulation, higher per capita income,
and an increasing concentration of middle-class familes, mostly business and
government employees, have helmped furnish a basis for success by bringing
stogether a sufficient number of customers to provide the necessary volume
of sales for such stores.

A comparison of Egyptian department stores with United States stores
is possible by examining the various departments of a typical store in Egypt
and their relative importance. The departmental comparisons shown below
indicate that the weight is put on dry goods lines. Within these lines the em-

phasis is on yard goods and home furnishings. The familiar hard lines rate
low.

High-Ranking Depts. Medium-Ranking Depts. Low-Ranking Depts.
Daraperies, curtains, Jewelry, silverware, Shoes
bedspreads and clocks Small stoves
Bedding and blankets Furniture Paints, oils,
Cotton, silk, and Kitchen utensils and varnishes
woolen yard goods Corsets Repair parts
Patterns Hosiery Plumbing
Linen and toweling Gifts, lamps, and Refrigerators
Lingerie pictures Washing machines
Notions Miscellaneous house (if any)
Men’s furnishings furnishings Toys
China and glassware Ladies ready to wear
Toilet articles Infant’s wear )
Ladies’ accessories Men’s dress clothing

Boy’s wear

Girl’s wear

The comparative weights given to various lines in the above classification
deserve some explanation. Major electrical appliances are still in the top luxury
class in Egypt and are customarily sold through exclusive agents of foreign
manufacturers. Paint is in low demand because of the high proportion of
plaster, cement, and tile in Egyptian buildings and the low proportion of
painted woodwork. The low estate of shoes may be ascribed to the competition
of thousands of one, two, and three-man shops of custom cobblers. Ready-
to-wear clothing such as mens’ suits, womens’ dresses, and childrens’ wear,
are by far less important than they are in an American department store. The
major tendency is toward custom-made clothing.

The success of progressive specialty shops and some department stores
reflects their acceptance of the conception of an evolving pattern of life for
residents of major urban cities. This is another way of stating the conditions
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under which a new product has become an integral part of the way of living
of a large group of Egyptians residing in urban centers. (1)

The integrated types of retail stores are of relatively minor significance,
so far as number of units and sales volume are concerned. There is one major
manufacturer-sponsored shoe chain store, which is a subsidiary of an interna-
tional shoe company, namely, the Bata Company. There is also a limited
of retailer-sponsored voluntary chains, especially in the drug, confectionery,
hotel, and restaurant fields. There are also numerous examples of vertical
integration among petroleum and oil companies.

Structural Change

g in Egypt may be studied from two

Changes in the structure of retailin _
and changes in the character

angles: changes in the number of retailing units
and number of functions performed.

the majority of which being
ecade (from 1937 to 1947).
t. This is an important
ailing structure. Thus,

The number of commercial establishments,
retailing units, increased by 9.4 per cent in one d
[n the same period population increased by 19.4 per cen
indication of the static nature of this aspect of the Lk its sl f
retailing in Egypt, in contrast to the United States, ha..s never had its s (;a;’;bcl)e
exciting upheavals, changes in methods of operz'mon, a?d'cons.lm e .
growth. (2) This has been largely a result of the gt restleIIO“?tr: iniz:omc
upon the geographical growth of the market due_t'o.very Jow per capits
in some areas and to bad transportation facilitics.

The growth of retailing has also been hamlmarc(.i gf;es;ﬁrRzzlz:ts
Heterogeneity of demand in urban centers has been very qunt i la.r -
of these centers have strong individual tastes. They Eflwf}y'sd z Ll dati g Th y
to choose from. Hence, their choice usually rfzﬂects C;f“.:hw I:ZH :;;SI:EZ-C mic‘;’;
disparities in per capita income, nativity, habits, tra 1t1ons,0bst§de; e wa’-
way of living, and many other aspects have Crcat?d m'v;_fiis of products Som)::
of many attempts to create mass markets for various i ) Pl' t .E
of these obstacles in the face of market growth are not peculiar to Egypt.

: - the concept of an evolving pattern of life see, “Needs,
W (1 Folré'm efp?‘:llitllg rdklzfil:fj‘ff‘;n"f@s, and Profit Outlook, Vol. VIIT, No. 9, Sept. 1955,
Alzlgt-:’o;nf& Sr::lsilc;ns Market‘fr’lg and Management Conpal,, PREEUEIDNE;, Fe.

(2) Some insight into such u_ph
by Prof. P.H. Nystrom in Changing
versity of Illinois Press.

eavals may be obtained from the Chapter on retailing
Perspectives in Marketing, edited by H.G. Wales, Uni-
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This is evidenced by the difficulties encountered in attempting to apply mass
merchandising techniques in some Latin American countries (1)

No substantial changes have taken place regarding the number of func-
tions and their character. However, situations where new functions have
been added outweigh those where functions have been reduced. Numerous
examples are found in urban centers where retailers have added new functions
such as extending credit, delivery, and sales service. This is especially true
of retailers who offer for sale household appliances, furniture, and automobiles.
The relative absence of chain competition accounts for the lack of situations
where a reduction in the number of functions performed has taken place.

A significant change in the completeness of functions performed has
occurred in urban centers. Here higher per capita income, growth of western
communities, and emulation and style factors resulted in the evolution of the
limited-line store and the specialty shop which specialize in definite merchandise
lines and, therefore, are well adapted to perform their functions in a more
or less complete fashion.

With the exception of the major oil companies, very few situations of
vertical integration of functions may be enumerated. Only the few big depart-
ment stores have attempted some backward integration by combining the
merchant-importer, wholesaler, and, in few instances, the scale of operation

and the size of orders of such stores Justifies direct buying from domestic and
foreign manufacturers.

Functions of Retail Establishments

The absence of any real mass production is probably the most important
factor characterizing the retail marketing structure in Egypt. The immediate
result of limited production and importation of manufactured articles due
to high import duties is the prevalence of a seller’s market in general. This has
always meant restricted competition and little effort toward market planning.

Indeed, marketing in Egypt may be truthfully described as simple trading
that involves little or no planning at all. The lack of market planning has in
turn resulted in a multiplicity of small shops characterized by poor practices
which clearly produce an inefficient marketing mechanism. These poor

(1) See W.F. Brown, “Mass Merchandising in L.atin America: Sears, Roebuck & Co.,”
The Journal of Marketing, Vol. XIII, No. 1, pp. 73-77.

See also United States Business Performance Abroad, The Case Study of Sears, Roebuck
De Mexico, S.A., National Planning Association, Washington, D.C,
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practices may be best illustrated by considering the marketing functions
performed by retail establishments.

The buying function is far from being adquately performed. Most retailers,
except the big department stores and some few specialty shops, are¢ not aware
of the important concept of serving as buying agents for the customer. Con-
sequently, little or no effort is made to adapt quantitatively and qualitatively
the products to the buying habits and wants of consumers.

The concept of an assortment is not fully realized by many retailers.
Consumer demand is interpreted in the very narrow sense of a single article.
Thus, retailers do not visualize the single article as a member of a larger as-
sortment. They rarely realize the fact that a person usually buys an article
to establish a particular assortment or replenish an incomplete one (1).

It is expected then that few retailers make any reasonable effort in planning
the assortments and quantities necessary to satisfy customer demand. There
is nothing among most retailers like a model stock, a term denoting an assort-
ment adjusted to customer demand. In practice few retailers also arrive at
their stocks by the build-up method, i.e., planning the unit stock needs in each

subdivision and then building up to a total.

In few instances also do retailers buy with an eye to their own interest.
Thus, in most cases the majority of the lines carried by retai.lers are not the
ones yielding the highest margins of net profit. Analyse_s of }nternal records
and distribution costs are an unknown art to most retailers in Egypt.

her primitive. Only progressive department stores
alizing some desired turnover, maintaining
adequate assortments at all times, and keeping a reasonftbclie ;ela;c;z?z;f,
between periodic sales and stocks on the first of each genfih. mesrCh!m;ise,
many stores are alternately overstocked and understocked w1 : !

Stock planning is rat
plan stocks with the objectives of re

The retail selling function is also characterized by several important

- i dless

. ught on each transaction regar
weaknesses. Maximum gross profit 1s so ) . . )
of the effect on long-rulgl proﬁtatability. Few retailers realize the lm;‘)ortanc\,
of turnover and the concept of maximizing profits th.rough lov\‘( prices and
resulting high volume As a result, turnover in many instances is very low.

: : i he concept of an assortment is given in “Searching

(1) An jmportant dischssio7 é’(fsf & Profit Outlook. Vol. IV, No. 6, June 1951, Alderson

and Sorting in the MarkctCh findings with reference to the same concept may be found in
& Sessions. Other resear spects of Consumer Behavior Analysis, unpublished Ph.D.

A.A. El-Sherbini, Marketing A .
dissertation, University of Towa, Jowa city, Towa, 1954,
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With the exception of department stores and other progressive shops,
price maintenance is the rule rather than the exception. In times of falling
prices, many retailers prefer to hold their stocks as long as possible rather than
to clear out inventory. Often there is no single price and bargaining is the rule.

All this has led to an inefficient marketing mechanism. One indication
of inefficiency is the generally irrational behavior of price movements, and the
sudden variations between wholesale and retail prices.

Personal salesmanship is relatively more important than other functional
efforts such as advertising and sales promotion. This is primarily due to the
fact that the habit of buying by brand is not well established in Egypt. This
is true more of domestically manufactured articles than of imported articles.

Few domestic manufactures give branding and brand promotion some
reasonable attention. Instances of private branding are also reserved to a few
department stores and specialty shops. Wide unconsciousness of the importance
of continued patronage plus the fact that a large part of domestic articles are
not pre-packged are chief factors in this respect.

All these factors have thrown the selling burden on retail salespeople.
However, the majority of retail selling personnel are not adequately trained.
The flat-salary basis of compensation usually results in a lack of retail selling
aggressiveness. Few retail salespeople are given sufficient latitude in their
selling activities. Consequently, the selling job is frequently mechanical in
nature and involves little stimulation or solicitation. Most salespeople do not
ring up sales themselves; they merely write orders that customers take to the
cashier.

Retail advertising and promotion is of minor importance. Retail advertis-

out 6.6 per cent of the total advertising expenditures in natio-

ing accounts for ab _ :
ing expenditures (1)

nal magazines, and 11.9 per cent of newspaper advertis

Not much is made of display advertising. Large space 3d5‘:d“’“h d"ﬁ“f“}gﬂ
of the merchandise offered and prices plainly quoted .alc‘)ngslll_c aln enulcmg
copy are still a novelty. The heavy advertisers areé rclau.lers ]se mg 10usechold
appliances, as well as a few department Stores. Rctz.ul .Z(IJ( vu.lli]scmcr'n‘a. Jlki
mostly of the direct-action type and are p]am_led.lo .L‘Oll]lCl' c; \ifl.l.l‘_occtmon.l
S-’lICS or merchandisc Clearings_ Instances Of institutiona aaverasing among
retailers are relatively rare.

Circulars are sometimes extensively used by some de‘p.artm'em stores and
inventory clearings are approaching. Direct mail advertising is used by the
specialty  shops, especially whenever seasonal sales and larger de-

(1) A.A. El-Sherbini. Some Research on Advertising in EEYPIs (Arabic), Alexandria
University Press, May 19567
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partment stores and fashion houses whenever new arrivals of Imported
articles are in view. A short mailing list is prepared of the names of distinguished
personalities in the higher income brackets.

Two major types of consumer credit are extended by retailers. The first
is capital-goods fiancing, which is used exclusively with reference to durable
goods in general, and electrical houschold appliances and automobiles in
particular. In almost all cases the retailer shifts the burden of financing the
sale of these goods to some particular bank. Consequently, most of the con-
sumer durable-goods financing is handled by banks. In effect it may be said
that there is no highly organized consumer credit service in Egypt outside

banking circles.

The importance of durable-goods financing has grown substantiall‘y only
in the last few years. It was desperately needed to overcome consumer resistance
to new types of goods and to break the rigidity of the average consumption
pattern, which is largely attributable to long-standing habits afnd a low-level
per capita disposable income. Accordingly, the terms of ﬁancmg the sale of
such goods have been relatively reasonable in many cases, ranging from one

to three years at an average rate of 10 per cent.

Income-period financing is the second type of consumer credit service
extended by retailers, However, a small minority of consumers bc.neﬁfs frgm
this credit service. Government employees constitute the bulk (_Jf this minority.
Credit is considered a major risk in retailing circles. Accordingly, many re-
tailers are not willing to bear this risk unless they are granted the “t‘_“os“ 01?
sccurity. A government cmployece i§ customarily regarded among retailers

- : i ing service are
as a safe risk. Typical retailers who offer lncomc-l;l)cﬂoinﬁ;iﬂ;é:;_ nsreoc::is ‘“L
5 2 - & S ¢ & .
few department stores, tailors and yard goods sellers,

The kind and cxtent of service offered vary acclor?:iz:l)lyd:)l?;::i:iteltiig ]L;
of retailers and commaodities handled. Appliance dealer

s sided customer purchases
service, Department stores also offer this serviees pio".lf; R rctali)lcrs -
exceed a certain amount. Furthermore, many Sn]-a] dnserxlr}icc and free delivery
as grocers offer their regular customers personalize

- ir customers.

They also welcome phone orders from their ¢

Installation and repair services are restricted mslilllli Clhoarheolll;ehft\ld
appliances and automobiles. The service is seldo? ffei\:cl: - afe ; o en
far above the actual cost of the service- In fact, t I:S§urable - major
source of income for many retailers who sell suc g L

G t seldom offered by retailers or domestic manufacturers.

Guarantees arc seldom

This is basically due to a definite lack of quality control and grading procedures.
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Only those retailers who are exclusive agents of foreign manufacturers stand
ready to fulfill the obligations of these manufacturers.

With the exception of few department stores, most retailers do not accept
returned goods. A sale is usually considered final once a customer takes pos-
session of the merchandise. In general, it may be said that a retailer’s main
objective is in concluding a particular transaction rather than in repeat business.

Ordinary and gift wrapping are far below the standards known in Europe
and the United States. Some charge is customarily required for special wrapping.
Attractive surroundings are available only at few department stores. A typical
Egyptian retail store is usually overcrowded with merchandise with little or
no attempt toward an eye-catching and pleasant display.

Finally, few retailers perform satisfactorily their merchandising function.
For instance, few retailers adapt the unit of sale by breaking bulk to the size
and quantity desired by customers. Frequently the average retailer does not
offer for sale the right product at the right time, in the right amounts, and at
the right price that is compatible with consumer desires and needs.



PART III

WHOLESALE FACILITIES

A study of wholesaling in Egypt is likely to reveal many important and
peculiar characteristics about this phase of the distributive machinery. Un-
fortunately, no quantitative data as to the extent and volume of wholesaling
are available. Different kinds of merchandise evidently pass through a number
of hands before reaching the consumer. But business censuses fail to distinguish
between wholesale and retail establishments. Consequently, an accurate ap-
praisal of the wholesaling structure is not possible, and, therefore, reliance
must be placed upon personal observation and fragmentary information from
here and there.

At the start, a distinction should be made between wholesale facilities
serving the distribution of manufactured goods and those employed in the
marketing of agricultural products. Wide differences in distributive machineries
justify such distinction. Accordingly, the forthcoming discussion will involve
a separate treatment of each type.

Because of the generally underdeveloped state of the Egyptian industries,
a relatively large part of the manufactured commodities consumed in thecountry
is imported. Thus, automobiles, trucks, tires, farm and factory machinery,
electrical and gas appliances, sewing machines, and the like originate almost
wholly outside of Egypt.

Imported goods are usually handled by commission merchants who,
acting as agents for foreign manufacturers, book orders from importers,
wholesalers, and large retailers. They secure orders by sending out traveling
saleasmen or through branch offices in the principal towns, and transmit
them to the foreign firms they represent. Commission merchants usually
handle a wide variety of goods, and seldom specialize in one field of trade.

Second to commission merchants, exclusive distributors play an important
key role in marketing imported goods. (1) The exclusive distributor is an
authorized representative of the foreign manufacturer. He may either buy
his merchandise outright or sell it on a commission basis. He is held responsible
for selling and distributing the imported merchandise throughout the country.

(1) In view of severe limitations on volume of sales resulting from very low per capita
income ($ 112), few foreign manufacturers have established their own sales offices and

branch houses in Egypt.
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Foreign manufacturers, however, often give their distributors advice
on merchandising techniques and sales organization. The distributor is thus
often in a position to take advantage of the manufacturer’s long experience
and to fully exploit the good-will carried by his world-famous make and
brand. However, the relatively small volume of sales realized on any one
particularly durable item is often a strong limiting factor on both sales and
service. Accordingly, specialization on the distribution of one particular item
is often impractical. Thus, a national or local distributor usually finds a divcr-
sity of products essential to the success of his business. As a result, the authorized
representative of a foreign manufacturer of refrigerators may also have to
sell other durable products as diverse as stoves, heaters, washing machincs,

radios, recorders, record players, sewing machines, and even furniture. Because
of the diversity of products handled, distributors tend to be little more than
order takers.

Another important problem facing foreign manufacturers is the servicing
of their products. Authorized distributors normally try to carry spare parts,
but they rarely provide satisfactory mechanical services. There are few and
scattered competent, independent mechanics ready to undertake major re-
pairs. This problem is particularly important with reference to products such
as farm machinery, automobiles, and the like. To overcome such acute problems
of servicing, some foreign manufacturers have gone as far as establishing a
number of service stations in the major urban centers in the country. The
Ford Motor Company and the Singer Sewing Machine Company are out-
standing examples of such foreign manufacturers.

Merchant importers are also of some importance. They often combine
the importing and wholesaling functions, and usually scll Flil‘cct]y to retailers,
Sometimes, however, they distribute to wholc'sulers in 9utlying Cities.
Occasionally, they may also operate a retail busx_ncss of their own. This js
particularly true with reference to houschold appliances.

Merchant importers, as well as the above functional middlement, tend

to concentrate in Cairo and Alexandria. This is partly due to Ulcimarkc[
importance of these two urban centers and partly because cc.)mplcx impor(-
export procedures and information require closc contacts -wnh‘ governiment
agencies. This concentration has always been unhealthy, §1flcc 1t tended to
impede a normal growth of wholesale facilities in other cities,

Functional middlemen are not so dominant in the marketing of domestic
products. Here they are intensively challenged by the regular full service
wholesaler. The latter plays an important part in the distribution of dry goods,
cigarettes, candy and many frequently purchased inexpensive articles that may
be described as convenience goods. Functional middlemen, especially brokers
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who possess good knowledge of the market, are probably more important
in marketing shopping and specialty goods.

Two important factors account for the importance of the regular whole-
saler as a basic outlet for domestic products. In the first place, the large number
of small retail shops, many with practically no credit rating, makes it necessary
for the domestic manufacturer to rely on the regular wholesaler. Secondly,
a relatively large number of local manufacturers lack the facilities of a good
sales organization. In many cases, manufacturers restrict their activities to
production, with no or little selling effort. It is not surprising, therefore, to
find many local manufacturers unaware of the extent and character of their
markets. In all these cases, it is understood that the basic marketing function
rests with the regular wholesaler and/or the functional middleman.

The manufacturers referred to above are the medium or large domestic
manufacturers. In contrast, small scale producers are apt to sell directly to
large retailers or to ultimate consumers. This seeming conflict with general
use of wholesalers by small scale producers in the United States calls for
some explanation. A small scale producer in Egypt, as in the rest of the Middle
East, is nothing more than a handicraft producer, while in the United States
a small scale producer usually operates on a relatively substantial scale when
contrasted with Egypt.

The larger retailers, consisting mostly of a few department stores, enjoy
the rating of wholesalers, and are dealt with directly. They procure most of
their dry goods lines directly from manufacturers. Private branding is exten-
sively used by these stores, and the domestic manufacturer’s name is almost
always an unknown entity. Department stores are also a major outlet for the
products of many handicraftsmen, such as furniture, leather goods, and odd
knickknacks.

There are some instances where wholesaling is combined with retailing.
The bazaar exhibits a remarkable example ’of such instances. Piece goods
arc offered for sale at the bazaar to two classes of customers: retailers and
ultimate consumers. No trade discounts arc offered, but quantity discounts
are customary. Combining wholesaling with retailing is also observed in small
towns and rural arcas where numerous general dealers with varied stocks are
the most important sales outlets serving these arcas.

The marketing of farm products may be conveniently studied by begin-
ning with producers at country points. In small towns and rural areas it is
common for farmers to sell some products directly to consumers. For instance,
farm-made butter is very commonly sold in this way. In larger cities, farmers
often sell directly to retailers and ultimate consumers through municipal or
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public markets. This is commonly witnessed in the marketing of livestock.
In most cases, however, the public marketis of interest only to those farmers
who live in close proximity to largeban centers.

In some instances, farmers may sell directly to some manufacturers-
Thus, in some parts of the country local manufacturing plants, such as sugar-
cane and canning factories, furnish an important market for farmers. They
usually enter into contracts with growers covering the product of a specified
number of acres, thus insuring a supply of raw materials for the factory and a
definite market for the farmers.

However, farmers rarely sell their crops directly to consumers. There
are usually several stages in the marketing process. Several middlemen are
involved in the operations of assembling and distributing many farm products.
For many farm products, the bulk of shipments from the producing sections
is handled through local or country buirers. Thus, in the marketing of cotton,
there is an army of country buyers who are often each linked more or less
closely with an Alexandria cotton exporting firm. Country buyers then con-
solidate the small contributions of individual farmers into larger lots for
subsequent re-sale to a gin.

In many instances the activities of country buyers are specialized according
to the commodities handled by them. Thus there are local elevators that handle
grain, cattle buyers dealing in livestock, cash buyers that market eggs and
poultry, potato warehouses that market potatoes, and most important an army
of interior purchasers of cotton. Consequently, growers wishing to sell their
farm products have a variety of possible outlets.

Small agricultural producers are always very keen to market their output
advantageously. This is a direct result of low cash incomes and the often very
low opportunity costs (which are low because of the absence of other profitable
opportunities). In view of these circumstances, Egyptian farme}'s would most
likely spend much time and effort in attempting to secure price advantages
in selling their produce. Therefore, they are particularly sensitive to price
differences.

However, commercial ignorance and lack of information are characteristic
of many small agricultural producers. This is particularly true about growers
of cotton. There are many producers who have no information about demand
and supply conditions, present and future prices registered on the floats of
domestic and foreign cotton exchanges, and premiums allowed for different
grades of cotton. A keen observer would frequently find that the premiums
paid for better grades than middling are less than the market differences bet-
ween grades in primary cotton markets, and that discounts on cotton below
middling are greater than the market differences between grades in primary



cotton markets. In other words, the prices paid at country points do not
correspond as closely as they should to actual market values of the
different grades.

Furthermore, the small grower is often at the mercy of the local buyers
who provide him with funds to finance his cotton crop. In many instances
the grower would be ready to accept advances in return for comparatively
low prices resulting in an unjustifiably wide gap between the prices received
by the producer and those paid by the ultimate consumer.

Middle-sized cotton growers usually deal directly with neighboring gins,
the latter being virtually a wholesale merchant in these instances. Large growers
normally follow the practice of sclling cotton “on call”. Some of these growers
sometimes also hold an auction on their farms, at which the cotton may be
inspected. The sales at such auctions may be either “on call” or outright.

More capital is required to finance the normal operations of the above
cotton middlemen than is directly available to them. Accordingly, many
middlemen as well as growers resort to the banks for financing the crop
movement. In general, the complicated organization of banks, ginners, and
merchant middlemen functions smoothly on well-accepted and understood
lines.Whether economic wastage may be involved due to the multiplicity
of ‘middlemen, some of whom could be redundant, is a different question. At
present, there is likely to be no serious attempt to change this long established
system since this would involve a major reorganization of procedures and
methods which no one stands ready to venture.

Structural Change

An examination of the wholesaling structure in Egypt since the beginning
of the twentieth century would reveal some relatively important changes as
well as some significant trends. One important change has been the addition
of new functions on the part of agents and brokers. Several instances may
be seen in which the functions of brokers and agents have been combined

with the functions of ownership and risk bearing.

Two important factors are largely responsible for these changes. The
first is the superior knowledge that brokers possess of the commodity and
of the market situation. This has been largely due to the reluctance of domestic
manufacturers to build up satisfactory sales organizations, and their tendency
to throw the entire marketing burden upon the shoulders of brokers and
service wholesalers. The second factor has been ready access to loanable
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funds. These two factors explain the willingness of brokers to assume the risks
of ownership while they are acting as agents for others.

Instances in which a reduction in functions or simplification have taken

place are relatively few. On very few occasions, for example, have the functions
of credit and delivery been shifted to retailers. Again, only few wholesalers
exhibited some reasonable tendency to limit their services by stocking only
those lines on which they could obtain a high rate of turnover. This lack of
tendency to reduce the number of functions is in direct contrast to wholesaling
in the United States. This sharp contrast is largely accounted for by the
absence of some major forces that have greatly affected the wholesaling struc-
ture in the United States. For instance, the trend toward simplification of
functions among wholesalers has been largely transmitted from chain or-
ganizations. Such organizations are at present of a relatively very small
magnitude in Egypt.

The increase in the magnitude of the marketing task assigned to whole-
salers by domestic manufacturers has been influential in affecting the comple-
teness of functions performed by those wholesalers. Thus, the increasing
promotional effort required from wholesalers resulted in a growing specializa-
tion in certain types of merchandise. This tendency has been more pronounced
in urban centers where the general store gave way to limited-line stores.
Apparently, the tendency toward an intensive coverage of a limited-line among
wholesalers has been much less pronounced in rural areas inasmuch as the
general store remains to be the dominant type of retail organizations in these
areas.

In addition to the above changes, two basic trends in Egyptian wholesaling
are worthy of special note. The first is the tendency toward the separation of
wholesaling from importing. During the latter part of the nineteenth century
and as late as the early thirties of this century, wholesaling in imported goods
was definitely associated with general importing. Later on wholesaling in
imported goods began to show signs of a distinctive existence. The tremendous
inflow to Egypt of huge varieties ofmanufac.tured goods from western countrics
15 in both the importing and wholesaling tasks.

led to many complicatior By
f supply and familiarity with import-

Thus, knowledge of foreign sources o - il ki g
export procedures and regu'ations required special skill and specialization.

On the other hand, the task of marketing these imported goods ‘Ca”_efi for a
comprehensive knowledge of domestic markClS'Ellld other technicalities dif-
ferent from those involved in importing. Accordingly, the I:O&d was c.)pcn for
specialization in importing on one hand, and in wholesaling proper.

Egyptian wholesaling has been the tendency

The second important trend in s o
The transition was as gradua

toward separation of wholesaling from retailing.
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as the separation of wholesaling from importing. However, the separation has
not been entirely complete. The bazaar still offers a unique example of a situa-
tion where wholesaling and retailing are combined. On the other hand, the
multiplicity of small shops with no credit ratings combined with an increasing
supply of domestic manufactured goods resulted in a growing need for whol-
esale facilities geared to serve both the interests of manufacturers and retailers.

Finally, the wholesale structure in Egypt during the early part
of the twentieth century has witnessed the introduction of a number
of middlemen of different types. Commission men and brokers became
important factors in the distribution of manufactured and agricultural
goods in the domestic market. Even wholesalers who took title to the goods
were of several varieties. Thus, in addition to regular wholesalers, and jobbers,
who often dealt on a larger scale, there was the converter, the drop shipper,
and sometimes the cash-and-carry wholesalers. An army of functional midd-
lemen of different types as well as regular wholesalers also permeated the
agriculture sector of the economy.

Functional Activities

The need for adequate wholesale facilities in Egypt is very pressing at
the moment. Several important factors have tended to make such need par-
ticularly pronounced in the Egyptian marketing system. An important factor
is poor transportation facilities which constitutes a serious obstacle in the
face of attempts of direct contact between manufacturers and retailers. More
over, poor transport facilities limit regions well adapted to large volume
production of certain items to their local markets, thus restricting their
economic development.

Another important factor calling for comprehensive wholesale facilities
is the size of an average Egyptian manufacturer. A typical manufacturer in
Egypt is one who operates on a small scale and produces a single commodity
or a narrow product line. At the other extreme, there is a multiplicity of small-
scale retailers selling a variety of lines. Apparently a very complex network
of distribution would emerge if each manufacturer would have to sell o a
host of small shops.

Finally, it is important to note that production of manufactured goods
is highly concentrated in Cairo and Alexandria and their vicinities. In con-
trast, these centers comprise only a relatively small percentage of the total
population. Consequently, adequate wholesale facilities constitute an indis-
pensable medium for translating concentrated production into widely diffused
consumers’ markets.
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Granted the paramount importance of wholesaling as a prerequisite for
the smooth operation of its marketing mechanism, Egypt is unfortunately
seriously deficient in wholesale facilities. The magnitude of this deficiency
and its manifestations may be appraised through a systematic review of the
functional activities performed by wholesale establishments in Egypt.

Selling is supposedly an important function performed by Egyptian
wholesalers and functional middlemen. The alleged importance of this func-
tion stems from two sources, namely, the small size of the average Egyptian
manufacturer, and the pre-occupation of these manufacturers with production
problems. The general belief amidst manufacturing circles is that successful
operations call for the continued entire application of the manufacturer’s
ingenuity to production planning and organization.

Broadly speaking, then, manufacturers do not view the selling and dis-
tribution function to be of their own concern. Subsequently, the entire selling
function has been in many instances shifted to the wholesaler or the functional
middleman. Unfortunately, the typical wholesaler, although in a position to
perform this function satisfactorily, has not taken full advantage of his
opportunities.

Few wholesalers have been well qualified to take over the selling function
for the manufacturer. For many wholesalers selling is regarded as simple
transfer of title to goods and services. Many lack the know-how required to
analyze the existing and potential demand for the goods and services handled.
Even the basic principles of sales management are not adhered to. Thus, not
much attention or planning is given to such problems as the determination
of the nature of the goods that can be sold in a specific territory, how much
of these goods can be profitably sold, the type of package that will be most
suitable, the size of the unit that will make the greatest appeal to the trade,
and many other pertinent questions.

Few wholesale establishments, however, have been able to develop
relatively substantial experience with reference to few particular markets over
a long period. These wholesalers have become of invaluable service to new
manufacturers wishing to cover existing markets very intensively. Because
of their experience and the large variety of merchandise which they have
to offer to their customers, these wholesalers have been able to penetrate to
a large percentage of all retailers in certain territories.

However, many wholesalers, including the experienced ones have often
gone too far in attempting to service uneconomical retail outlets. This has
resulted in an undue burden and frequent loss to such wholesalers. Surprisingly
enough, few wholesalers, in view of these circumstances, have attempted to
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restrict their sales to profitable accounts through an increasing use of selective
selling.

The performance of the buying function by wholesalers dealing in do-
mestic manufactures is far from adequate. A policy of “hand-to-mouth”
buying is common among many wholesalers. The prevalence of this policy
reflects the reluctance of many wholesalers to assume the risk function, and
their attempt to shift this function backward to the producer or forward to

the retailer.

“hand-to-mouth” buy in gonthe part of wholesalers has been a major
source of instability in the manufacturing sector. This instability has been
seriously manifested in violent and erratic movements in production schedules.
For example, canneries of food products have experienced great difficulties
in planning and maintaining well coordinated production schedules that
would conform to market conditions. As a result, many of these canneries
substantially increase or curtail their yearly output in the light of the magnitude
of inventories carried over from the preceding year. Table 17 illustrates these
circumstances.

TABLE 17

INDEXES OF PRODUCTION OF A SAMPLE OF CANNED FOODS
(1951 stock and production=100))

e Stock during preceding year Total production
m

1951 1952 1953 1951 1952 1953
Tomato sauce..... 100 70.6 54.9 100 198.1 299.3
Peas ............. 100 85.9 80.4 100 227.0 321.1
{65 7 R 100 74.8 24.8 100 208.6 1163.2
Dehydrated onion. . 100 134.9 35.7 100 8§9.2 200.6

Source: Adapted from L’Egypie Industrielle, Organe de la Fédération Egyptienne de
I'Industrie, Vol. 30, No. 8 December 1954, p. 46.

Similarly manufacturers of seasonal merchandise could seldom depend
upon wholesalers to place their orders reasonably in advance, and to carry
seasonal stocks of such merchandise in their own warehouses. Subsequently,
few manufacturers have been able to gauge their markets with an eye to
intelligent control of raw material purchases and production achedules.

Production instability has been seriously accentuated in critical times
of a decline in consumer demand. Curtailment in demand under such circum-
stances would be sharply felt by manufacturers as a result of “hand-to-mouth”
buying on the part of wholesalers. In other words, wholesalers have failed to

act as shock absorbers in these critical times.
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A further result of “hand-to-mouth” buying has been the limited number
of cases in which concentration of merchandise in bulk has taken place.
Subsequently, few wholesalers have been able to effect economies resulting
from securing goods at lower prices, and from lower transportation, storage,
and shipping costs.

Failure to concentrate in bulk has also had serious adverse effects upon
other important wholesaling functions, such as grading and sorting the com-
modities handled according to size, quality, type of package, and the like
in conformity with retailers’ demand. The “apportioning’” (1) aspect of the
function of sorting has been additionally complicated in many instances by
the buying practices of many small retailers. In addition to buying in unrea-
sonably small quantities dictated by “hand-to-mouth™ buying policies, these
retailers have sometimes followed a practice of extreme piecemeal buying.
Thus, many small grocers often order in lots of 1/4 or 1/2 case. These
practices have often had extremely uneconomic repercussions upon
the wholesaler’s operations. It seems interesting, however, to mention
that retailers have been led to these practices largely as a result of
consumer behavior per se (2)

Qualitative sorting is also far from adequate. The multiplicity of small
manufacturers, the lack of quality control procedures, and the little use made
of branding and product differentiation, combined with serious deficiencies

~in storage facilitics and know-how, have rendered the “sorting out” () of

merchandise a difficult task. On the other hand, the lack of understanding
among retailers of the importance and signifance of the concept of an assort-
ment, has made many wholesalers reluctant to perform properly the “uas-
sorting” (+) function.

(I) “Apportioning" is one tvpe of quantitative sorting which means the breaking down
of large quantities into small quantities. It has been traditionally described as “breaking
bulk.” See Wroe Alderson, “Scope and Place of Wholesaling in the United States,” The
Journal of Markering, Vol. XII..., No. 2, pp. 145-155.

(2) Small retailers selling food and convenience goods have often been forced them-
selves to “break the bulk™ in order to conform to “hand-to-mouth’ buying on the part of
many consumers. Lack of home refrigeration and very low per capita income are chicfly
responsible for this. It is not surprising, therefore, to find retailers ready to sell a fraction
of a package of cigarettes.

(3) “Sorting out” is a fundamental aspect of qualitative sorting. It involves the
scparation of a collection of objects different in kind into relatively uniform or
homogeneous piles in terms of grade, quality, or any other measure.

(4) “Assorting” is another type of qualitative sorting. It involves the building up of
an assortment of items differing in kind but of a complementary nature. An illustration is

the packing of an assortment of apples, oranges, pears, and other fruits in one single box
of fancy fruits,
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Few wholesalers recognize storage as a major wholesaling function.
Thus while the length and breadth of the Egyptian market are very narrowly
defined as a result of poor transportation facilities and low per capita income,
the depth of this market has been adversely affected by the absence of adequate
storage facilities and a misunderstanding of the significance of the storage
function. This is evidenced by the fact that most storage is performed at the
point of production or import, or else at the point of final sale.

With the exception of cotton, there is a noticeable lack of modern facilities
for the processing, grading, standardization, and packing of both manufactured
and agricultural products.

Public warehouses are partly owned by the government and partly by
important banks, especially those involved in financing the cotton trade.
These warehouses are better equipped than the private ones. They operate
under statutory law and are subject to governmental regulations. Both public
and private warehouses are largely general merchandise warehouses but
only a few may be described as special commodity warehouses, the latter being
chiefly used for the storage and handling of some agricultural products, such

as grain and cotton.

There are serious deficiencies in important and vital goods handling
equipments such as lowerators, chutes, escalators, conveyors, elevators, and
stairs. Cold-storage and other protective facilities are also seriously lacking.
This does not permit carrying over merchandise from periods of surplus
to periods of scarcity. Subsequently, only a small proportion of merchandise
is invested with time utility. The result has been marked fluctuations in the
supply of a number of commodities, especially those of a seasonal nature.

Several important rules of good storage and warehousing are not observed
by many wholesalers. In few instances is storage space laid out systematically,
and only rarely are fixtures adapted to each type of merchandise handled.
Cleanliness is often not observed. Thus commodities which are odoriferous
are frequently placed at short distances from articles like rice, sugar, tea, and
coffee. An additional weakness that is prevalent among many wholesalers is
their tendency to fill orders from the newer stock. The practice of taking mer-
chandise from the open end of the container, and replenishing the supply
by placing the new merchandise back of the old is followed by few wholesalers.
Consequently, spoilage and waste are often relatively high with subsequently

high losses incurred by the wholesaler.
From the above it appears that the principal function of a wholesaler

in Egypt is the furnishing of credit to retailers, and less frequently to producers.
The multiplicity of small retailers with practically no credit rating renders
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the financing of their business through banking circles entirely infeasible.
Accordingly, small retailers have been forced to rely solely on the wholesaler
for financial help. It might be, therefore, that the shortage of credit in distri-
bution has tended to support otherwise unnecessary middlemen at times.

The wholesale agricultural structure is also comparatively elementary.
With the exception of cotton marketing and vertically integrated organiza-
tions operating in the fruit market, wholesalers appear to perform a minimum
of marketing services. Thus, with the exception of fruit, food and agricultural
products are usually ungraded, unpackaged and unbranded.

Standard grades are seldom used. Prices are usually determined by
individual bargains rather than by competitive bidding. Direct communication
with other markets is very cumbersome, and local truckers’ rates are as
yet too high to displace significantly the burro or camel for short hauls.

Railroads and Nile shipping are used for longer-distance movements
of farm products. Both means of transportations leave much to be desired
in terms of adequate services. This is particularly observed in the case of
livestock and perishables. The shortage of refrigerator cars and icing
stations is also responsible for a high degree of spoilage of meat, fish,
fresh fruits, and vegetables. In addition, the slowness of rail service and
the lack of proper in-transit refrigeration aggravates the situation.

The distribution of agricultural and food products appears to have
maintained a fairly standard pattern for all but locally produced products:
producer country buyer-wholesaler-retailler-consumer. The country buyer
often represents a commission man in the city, soliciting shipments from
producers for sale on commission to wholesalers.

The prevalence of commission selling rather than outright purchase and
sale at the wholesale level has often tended to shift the risk of price changes
to the producer. Again, as in the case of manufactured gc?ods, the furnishing
of credit to producers and retailers appears to be a major_ function of the
wholesaler. Cash sales to established retailers, even for perishable products,
are rather uncommon. For instance, fresh meats a.re sol.d on fifteen-to-thirty-
day credit. Similarly, fresh fruits are sold on credit until sold by the retailer.



PART 1V

VERTICAL INTEGRATION OF TRADE

Broadly speaking, vertical integration might relate to the integration of
different manufacturing processes at different stages, whether forward or
backward; or to integration of manufacturing and distributing functions.
Instances of these two types of integration are of relatively varying importance
in the Egyptian economy.

Vertical Integration In Manufacturing

Within the manufacturing sector, the integration of different manufactur-
ing processes has been confined to large-scale producers. The absence of
well-developed sources of power, (1) repair shops and other job services required
for effective operation, has forced many large concerns to undertake these
processes. (2) Thus, the sugar monopoly had to provide its own transportation
facilities including a narrow gauge railway and a river fleet. Another large
rayon company was forced to install a complete mechanical workshop capable
of manufacturing all its spare parts required for its operation. Short of such
“forced” integration, many a large manufacturer was compelled to order
spare parts from abroad and fly them in by air. (3) Undoubtedly, these are
instances of an uneconomical type of vertical integration dictated by the lack
of adequate overhead facilities such as a central power system, and specialized
repair and job shops serving all manufacturers. The small size of the domestic
market, according to Smith’s theorem, (¥) limits the possibilities of specializa-

(1) A very realistic and illustrating case is the power situation in Egypt. The lack of
a central electric power system has forced private firms to install their power generating plant.
The result was 25,000 generating units with an average of 40 H.P. which is too small a scale
of utilization to assure low cost.

(2) Such services as shop repairs and manufacture of spare parts are performed in each
plant. Metal shops, foundries, and complete woodworking shops.are attache_d to nearly
every large factory. Many of these subsidiary services might be furnished by an independent
job shop at a fraction of the cost of maintaining complete shops at each factory. A similar
situation was observed in the Turkish industry. See IBRD report: The Economy of Turkey,
The J. Hopkins Press, 1951, p. 115.

(3) See U.N. Review of Economic Conditions in the Middle East 1951-52, p. 46: also
L’Economiste Egyptien, Alexandria, Sept. 10, 1950.

(4) For a reformulation, see George Stigler, “The Division of Labor is limited by the
extent of the Market”, The Journal of Political Economy, June, 1951, pp. 185-193.



52 L’EGYPTE CONTEMPORAINE

tion among firms and industries, and increase the number of functions and
processes that must be combined by the firm for effective operation. At the
existing level of demand, many functions or processes may be too small to
support a specialized firm or industry. The possibilities of specialization on
production processes tend to be limited, with the individual firm combining
for itself all the production processes, whichcould other wise be performed
by independent firms or industries.

Whenever the firm is large enough to command the capital required for
undertaking all the vertical processes, it would operate many of them on a
small scale with the result that its average cost structure will be higher than
when it is possible to delegate some of these processes, particularly the decreas-
ing cost ones, to independent firms of specialized industries. (1)

Another incentive fostering vertical integration in manufacturing has
been the desire to ensure an adequate and stable supply of raw materials.
Thus, the sugar monopoly was forced to undertake backward integration in
a period of rising cotton prices when cultivators were attracted to shift away
from sugar cane to cotton cultivation. Again, some large scale food-processing
firms often find it generally difficult to procure a large supply of local fruit
and vegetables of uniform quality. The lack of uniformity of quality and
inadequate grading and packing have, at times, forced manufacturers to under-
take backward integration. As an illustration, the Misr Linen Company, a
major producer of flax, supplies the cultivators with seeds and fertilizers in
order to ensure practical uniformity of quality. Also, leading wine producers
find it imperative to integrate the cultivation process with the manufacturing
process.

A third factor inducing vertical integration among largescale manufac-
turers has been the desire to create new outlets for part of the major product.
This has led cement companies to manufacture flooring tubes and other con-
crete products. Also, some manufacturers have found it profitable to develop
a fuller product line in order to make use of their by-products.

In order to find outlets for surplus profits, especially during the war-
inflation, some large scale manufacturers found it advisable to diversify their
product line instead of expanding the production of their major product,
owing to the narrowness of the domestic market.

Finally, there are some instances of vertical integration motivated by
a desire to curtail competition and to avoid price wars. An Interesting example
is the working agreement concluded by the Misr group and the British combine,

(1) Sherif, A.F., The Role of Capital Formation, loc. cit., p. 112.
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Bradford Dyers Association, whereby two integrated firms were established:
one concentrating on weaving of fine cotton, the other on finishing. The
agreement allows specialization between the two firms on the basis of exclusive
dealing.

Vertical Integration of Marketing and Production Functions

While on the production side, vertical integration looms large particularly
in the modern industry sector, there has as yet been little integration of the
manufacturing and marketing functions, by which some of the economies
of large-scale distribution might be realized and unduly long marketing
channels eliminated. This can be traced to a number of factors to be
discussed below.

The absence of a “mass market” for most manufactures results in a pros-
pective volume of sales too small to justify the setting of a well-organized,
large-scale and integrated service organization. Further, the prospective
volume of sales is unduly limited as a result of a low per capita income making
for a low propensity to spend on manufactures, as well as the existence of a
highly individualized consumer demand. Not only direct selling under such
circumstances would prove uneconomical, but also it would involve tremen-
dous managerial and marketing problems; the solution of which would
call for a highly skilled entreprencurial ability which is already in
short supply.

Few manufacturers are in a position to by-pass the existing intermediaries
since they would have to assume the functions performed previously by these
intermediaries on more onerous terms. In an underdeveloped economy, a
multiplicity of intermediaries might still be comparatively advantageous.
Some important advantages of specialization of marketing functions might
still be observable in the context of an underdeveloped economy. It often
pays the manufacturer to let dealers carry out the bulking and blending of
small quantities of merchandise as their margins of profit are usually less than
would be the cost of supervising and maintaining a staff of salaried employees
to perform the same function.

Although it might seem uneconomical to effect the distributiop vi‘a a
large army of petty traders in the context of a developed economy, it might
not be so in an underdeveloped one. The intermediaries break bulk at all
stages between the manufacturer and the ultimate consumer. The organization
of retail selling in an underdeveloped economy exemplifies the services ren-
dered by petty traders both to suppliers and to ultimate consumers. It is
customary to see petty traders sitting with their merchandise in the major
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shopping centers and even at the entrance of the modern large stores. The
petty traders sell largely the same commodities as the store but in much smaller
quantities. It does not pay the large storc to deal in these smaller quantities
on the terms on which the petty traders are willing to handle their business.
Further, consumers prefer to deal with petty traders rather than to buy in less
convenient quantities from adjacent stores.

The “bazaar psychology” inherited from an oriental culture is a major
deterrent to vertical integration of the manufacturing and distributing func-
tions. The average consumer in an underdeveloped economy exhibits a ten-
dency to spend relatively much time and effort in the search for the most
satisfactory terms. A low per capita income renders the consumer very sensi-
tive to price differentials. The intermediary, carrying different lines can offer
the consumer a wide range of price alternatives and at the same time spread
his overhead over a large volume of sales of different lines.

One of the major factors favoring forward integration of manufacturing
and distributing in developed economies has been the desire on the part of
manufacturers to exploit fully the potentialities of branded merchandise by
directly assuming the promotional function that was previously performed by
the intermediaries. However, this factor has been seriously lacking in the
case of Egypt. From the early start, domestic manufacturers have always
faced intense competition from ‘established’ foreign brands. Powerful whole-
salers find little difficulty in convincing the public that any brands other than
the foreign ones were ‘adulterated’. And they lack any interest in pushing
domestic brands, particularly when certain standard brands had become so
firmly entrenched and enjoyed widespread appeal among snobbish consumers.
Any manufacturer contemplating the launching of a new product would have
to contend with the wholesaler performing the promotional function for
him, except in the very few cases where the manufacturer is in a position to
develop a brand that can measure up to the standards of competing foreign
brands.

In only few exceptions, there has been marked integration of the
production and marketing functions. However, these exceptions largely
relate to certain foreign companies or a local company with a joint
foreign interest.

An outstanding example is the Singer Sewing Machine Company which
distributes imported machines, at times assembled in Egypt, through several
hundred employees, and sales-and-service representatives. The company
has set up its retail stores under the supervision of well trained, salaried mana-
gers in all the important urban centers, These stores tend to specialize on one
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line, although they may handle complementary non-competing lines as well.
The company carries spare parts in all major towns and provides adequate
training courses to make sure that service men are capable of making necessary
repairs. The company relies chiefly upon personal salesmanship and sends
special demonstrators to scattered small towns to teach people how to use
its machines.

The major factor favoring integration in this particular case has been
the large volume of sales made possible by the fact that a sewing machine is
almost a houschold necessity in an economy where per capita income is too
low to make ready-made clothing almost a luxury, and where piece or yard
goods are within the reach of most consumers.

Another case of successful integration of durable goods manufacturing
and distributing is furnished by “Ideal Company™ which manufactures and
distributes almost a full line of houschold metal furniture and appliances.
The company has set up a chain of retail sales-and-service stores in the major
urban centres. These stores do not only carry the company’s line but also
handle non-competing foreign-made products. Specialization on the distribu-
tion of a particular product is economically impossible, and a diversity of
products is essential to provide adequate volume of sales to permit economical
integration. The company’s volume of sales was additionally fostered by a
launching of a new, relatively low-price locally made refrigerator that was
made possible by a high protective tariff and the use of the name of a reputed
German manufacturer.

Backward Integration

Although there has been few cases of forward integration of manufac-
turing and distributing facilities, backward intergration has been entirely
lacking. Factories favoring backward integration in a developed economy
such as the United States seem to have been absent. The dearth of large-scale
retailing such as mail-order houses, large department stores and chain organiza-
tions, which are the natural media in the context of a mass market and which
are made possible by a large volume of sales, largely accounts for the absence

of backward integration.

The big retailer, whenever present, tends to lack the adequate incentive
for backward integration. For one thing, domestic products have not yet at-
tained sufficient appeal to consumers in comparison with similar imported
brands to make the retailers’ attempt at controlling the product policy of the
local manufacturer a profitable measure. Further, most local manufacturers
are small-scale producers of non-standardized products. This does not promise
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The retailer an adequate uniform volume of sales through backward inte-
gration.

Unawareness of mass merchandizing techniques on the part of the few
large retailers, together with their aversion to risk-bearing, has frequenty
resulted in their failure to develop new product lines through backwarld
integration even when this seemed conceivable. (1)

These factors explain the almost complete absence of backward integra-
tion, with the exception of the fragmentary cases where some large department
stores have set up furniture and woodworking shops or some small footwear
shops. These few or fragmentary cases by no means reflect a conscious policy
of backward integration as has been the case in the United States.

Vertical Integration in Agriculture

Vertical integration in the agricultural sector has developed to a limited
degree in the perishable produce market (fruits, vegetables, meat and dairy
products), and to a lesser degree in the staples market.

Perishable produce farming is not highly specialized in the Egyptian
economy. Only large estates located in the vicinity of urban centers tend to
specialize on perishable farming. Typically, however, perishable produce
represents a part, usually a small part, of each fellah’s total output. Although
his output is very small, his consumption does not, on a rough average,
exhaust more than 50 per cent of his output. (2) The remainder is marketed
in closely located towns, as a means of getting a cash income, since perishable
produce is considered a semi-luxury.

Marketing is direct by the farmer to the retailer, or to the final consumer
in his home or at the market-place. There are no intermediaries in this market,
and the same is true of the small as well as the large producer. The lack of
suitable storage and refrigeration facilities has made it necessary to supply
the market on a daily supply basis. As a result, the daily supply is highly inela-
tic, prices are extremely flexible, and seasonal as well as area price variations
are, of course, very wide.

(1) The experience of Sears, Roebuck in Brazil presents an interesting casc study.
Under the pressure of an import embargo, the firm was forced to produce locally many
Items. Mass production of items never mass produced in Brazil had been achieved in a
wider variety of lines creating new demands and developing mass consumption in items
never mass-consumed before. See “Sears, Roebuck in Brazil”, Fortune, 1950,

- th(2) Maxupum estimates of 53 per cent for China and 50 per cent for South East Europe
& Se Proportions of total perishable produce sold on the market were compiled by Morton

- Solomon in his article, “The Structure of the Market in Underdeveloped Economies,””
Quarterly Journal of Economics, August, 1948, pp. 523.
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The lack of any marketing organization, and suitable transport facilities
force the producer, even the small one, to take over the transport and dis-
tribution functions. The peasant farmer almost invariably transports his
produce to the nearest town, which is usually serviced from a 20 mile radius
which is the approximate distance animal transport can cover between sunrise
and sunsct. Paradoxically enough, costs of transport by primitive means
markedly exceed cost by modern media. (1) However, it is the only alternative
open to the pcasant farmer, since the whole transport system is oriented to
serve the export market.

In addition to this comparative cost disadvantage, the individual peasant
is confronted by a horizontal demand curve. This, together with the necessity
of disposing of the entire day’s supply, once it has been transported, the peasant
is also unable, owing to his unquestioning submission to tradition, to vary
his output in response to market price movements. These are factors of great
weight making for a highly inelastic supply, which combines forces with the
highly elastic demand to keep prices very low. The low price prevailing in the
perishable produce market has been mistakenly attributed to the absence of
wholesaling merchants whose large profit margins would have raised the
price. (2) However, it seems that the low price results from a highly elastic
demand together with a highly inelastic supply. The presence of a marketing
organization in the form of a cooperative, for instance, might raise the real
income of the peasant farmer, and help stabilize prices through time as well
as eliminate many market imperfections.

The development of cooperatives as a way of integrating production
and distributing facilities has been of no importance in the manufacturing
sector, and of little but growing significance in the agricultural sector. The
lack of marketing facilities and the dishonesty of some local buyers have
led to the existence of a number of cooperative organizations among small
farmers.

Most of these cooperatives undertake the marketing of their products
only at country points, since this is the field in which they have been able to
perform their most useful services. The experience, power, and influence of
wholesalers trading in the great staple commodities, such as grain and cotton,
combined with the limited resources and inexperience of cooperatives makes
terminal marketing by thesc cooperatives a very difficult task. In the case
of perishable commodities there are undoubtedly many advantages to shippers
in at least having their own representatives in the various markets, to see

(1) See Colin Clark, Conditions of Economic Progress, lLondon, MacMillan and
Company, 1951, pp. 327-328.
(2) Morton Solomon, op. cit., p. 525.
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that goods are properly handled, to inspect their condition on arrival, and
to report to headquarters about market conditions and prices, so that goods
may be sent to the most favorable markets. However, very few attempts have
been made by cooperatives towards this direction of terminal marketing,
despite the advantage accruing thereof.

In recent years Egypt has been strewn with failures of cooperative enter-
prises. Lack of sufficient business, adequate capital to carry on its business
efficiently, sufficient loyalty on the part of its members, and sufficient patience
to build up the organization gradually, are primary factors responsible for
this failure.

The limitation of individual land-holdings promulgated in 1952 at the
advent of the New Regime is bound to have a definite influence on the growth
of cooperative organizations among farmers. Thus, in an Egypt of small land-
owners and less large ones, the provision of necessary facilities for the pro-
duction and marketing of farm products should become a matter of urgency.
In marketing farm products a development of cooperative societies should
play a much bigger role than heretofore. It is true that Egypt has lagged behind
other countries in this important respect, basically as a result of the fellah’s
native individualism. However, studies are being made and plans are being
discussed to set up properly organized cooperatives that can be treated as
units, both for seed production and marketing purposes.



PART V

PRODUCERS’' MARKETING ACTIVITIES

The typical Lgyptian manufacturer tends to take the size of the market
for his product as “given”, or as something lying outside his control. Taking
the size of the market for his product as he finds it, he may hope to deflect
some of the existing volume of demand in his favor. But where real income
per capita is close to subsistence and is growing, if at all, at a slow rate, there
is little scope for such deflection.

The domestic entrepreneur, of course, can orient his policies toward
capturing a share in the larger export markets as the foreign entrepreneur
usually does. The domestic entrepreneur, however, is less likely to have,
partly because of the handicap of a late start, the competitive advantage com-
manded by the superior entrepreneurs in established industrial countries.
The infant industry is not likely to enjoy from the early start the cost economies
of established foreign producers. In an open world market, the advantages
once gained tend to become cumulative, and infant industries can, at best,
realize these economies—internal and external—only after a considerable
period of development. Further, where the established producers of the leading
industrial countries have built up monopolistic positions that enable them
to exercise local price cutting, new entrants are at an additional artificial
disadvantage. Under these handicaps, which are rather more potent and more
permanent than those visualized by the classical infant industry argument,

domestic industries tend to be generally oriented to a sheltered domestic
market.

Not only does the narrowness of the domestic market limit the rate of
industrialization, but also it confines the whole process to specific industries.
For large-scale modern industries, the existing level of demand tends to be
lower and the minimum optimal tends to be larger than for staple small-scale
industries like textiles and food processing. Thus, when the size of the techno-
logical optimum is necessarily large and the initial size of the market is small
the resultant discrepancy would render the development of large-scale indus-
tries economically unsound, or virtually impossible, This would constitute
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a major limitation on the development of a wide range of industries. (1)
Therefore, the pattern of industrialization would, in the absence of direct
State-promotion, tend to cluster around those staple industries where the
size of the plant is small.

Developing in isolation and in, more or less, small increments, these
industries tend gradually to replace imports; expanding their capacity to the
limit of the entire small domestic demand.- And once imports are displaced
or reduced to a low proportion of existing consumption, their rate of growth
tends to taper off. Since, however, imports and consumption are absolutely
small, this limit has not infrequently been attained at a level of industrial
employment which, though higher than before, has not entailed a substantial
reduction of rural underemployment, and with a high rate of population
growth, population pressure has continued unabated. Indicative of the ten-
dency of new industries to develop to the limit of the market at an early stage
of industrialization, are the figures presented in Table 18.

TABLE 18

INDUSTRIAL PRODUCTION AS PERCENTAGE OF
DOMESTIC CONSUMPTION. EGYPT, 1939

Industry Per cent

UL cosurvisiatns a5, aus s e o S e B g S S R R PR 100
Cipareftes and Beverages . .. weivsnbii e oo eds 100
Rilonr MIlling o sme bk aomsmsmniiammpcevises 100
Salber .5 S e S T e e 100
COLORENATNS ks e i B o fee. £ S bete, smse oo rasa e acine 90
STIOBE oo B e ssmpeiesiossdesansomnss dhensssh s b ms eowsssiseson s mdeammyone 90
DT i o R e Sy et RSyl A AP 90
SO - ibatniirens Sn o e e s o vt Shoave d v et e 90
BUERIEIIE: i s v sowver o svas s oo o 9% o 556 5% 0 408 40 3 e 80
MEAICHES': v imanamame sysw s o i o6 o 58 15 65 o5 &5 55 5 80
COtton) TEXGIES svinivnis i s s s rias 0 o 40 o s 40
Industrial Employment as per cent of Total Working

BOPUIAION . ot s v arsmesssss amisseas i sistivass 6

Source: Compiled from the Report of Egyptian Committee on Industry, loc. cit., and
U.N. Statistical Yearbook, 1950, loc. cir.

(1) The level of demand for steel, for example, in many underdeveloped countries,
as can be scen from per capita steel consumption of about 5 kilogrammes per year as com-
pared with about 150 kilogrammes or more in industrial countries, is not in many cases
large enough to support the economical operation of a stecl mill of a minimum rolling mill
capacity of 200,000 tons of crude steel as required to attain economies of scale in mills of the
type and size prevailing in industrial countries. See U.N. Report on World Iron Ore Resources
a_mz' Their Utilization, New York, 1950. Another pertinent example is the manufacture of
light bulbs, which are made very cheaply by highly mechanized equipment. The capacity
of the smallest mechanized plant is such that three months’ operation would fulfil Columbia’s
present demand for a year. See IBRD, The Basis of the Development Program for Colunibia,
Washington, D.C. 1950, p. 93.
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This critical limit has often been attained before many of those domestic
industries have reached their optimum size, or realized significant economies
of scale. Furthermore, the small size of the domestic market has often limited
the possibilities of specialization among firms and industries, and has often
forced, as mentioned above, uneconomical vertical integration.

Where the market is small relative to the technological optimum, and
few entrepreneurs are likely to command the necessary capital requirements,
a high degree of concentration is likely to emerge from the early start of
industrialization. Available evidence suggests that, contrary to the widely
accepted thesis of the historical tendency toward concentration, a high degree
of concentration tends to emerge from the early start in newly industrializing
countries, particularly in the modern industry sector (!). This can be seen
from Table 19.

TABLE 19

DEGREE OF OUTPUT CONCENTRATION IN SELECTED
MANUFACTURING INDUSTRIES IN EGYPT, 1948

Cumulative percentage of output
conirolied by
Industry e S omsM 9 e
1 2 3 4 5
Iirms Firms Firms Firins Firms

COtEOT SPIMINGT o s wossa s 49 74 §6 91 —
Cotton weaving ............ — - 40 - —
Cement . i o va Sy aids 58 100 — — —
SUZAT CANG . 4. s cas w8 5ai 5 s 100 — =t — —_
Phosphate. .................. 100 — — =5 —
Food processing ............ 25 44 60 15 —
Cigarettes and tobacco........ 65 — — — 90
Shoe and floor polish ........ 44 59 73 81 o
KICOBBL e cn s s e wams duss 100 — —_ - —
PAPEN s sy g o svsn snese 56 78 - - — —

Source: Adapted from the Report of the Egyprian Commission on Industries, (in
Arabic), Cairo, 1948.

Although this high degree of concentration has been loosely referred to
as monopolistic, such an association breaks down when we account for the
domestic competition from handicraft industries and the foreign competition
from imports. The co-existence of handicraft production and modern factory

(1) Prof. F.A. Hayek has pointedly questioned the validity of this thesis by observing
that concentration “appeared first... in comparatively young industrial countries” which
seems to be true of many underdeveloped countries today. The Road to Serfdom (London:
Routledge and Sons, 1945), pp. 34-35.
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production in a considerable number of consumer goods industries, as can
be geen from Table 20, attests to the effectivengss of competition,

TABLE 20

PERCENTAGES OF HANDICRAFT AND FACTORY
PRODUCTION IN SELECTED INDUSTRIES

Handicraft Factory
Aty Production Production
Cotton Weaving .......ovvieeunnrecnneans 55.6 44 .4
Silk spinning & weaving ................ 33.3 66.7
BISHEXESME I, ot rsvehtat rsnscsonnssamivins i 318 o4 50.0 50.0
(one plant)
BROES : v ness T e TR S e S 64.0 36.0

Source: Adapted from the Report of the Egyptian Conunission on Industry, (in
Arabic), Cairo, 1948.

Further, the competition of imports in highly concentrated industries
might confront the lone factory producer with a more or less elastic demand.
The competitiveness of the industrial structure in an underdeveloped economy
seems to be more associated with the height of protectionism, the imperfec-
tions of the market and deliberate State action. It is under these artificial
shelters that a high degree of concentration tends to be associated with a high
degree of monopoly. And the erection as well as the intensification of these
barriers to competition seems to have be the prevailing tendency of economic
policyin Egypt as will be seen in Part VI.

The former analysis offers a concrete picture of the milieu in which the
manufacturer operates, and which has obviously conditioned the manufac-
turers’ behavior in the major areas of managerial policies viz., product policy,
price policy and promotional policy. The following discussion attempts to
provide a realistic description of these managerial policies as followed by
a typical Egyptian entrepreneur.

Product Policy

The major incentive for product development in highly industrialized
countries like the United States has largely stemmed from the manufacturers’
drive for generating new demand by making consumers dissatisfied with the
products in their possession. The typical American manufacturer, for instance,
does not take the size of the market for his product as datum as is usually
the case with typical manufacturers in an underdeveloped economy.
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The satisfaction of primary wants, such as hunger and shelter, is a definite
prerequisite to the creation ol new wants. Since the primary wants of the
majority of the Egyptian people are far from satisfied, domestic manufacturers
have found it impractical to engage in any serious attempts toward product
development. Even effective consumers of manufactures are not as responsive
to new products as is usually the case with consumers in developed economies.
This largely emanates from the fact that Egyptian consumers are more price
conscious than product-conscious. Furthermore, tastes are too highly indi-
vidualized that it is rather difficult for a new product to command a mass
appeal. Consumption habits are also deeply engrained in the culture pattern
which is far less adaptive than is usually the case in a developed economy like
the United States.

The possibilities of product development are furthermore seriously im-
paired by the intense competition from the established makes and brands of
world-famed manufactures. Domestic manufacturers are often at a compara-
tive disadvantage vis-a-vis foreign manufacturers who are equipped with
comprehensive research facilities made possible by the economies of large
scale.

One major factor impeding product development is the limited range
of raw materials available in the Egyptian economy. This is particularly signi-
ficant in view of the fact that material costs account for not less than 75 per
cent of manufacturing costs. An interesting and paradoxical case is that of
textile manufacturers. Owing to an embargo on foreign cotton, imposed by
agricultural interests, the Egyptian textile industry whose major product
is the cheap cloth, is forced to use the high quality Egyptian cotton to produce
low-quality textiles, which is naturally more expensive than its foreign sub-
stitutes. Further, the local manufacturer is unable to develop a full line of
high quality yarns by using the long staple cotton unless it is possible for him
to develop an export market. In such a market the Egyptian manufacturer
would likely be at a cost disadvantage vis-a-vis foreign competitors. Hence,
local manufacturers have been as yet unable to develop a reasonable full
line of textiles.

The handicaps met by food processing industries in developing a full
iine of dairy products are pronounced in the case of the Egyptian dairy in-
dustry. The supply of crude milk is insufficient and fluctuating; the milk is
impure; and facilities for refrigerating and transporting milk to the factories
are inadequate. Under such circumstances the development of a full line of
dairy products would require complete vertical integration of many manus
facturing processes, which in turn would call for larger capital requirement-
than can be raised by many local manufacturers.
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Another obstacle in the way of developing a fuller product line has been
the lack of necessary “know how” as to the possibilities of utilizing local
produce. Thus, to take one example, the development of a full line by the
paper industry was impeded by the lack of knowledge as to the possibility of
using rice straw for making papers which is currently used in making card-
board and wrapping paper. (1)

In a host of other cases (2) the lack of fundamental product research
facilities has tended to impede the development of a fuller product line. The
relatively small size of most manufacturers has rendered it economically
infeasible to undertake this important function. As a result, the government
was called upon at times to set up common product research facilities serving
an entire industry, such as the National Glass Research Institute.

In the very few cases where domestic producers have been successful
in diversifying their product line, common raw materials and common dijs-
tribution channels were primarily responsible for this success. The major
foreign oil companies operating in Egypt present an outstanding example
in this respect. A network of service stations has made product diversifica-
tion economically feasible. Vertical integration of production and distributive
facilities has at times resulted in excess capacity in distribution. Few manu-
facturers, however, have attempted to absorb such excess capacity by expanding
their product line as a result of the factors discussed above. Instead, imported
goods have been often used to absorb excess capacity in distribution and to
provide sufficient sales volume for successful operation.

In a few other cases product diversification was primarily motivated by
the desire of manufacturers to foster a monopolistic position. Expectedly,
for the established firm the cost of adding a new product to its line is relatively
much smaller than it is for a new entrant. Furthermore, few established large
firms have followed the practices of loss leaders, price cutting, and full-line
forcing in order to drive out competition. As soon as the firm secures a monopo-
listic position, it is likely to resort to a policy of charging what the traflic
will bear.

Paradoxically enough, many Egyptian industries, characterized by a
marked degree of excess production capacity, though still in their infancy,
make no attempt at diversifying their product lines. The extent of such excess
capacity may be observed in Table 21.

(1) In Japan rice straw is extensively used in manufacturing high quality paper. See
Report of Committee on Industry, Cairo, 1948, p. 236.

(2) These cases pertain largely to the following industries: spinning and weaving, food
processing, chemicals, and pharmaceuticals.
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TABLE 21

DEGREE OF UTILIZATION OF TOTAL STANDING
CAPACITY IN SELECTED INDUSTRIES

Per cent of Per cent of
Indusiry Utilized Industry Utilized

Capacity Capacity
Cotton ginning  ......... 35 Chocolate . ..oivaeis 52
Meat packing ............ 50 Vegetable oil  ....... 67
SUBAT oo o s dves g s 64 L 63
Food Canning............ 40 SHOES ovvcinis smimnmpins 67
Onion drying ............ 60 Cement ............ 70
Food processing ......... 21

Source: Adapted from the Report of the Egyptian Committee on Industries, Cairo
1948, pp. 91-400.

The inability of many manufacturers to mop up the excess capacity
characterizing the manufacturing sector is a prima facie evidence of the strength
of influences adversely affecting product development.

It is obvious in the light of the preceding analysis that the typical Egyptian
manufacturer does not have a product development policy in the accepted
sense of the term. This is unfortunate in view of the fact that industrialization
by way of developing new products through existing firms is more facile and
capital-saving than through establishing new firms or industries.

Price Policies

It is generally observed that a “restrictionist pattern™ of price policies
prevails among Egyptian managements. To most of these managers, the
managerial economy of a large volume of production and low prices seems
alien or unknown. Instead, prevailing price policies seem to depend upon high
profit margins to offset low turnover. It is not infrequently the case that ma-
nagement operates in the same way a speculator operates, viz., building up
inventories, offering it for sale one batch at a time, taking every sale as a com-
plete transaction in itself, trying to maximize profit per transaction which,
when finished liquidates itself. This conception of business could maximize
short run profit. But this way of operation could never ensure long run profit
maximization.

This way of operation might be rationalized on the grounds that the
market is so small and imperfect, the demand is so price-inelastic that manu-
facturers have no laternative except making the highest profit margin per
unit of sales. Since a low-price large-turnover policy is not likely, in the absence
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of rapidly rising income levels, to broaden their markets, and since no sub-
stantial economies of scale are likely to be readily forthcoming with expansion,
such a restrictionist price policy could be justified. That might be a theoretical
interpretation of the reasons why the typical industrial manager operates
on the twin assumptions of a low demand elasticity through time and constant
economies to scale. (1)

These assumptions do not seem entirely irrational or unjustifiable under
the prevailing conditions of underdevelopment stagnation as was presented
in Part I. Where the rate of growth of per capita income is, at best, insigni-
ficant, the consumption pattern would expectedly remain of the highly food-
drain type and the income-price elasticities of demand would remain low
through time.

Further, the attainment of major economies of scale might require a
big jump from a small to a big scale since a steady progression of economies
is not likely to materialize as would expectedly be the case in a small scale
plant adapted to some small “local” market, and managed by a single capitalist-
entrepreneur. The width of the gap between the small and the large optima
might be so great to attain by gradual growth (2), even when demand is grow-
ing,

However, this restrictionist type of price policies seems to be so established
that even in cases where it appears practicable to adopt the “promotional”
policies of large-volume-low-unit-profit, there has been marked reluctance
or outright resistance. An illustrating case is that of the cotton textile in-
dustry—an industry producing a popular consumption product which is
easily adaptable to mass production methods. A government initiated and
subsidized scheme to produce “standard low price cloth” for the masses of
Egyptian consumers was not popular with the manufacturers even when,
during the World War II, a clothing shortage had been second only to the
food shortage (3). The scheme was promptly discontinued when the war was
over,

The efficacy of the promotional type of price policies has been repeatedly
demonstrated by foreign enterprises operating in many underdeveloped coun-
tries. The experience of Sears, Roebuck in Brazil presents an interesting case
study. Under the pressure of an import embargo the Sears branch was forced

(1) For a more elaborate exposition of this hypothesis see Sherif, A.F., The Role of
Capital Formation In The Process of Industrialization, loc. cit., pp. 114-116.

(2) For a more elaborate exposition of this point, see E.A.G. Robinson, The Structure
of Competitive Industry, Cambridge, Nisbet & Co., 1945, pp. 121-124.

(3) For a similar case, see Gordon Griffiths, “India’s Economic Developmeni™, in
Towards World Prosperity, Ezekiel M. (ed.) New York: Harper & Brothers, 1947, p. 272.
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to produce locally many items. Mass production of items never mass produced
before in Brazil had been achieved in a wide variety of lines creating new de-
mands and developing mass consumption in items never mass-consumed
before (1). This was made possible by a promotional price policy.

The reluctance of native entrepreneurs to adopt the promotional type
of price policies can be traced back in part to the burden of some cultural
lag in managerial methods and outlook. Their orientation has been essentially
technological; to “manufacture” the products which they have haphazardly
decided to produce, with little regard for the demands and tastes of consumers.
In large industrial corporations, managerial positions are mainly manned by
engineers. Paradoxically enough, Egypt is woefully lacking in “managerial
know-how” in almost every field of professional management specialization,
whereas it is relatively surfeited with well-trained engineers. No wonder that
Egyptian management has been as yet almost completely production-minded.
The attitude of management toward marketing still exhibits a “trading men-
tality” that looks upon the process of marketing as largely a physical process,
almost entirely devoid of planning and research considerations. The alterna-
tive concept of market planning and delibertate manipulation is virtually
unknown.

Whenever such marketing know-how is to be made available (2), some
resistance is likely to be encountered owing to a low propensity to innovate
or assimilate innovations on the part of Egyptian management. This is in
part the result of a market structure that exerts on management little or no
pressure to realize a high rate of profit only through innovations designed
to expand the volume of sales and to keep average costs down.

Broadly speaking, it may be said that Egyptian industry has proved highly
profitable. In two series covering twenty-one companies with an aggregate
capital of L.E. 7,721,000 declared net profits averaged 13 per cent of share
capital in the pre-war period and over 20 per cent in the war and post-war
years. (3) A more comprehensive study put the average percentage return
on capital in sheltered industries in the depression years 1928-39 at 11..1 per cc‘nt,
with reserves amounting to 23.9 per cent of capital (4). Ano.ther 111ustra't1ng
example is the textile industry; in 1950 twenty-one firms with a combined

(1) For a detailed description see: “Sears Roebuck in Brazil”, Fortune, 1950.

(2) A Productivity Center and Vocational Training Center has been recently set up
in Egypt under the auspices of the Egyptian government and ILO, with the explicit objective
of disseminating such know-how.

(3) C. Issawi and F. Rosenfeld, “Company Profits in Egypt 1929-1939”, L’Egypte
Contemporaine, Cairo, 1941.

(4) M.M. Hamdy, Statistical Survey of the Development of Capital Investment in Egypt
Since 1880, an unpublished Ph. D. dissertation presented to the University of London, 1943.
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capital of L.E. 11,255,000 had reserves of L.E. 4,273,000 and net profits of
L.E. 2,445,000. (1)

Compared with other countries, Egyptian industry has proved not only
highly profitable, but also the rate of profit has proved highly stable. The
index of net profits fell from 128 in 1929 to 67 in 1931, but recovered to 87
the following year, and by 1939 had returned to 125. The index had risen
from 100 in 1938 to 229 in 1943, showed little change between that year and
1950. The stability of the rate of profit is due to the fact Egypt’s industrial
structure produces almost entirely for the domestic market, is heavily protected,
is highly monopolistic, and that in the main it ministers to very simple needs
and highly inelastic demands.

Growing in a atmosphere of protectionism, a high-cost industrial struc-
ture once developed tends to perpetuate itself in a vicious circle of high-costs-
high-prices, a narrow market and high-costs and so on. The fewness of the
competing units, if at all, together with the high degree of protection and the
continuing bias toward inflation tend to reduce incentives to improve effi-
ciency, to foster excessive profit margins, high prices and a further restriction

of the size of the market.

Protectionism tends, under these conditions, by limiting the competition
of imports, to be the effective means available to a “sheltered”, government-
dependent management to increase the rate of profit. Since the early start
of industrialization in 1930 the rate of tariffl on competing imports has been
progressively rising. This growing protectionsim has progressively resulted
in a mere rise in domestic prices rather than the expansion of domestic pro-
duction; or, at best, the expansion of production tends to be proportionately
smaller than the rise in prices. Thus, a high degree of protectionism would
foster a high-cost structure which perpetuates itself through the vicious circle

of high-cost high-prices.

In leading industrial countries like the United States, a progressive,
independent management has successded, through a continous series of
innovations, in lowering the average per unit cost. This has made
possible the lowering of prices through time. Generalizing the benefits
to the mass of consumers through a low price policy has made possible,
in view of a high and rising elasticity of demand, the progressive expansion
of the volume of sales. This, again, has made possible a further lowering in
f:osts through the adoption of mass production methods. The end product
1S a “virtuous circle” in which lower prices has made possible the lowering
of costs and the lowering of costs has made further lowering in prices possible.

(1) National Bank of Egypt, Economic Bulletin, No. 3, 1951.
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Where such a virtuous circle is unlikely to obtain as is expectedly the
case where management departs from this pattern of business policies,
the whole process of industrialization is likely to be self-defeating.

Promotional Policies

Promotional policies is the third important facet of competition embodied
in conscious managerial action in a developed economy. In contrast, such a
policy does not usually receive deserved attention in underdeveloped countries.

As mentioned before, the orientation of Egyptian manufacturers has
been in the main part technological. Their line of thinking and behavior
reflects a statment allegedly made by Henry Ford in the days of the Model
T, that “the public can have any color of car they like so long as it is black™.

The reluctance of domestic manufacturers to study and appraise consumer
demand and needs has been additionally fostered by many stumbling diffi-
culties in the face of some attempts toward market analysis and marketing
research .Thus, there is a surprising scarcity of even the most fundamental
basic data needed in good marketing research, such as an adequate census
of distribution.

While secondary information is inadequate, primary information is
often very difficult to collect. A quotation from an American writer may
indicate the magnitude of these difficulties:

“There is a saying among Egyptian advertising men that Allah made
the world in seven days but that he certainly would not attempt to com-
plete a market survey in Egypt in the same period of time. Actually,
he could T suppose, but he would be very tired indeed after the effort.
First of all, research in Egypt is handicapped by a lack of trained research
specialists and by a lack of likely interviewers. The sexes do not associate
as freely in Egypt, and for that matter all through the Near East, as they
do in America or Europe. And the male interviewer who rings a doorbell
there and asks to see the lady of the house will decide that Daniel was
a piker when he faced the lions in their den. Female interviewers with
even a slight appreciation of business problems or the meaning of research
are practically non-existent, and even if they are employed to do such
work, their love of gossip and refreshments not only carries with it the
danger of disclosures but it certainly casts doubts on the dependability
of the data. Due to these facts, it is almost impossible to get the opinions
or attitudes of the feminine half of the Egyptian population.”

“The psychological attitude of the lower classes in Egypt toward
any one who is well dressed is a grave handicap to good research. Yet,
it is obvious that your investigator can hardly be expected to go around
disguised as a fellah. The lower classes resent and fear having questions
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fired at them by one whom they consider a superior, and they particularly
resent giving answers to questions on printed forms. The time required to
explain away these fears usually only tends to convince the respondent
that the interviewer is a tax collector trying to get his meager savings.
Unfortun- ately, the higher classes react almost the same way, because
they feel they have more to hide. A Bey or Pasha will usually merely
shrug his shoulders and refuse to answer silly questions put to him by an
inferior. Naturally, doing consumer investigations under these handicaps
is most discouraging but it does not mean that marketing research
of other types cannot be carried out in Egypt. However, even business
executives are quite skeptical of any inquiries, and the few business facts
available have to be secured from official sources or from the few advanced
executives who understand the implications of marketing research”. (1)

The importance of advertising as a necessary sales push required to attain
economic levels of production is not fully realized by many domestic manu-
facturers. Thus, out of an aggregate national income of around 856 million
pounds, only an estimated (2) amount of 1.1 million is spent on advertising.
This per cent (approximately 0.14%) is obviously much smaller than that
observed in a highly developed and competitive economy like that of the
United States (3).

Four major newspapers account for about 73 per cent of total press
advertising expenditure, with two of these having each a circulation in excess
of 100,000. There are only four relatively important national magazines with
a total combined circulation slightly higher than 120,000. Publicity by posters,
billboards, and cinemas is found only in the major urban centers, and has
expanded rather rapidly in recent years.

Most of the advertised goods and services are electrical household ap-
pliances, automobiles, proprietary remedies, cosmetics, and air transportation.
These items account for over 70 per cent of the total advertising expenditure.
Obviously, a large part, if not all of these items, are imported. Hence, do-
mestic manufacturers are responsible for only a meager proportion of the
aggregate advertising effort.

(1) Virgil D. Reed, “International Marketing Research”, a speech given before the
International Advertising Convention, New York City, October 6, 1949,

While some of the difficulties enumerated in the above quotation are pertinent, they
are somewhat exaggerated. Some successful marketing and other business inquiries and Te-
search have been undertaken by University men with the help of students. Thus, a readership
survey was made at one school, and a statistical study of advertising expenditures was con-
ducted at another.

(2) A. A. El-Sherbini, Some Research on Advertising in Egypt, loc. cit.

(3) Annual advertising expenditures in the United Stated States during the inter-war
period averaged 3 per cent of national income. See H. Zeisel, “U.S. Advertising Volume
Passes 5 Billions, Hits New High”, Printers’ Ink, June 16, 1950, pp. 28-30,
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There are no advertising agencies in the accepted sense of the word. The
one or two agencies that operate in Egypt may be described as simple space
brokers. They have as yet failed to provide a minimum of services to adver-
tisers such as media, copy, and marketing research. No advertising is
permitted over the State-operated radio broadcasting system. The growth
of advertising agencies might well be enhanced if radio commercials are
perpitted, subject to control over the types of products advertised and the
accuracy of advertisers’ claims.

Many domestic manufacturers and retailers regard advertising as an
unnecessary expense. They tend to spend on advertising only whenever there
are ample profits. Thus, there scems to be a direct positive-relationship bet-
ween advertising and prevailing business conditions. Only a few department
stores and specialty shops are reasonably firm believers in the results attained
by direct-action advertising. This type of advertising is generally used on
special occasions such as annual sales.

Domestic manufacturers using indirect-action advertising to develop
consumer familiarity with certain brands are usually impatient and expect
quick results. They usually employ too thin schedules with resulting dissipa-
tion in advertising expenditure. Even those who have succesed to builc.I up
brand reputation by investing substantial amounts in thick- advertising
schedules, frequently fail to coordinate their advertising effort with the other
elements that constitute their marketing mix. For instance, there is often little
or no tie-in between brand advertising and point-of-purchase promotio:}.
Indeed, point-of-purchase promotion is seriously neglected by domestic
manufacturers due to a lack of appreciation as to its significance (1). !Jnat-
tractive packaging and the multiplicity of small shops with inadequate display
facilities also make point-of-purchase promotion a difficult task.

The possibilities of developing wants for new products throu_gh indirect-
action advertising designed to stimulate primary, rather than selective, demand
in an underdeveloped country are very limited. For a new ?vant, whether
deep-seated or superficial, to become a part of the c?nsumpnon pattem‘ of
people in an underdeveloped country, it has to fit with goo-ds and services
or with values already present. (2) Consumers are thus hesitant to mc-lulge
in experimental spending even under the pressure of a barrage of educatm.nal
and want-developing advertising. Under such circumstances, demon.stranon
becomes the single sharp tool available to the manufacturer who wishes to

develop new wants among CONSumers.

(1) Perhaps the Coca Cola Co. has been the first major producer to introduce the inno-
vation of point-of-sale promotion. ‘

(2) See Elizabeth E. Hoyt, “Want Development in Undeveloped Areas”, The Journal
of Political Economy, Vol. LIX, No. 3, June 1951, pp. 194-202,
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Few domestic manufacturers take cognizance of the basic principles of
sales management. As mentioned before, the entire selling function is frequently
shifted to a wholesaler or a functional middleman. The assignment of sales
quotas to salesmen and the establishment of sales controls are given little
or no attention. The use of missionary salesmen to orient retailers and secure
their cooperation is an unknown art to many domestic manufacturers.

In the context of the preceding analysis, the manufacturer might seem
justified in discounting the efficacy of his promotional policies, if any. Under
the best of circumstances he is likely to effect a very small shift in the demand
for his product through his promotional effort. Hence, intensive promotional
effort is neither profitable nor effective.



PART VI

GOVERNMENT REGULATION AND CONTROL
OF MARKETING ACTIVITIES

The ethics of competition are not an integral part of the Egyptian cul-
ture (1) In fact, the whole notion of competition is a Western heritage that
might find its origin in Protestant ethics which are totally foreign to an oriental-
Islamic culture pattern. An oriental culture tends to be more geared to co-
operation than to competition. (2) Cooperation is generally taken to be more
beneficient than the optimum norms of competition (3) Therefore, fewer
adherents to the ethics and virtues of competition are likely to be encountered
in the oriental milieu of the Egyptian economy.

The public has not developed a pro-competition attitude like that of the
American public, even though 70 per cent of the total population live under
almost perfect competition in the agricultural sector. When the issue of com-
petition versus monopoly has ever come up as an issue of public policy, the
public has never expressed a sentiment for its virtues. The whole idea of compe-
tition has its roots in the tradition of freedom, individualism, and the revolt
against authoritarianism which are not highly valued in the oriental culture.

It should not, therefore, look strange to find public condemnation of
competition from official policy-makers and, of course, spokesmen for Egyp-

(1) By contrast, competition is generally regarded as an integral part of the American
cu.lture. For a standard statement see E.A. Duddy and D.A. Revzan, Marketing, McGraw-
Hill Book Company, New York, 1947, p. 579.

(2) Perhaps Alfred Marshall himself would sympathize with this oriental doctrine on
the grounds that “even constructive competition is less beneficient than ideal altruistic co-
operation”, since “in a world in which all men were perfectly virtuous, competition would
be out of place... Men would think only of their duties... Strong producers could casily bear
a touch of hardship; so they would wish that their weaker neighbors, while producing less
should consume more. Happy in this thought, they would work for the general good with
all the energy, the inventiveness, and the eager initiative that belonged to them':.. Hence,
“If competition is contrasted with energetic cooperation... then even the best forms of com-
petition are relatively evil; while its harsher and meaner forms are hateful”. See Alfred
Marshall, Principles of Economics, McMillan & Co., London, 1938, pp. 8-9.

(3) Such a doctrine is not peculiar to Egyptian culture, but seems to embrace other
areas of the world. See F.S. Furnivall, “Cooperation, Competition, and Isolation In the
Economic Sphere”, in South Asia In The World Today, F.S. Furnivall et, al., The University

of Chicago Press, Chicago 1949, pp. 63-85.
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tian industrialists. (1) Tt was repeatedly announced by responsible ministers
of commerce and industry that “the Government urges amalgamation, merger,
and absorbtions of smaller units by larger concerns”. This would lead, ac-
cording to them, “to reduction in production costs and prices, thereby enhancing
the power of the industry to withstand the onslaught of foreign competition”.

Evidently, the major source of competition in a newly industrializing
economy like Egypt is foreign competition, since a high degree of concentra-
tion is at times inevitable in the modern industry sector. Considering the
fact that competition from handicraft and small-scale industry is of minor
significance and on the wane, effective competition could only ensue from
foreign manufacturers. However, “foreign™ competition is formally looked
upon as bad, just because it is foreign. As such, this competition would hinder
the growth of “national” industries.

Government Policy Toward Monopoly

Briefly put, the attitude of the government toward monopoly had been
protective and promotive rather than regulatory. The government has actively
promoted monopoly even when private attempts at cartellization failed. In
cotton ginning, the presence of excess capacity led to intense price wars, As
early as 1905 several attempts at curtailment of competition were made, but
with no avail, owing to the abundance of small poorly equipped mills side
by side with large modern firms. The former, with very low overheads in an
industry characterized by the absence of marked economies of scale, were
prone to cut prices to levels which the latter considered “uneconomical®,
The unequal size of mills together with their multiplicity have militated against
the several private attempts at trustification. However, under the aegis of the
government and with its full moral support, a cartel was formed in 1937 with
the explicit formal object of endeavoring “to raise the rates charged and to
put an end to the “deadly” competition reigning in the industry”. (2)

In several other cases, the government has legalized, or, has at least,
“let alone™ cartel agreements concluded privately and without its active sup-
port. Cotton pressing has, with a short interval of rate war between the two
leading firms, always operated under cartel agreements. These agreements
provide for rate stabilization, apportionment of quotas and the granting of

(1) Dr. Levi, an ex-Secretary of the Bgyptian Federation of Industries has criticized
the rayon branch of the textile industry because of the prevalence of competition. Again,
he has referred to the efforts of the Federation to develop “the spirit of cooperation’ among
industrialists. See L'Egypte Contemporaine, Vol. XXVII, p. 604, and Vol. XXXI, p.505.

(2) A.AL El-Gritly, “The Structure of Modern Industry in Egypt”, L'Egypte Con-
temporaine, Nov, - Dec., 1947., pp. 504.
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deferred rebates, with full government sanction. Joint selling agreements and
organizations concluded by hitherto competing firms have been widely and
legally practiced. In cotton spinning and weaving, the two largest firms have,
since 1934, marketed their products through a joint selling organization. This
organization had come, together with high tariff barriers, to “stem the tide”
of “foreign” competition. The cement industry consists of two large firms,
linked by a cartel agreement and operating through a joint selling organiza-
tion. The salt industry was a duopoly, linked since 1907 by a sales agreement.
Sales agreements also exist between the two leading brick companies, and

between the oligopolistic plaster producers as well as other building materials
producers.

There are also several instances of holding companies, amalgamation
and mergers effected with full government support or, at least, sanction. The
cigarette industry, once highly competitive, has become more and more con-
centrated through merger as well as the formation of a major holding company.
At present, the Eastern Company has a controlling interest in nine cigarette
companies accounting for 65 per cent of total output. In the beer industry,
the amalgamation of the two large Cairo breweries in 1939 was followed by
a selling agreement with the Alexandria brewery. An imposing monopoly
of the classical type is the sugar monopoly which developed its stranglehold
on the industry through amalgamation and merger.

Although these “domestic’ monopolies were deliberately fostered under
the pretext of strengthening the competitive position of domestic Pdeuc‘_‘-fS
vis-a-vis foreign ones, some foreign monopolies operate in Egypt, either in-
dependently or in association with local capital. Thus, the Angl.o-American
Tobacco Company has an important interest in the cigarette combine, Eastern
Company. The British combines in the textile finishing trades, such as Calico
Printers and the Bradford Dyers Association, are heavily 111"'31_’3“3‘1 in .the
finishing section of the Egyptian textile industry. The Imperla_.l Chemjf:al
Industries has important direct investment and is a shareholder in Egyptian
Copper Works. It has selling agreements with Egyptian Sal.t and Soda Com-
pany and its subsidiary, the Societe Financiere et Industriclle, for the sa}e
of acids and other chemical products. In short, affiliations between domestic
and foreign enterprises in one form or another, whatever its advantages may
be, tends to promote monopoly.

All these restrictive practices, together with others - W?n’ -such as inter-
locking directorates, exchange of shares and price discrimination, were ex-
tensively adopted by Egypt’s infant industries with the full sanction of the
government. Industrialization seems to have, thus far, increased the degree
of monopoly in an important sector of the economy, namely, the modern
industry sector.
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Regulation of Trade Practices

The notion of unfair trade practices is confined to its earlier ethical sense,
involving fraud or misrepresentation. There has been little or practically no
recognition of fairness as involving the use of any practice restricting actually
or potentially the normal operation of competition.

Regardless of the fact that small business looms large in the Egyptian
economy, government regulations have not been so designed as to protect
small producers from large ones by ensuring the frec play of competition.
Thus, there have been several instances of price discrimination, differential
treatment, exclusive leasing or representation, and many other types of dis-
counts and allowances that lack reasonable cost-saving rationale.

In view of the absence of any definite anti-trust legislation, there is ample
room for unfair practices such as bribing, enticing away cmployees of com-
petitors, procuring their secrets by espinage and similar tactics, and making
false and disparaging statements with respect to their products. In the same
way the legislator has left many gaps making possible the use of threats or
intimidations, boycotts, coercive practices, buying up supplies for hampering
competitors, and compelling resale price maintenance. These practices arec
likely to be used by large concerns and thus would tend to adversely affect
the small businessman.

As mentioned above, there has been little or no interference on the part
of the Government to restrict attempts at combinations, agreements of com-
petitors to fix, enhance, depress, or maintain prices, and divide markets or
close it to competitors. Thus, until very recently, there had been no regulatory
measures against manipulations in organized markets, particularly in cotton
trading, by powerfully financed speculators who occasionaly interfered with
open-market competition. However, some measures have been taken very
recently to correct the abuses of speculation and to keep the market from
falling under the control of a few large interests.

It may be stated that most regulatory measures are mainly concerned
with providing the consumer with a minimum of protection. These regulations
relate in part to setting and enforcing standards of weights and measures and
establishing commodity grades, particularly for cotton. They also attempt
to prevent adulteration and the sale of products harmful to public health,
misrepresentation of grades, misbranding, faulty weighing, and misuse of
credit instruments,

Regulations designed to protect the consumer, however, are far from
adequate. There is ample room for regulatory action to control the use of
false advertising, misleading propaganda, misbranding, and particularly
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representing products as has been made abroad whereas they are of domestic
origin. Not infrequently, consumers are led to believe that they are being of-
fered an opportunity to make purchases under unusually favorable conditions
when such is not the case.

The lack of adequate regulatory measures designed to preclude unfair
trade practices has accounted for a substantial social cost born by the ultimate
consumer, with no apparent social benefits. A loss of incentive for efficiency
and a marked indifference on the part of producers to consumers’ tastes and
desires are the outcome of the absence of fair and effective competition.

Government Aids

Contrary tothe situation encountered in adeveloped economy, government
policies toward business are largely oriented to protection and promotion
rather than to regulation. Perhaps a sellers” market may justify the government
in orienting its policies to the producer instead of the consumer. At any rate,
the consumer is no sovereign in the Egyptian economy. Rather, it is the pro-
ducer that reigns.

In contrast to those of many underdeveloped economies, such as Turkey,
Iran, and Chile, the Egyptian government has largely (!) refrained from
assuming direct entreprencurial functions by directly promoting and operating
new enterprises. In the face of it, this might seem to be a free-enterprise-policy.
Upon closer examination, however, it is found to be neither “free” nor “ent-
erprising”. Having refrained from direct participation, the government has-
sumed a paternalistic attitude toward business. Government aid is, therefore,
none the less effective for being indirect.

The Egyptian government furnishes “aid” to industry by means of tariffs.
import restrictions, foreign exchange licences, direct subsidies, tax and fiscal
reliefs. The rationale of all these measures is to provide a “favourable environ-
ment” for direct private investment in industry. Undoubtedly, such measures
help enhance the rate of return on invested capital in sheltered industries.
But this might not be the most effective means of enhancing their growth.

The most important single measure of aid has been tariff protection.
Over the last 25 years, duties on “foreign’ manufactures competing with
“national” industries, such as textiles, shoes, glass, and sugar were repeatedly
and progressively raised, and this process is likely to continue for a long time
to come. Indirect taxes, accounting for 55 per cent of government receipts,

(1) The only exception is the government-owned and operated Suez oil refinery.
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are a tempting and easy source of revenue. The unfavorable redistributive
effect of such regressive taxation combined with the high price policy of shel-
tered manufacturers conspire to hurt the purchasing power of the masses and,
in turn, to curb the size of the domestic market. Thus, in 1946 the price of
locally produced sugar was nearly twice the world price; similarly “local
prices” of matches, varnishes, confectionery, cotton textiles, woolens, rayon,
canned fruits and vegetables, to mention only some leading examples, are
well above import prices. (1) Undoubtedly, it is largely owing to such restric-
tive type of aid that most sections of Egyptian industries have withstood the
“intensified” foreign competition.

Not only does this protective policy curb the buying power of the magg
of Egyptian consumers in the short run, but it also is likely to present a drag
on their capacity to consume over the longer pull as well.

Growing in an atmosphere of protectionism, sheltered by high tariff
walls, a prohibitive system of exchange regulations and import quota, Egyp-
tian management has grown too dependent on government aid, direction and
outright handouts. Management, under these conditions, is likely to cultivate
the peculiar habit of looking toward government for aid and help whenever
it faces a managerial problem. Also, whenever foreign competition becomes
intense, and to domestic businessmen it always is, management turns to the
government for further aid. It is fairly unexpected of a management operating
in such an atmosphere to recognize the managerial problems it ought to re-
cognize, or to perform the managerial functions it ought to be performing.
It is infeasible that such a management would develop a drive for increasing
efficiency and/or promoting a larger volume of sales.

Typical of the attitude of management in a protective environment like
that prevailing in Egypt is the following statement by the Egyptian Federation
of Industries: “The weaknesses of industry in Egypt do not lie in the organi-
?ation structure of existing plants, managerial methods, systems and procedures
Inasmuch as they lie in the legislative and administrative environment, in
techmlogical education, in saving-investment and credit conditions, in
taxation laws and similar broad problems which would require a more rational
revision of existing legislation. (2) Except for the fact that the Federation’s
conception of a rational revision of existing lesgislation is likely to involve
More aids, subsidies and the like as well as lesser tax and “welfare” burdens,
the statement could be largely true. Nevertheless, it is neither rational nor
T e

(1) Charles Issawi, loc. cit., p. 169.

Cairc()%)pérllgml Yearbook of the Egyptian Federation of Industries, 1952-1953 (in Arabic),
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true to discount or belittle the “weaknesses™ arising within management dis-
cretion owing to the atmosphere of protectionism in which industry operates.

Lacking the continuous pressures of competition, and highly dependent
upon governmental paternalism, the competitive innovating-promotional
outlook of a dynamic management has become alien to the Egyptian entrep-
reneur. He does not naturally think of extending markets by reducing costs
and prices, and is rather monopolistically minded, bent on securing profits by
charging high prices and restricting the volume of sales. Whatever may be
the potency of the arguments for infant industry protection, this protectionist
attitude of management is one of the major problems to be reckoned with
when the longer run prospects of growth are to be appraised.

Although the protectionist policy of government seems to have indirectly
favored the development of a stagnant and a highly dependent management,
thus, inhibiting productivity, it also seems that such a policy has promoted
outright inefficiency and a lop-sided cost structure in many cases as well.
Many industries which can possibly operate efficiently are forced for protec-
tionist reasons to procure their materials at high prices from domestic sup-
pliers. This applies to sugar refining, confectionary, cotton spinning and weav-
ing, and silk and rayon weaving. In general, it may be said that the attempt
simultaneously to protect both agriculture and industry has deprived the latter
of many of his “benefits” of tariff protection. Thus, until recently, high import
duties on heat raised the cost of living and hence wage costs.

Further, Government protectionist policies have been lacking in consis-
tency and direction. On the one hand, industry has been aided by generous
depreciation charges and tax reliefs. On the other hand, the predominan-
ce of the landed interests before the New Regime has led to the shifting of
the “direct” tax burden from agriculture to industry. Thus, according to
the perhaps not imperfectly impartial president of the EFI, L.E. :.20 million
was collected in direct taxes on industry in 1945, compared with L.E. 5
million from agriculture, although agricultural net income was four times as
high as industrial (1).

In an attempt to reconcile both these opposing interests, as well as to
raise revenue, high excise duties have been levied on such staple articles as
sugar, cement, and kerosene. Also, tariff on imports of consumer goods has
been repeatedly stepped up. Thus, the burden of this unhappy — and perhaps
ugly compromise—is easily shifted to the Egyptian consumer who, to say the
least, is not sovereign in his own economy.

(1) Hafez Afifi, “Industrial Progress in Egypt and Its Effect on Labour and Social
Conditions”, Address before U.N. Social welfare Seminar (Beirut, August 26, 1949).
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Restrictive Versus Promotional Assistance

As mentioned above, the government has actively sponsored some cartel
arrangements and trustification plans. But it has seldom intervened, or used
its power over these cartels to enforce or foster or even encourage standardiza-
tion and rationalization, although the possibilities of inducing greater effi-
ciency and larger volume via such measures are fairly known and ample

Thus, the Government Commission on Industry reports that the chocolate
industry uses many moulds unnecessarily, while the Federation of Industries
deplores the lack of standardization in the newly-established steel mills and
in metal products. Yet, no assistance through such “promotional” measures
is consistently attempted. On the other hand, in 1951 the government did
cooperate with the Chamber of Commerce in grading and standardizing the
soap industry. Nor, except in war-time and during certain emergencies, hag
any attempt been made to “induce” manufacturers to produce “less profitable”
but socially more necessary products, such as cotton cloth for mass consumption,

From the foregoing, it appears that Egyptian manufacturing industries
have reached a state of temporary and precarious equilibrium. On the whole,
the critical limit of growth has been attained. For further growth to take place,
the domestic market has to be developed and/or export markets have to be
penetrated. This is not a task for a stagnant, unenterprising and a highly de-
pendent management. Nor, is it favored by protectionist and restrictive
measures of assistance such as tariff protection, import quotas and the like

Government assistance has to be designed to promote a growing volume
of demand by discouraging the existing managerial economy of high-cost,
high-profit-margins and high prices. A minimum of sovereignty has to be
granted typical Egyptian consumers. In fact, the climate of public opinion
has developed an adverse attitude toward these anti social managerial policies.
High prices associated with high industrial profits have caused discord, shar-
pened class antagonism, and made industry and industrial capitalism at such
arelatively early stage of industrialization, thus far achieved, highly unpopular.
This growing hostility is likely to creep into government policies the spirit
of legislation and administrative practice.

It is high time for Egyptian management to recast its anti-social policies,
with the fu] realization that “it can only justify its existence and authority
by the economic results it produces”. (1) It is the task of government to help
Provide a competitive environment in which this realization, through the shock
effect of competition, is likely to develop.

————
(1) Peter Drucker, The Practice of Management, Heinemann, London, 1955, p. s,
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This does not necessarily imply the abandonment of infant industries
without “protection’”. But it means that the protection would be in specific
froms which are more conducive to efficient management by the provision
of external economies like research and prospecting services, the establishment
of pilot plants, management development and training, disseminating and
pemonstrating new managerial know-how.



PART VIl

GENERAL APPRAISAL

It is beyond questioning that the overall objective of an underdeveloped
economy like Egypt is to effect a sustained increase in per capita real income.
Time and again, it has been stated that the “narrowness or limited size of the
domestic market” is the major bottleneck hindering industrialization which
is generally regarded as the only way out of underdevelopment stagnation.

However, the modus operandi through which a limited size of the market
inhibits economic development and the role of marketing know-how in re-
moving this bottleneck is very little known or even appreciated. How does
the narrowness of the market condition the industrial structure; limit the rate
of growth of new industries; influence the cost structure, the possibilities of
specialization, integration and similar issues. Perhaps, more significant, what
is the narrowness of the market, how to measure it, how to account for it and
in turn how does the market get less narrow or less limited ? Is it the product
of major exogenous variables like population size, structure and trends, or
income level and trend and similar aggregates ? Or is it in part the product
of endogenous variables which largely lie within the area of managerial dis-
cretion. These are still largely unexplored questions and hypotheses which
perplex the marketing expert in appraising the effectiveness of the marketing
System in an underdeveloped economy.

Seemingly, management in Egypt does not consider as objectives-pro-
moting a growing volume of sales and effecting progressive cost economies
through subsequent expansion which are the stated and fully recognized ob-
jectives of a dynamic management. Instead, management operates on the
twin assumptions of a limited inelastic demand and constant economies of
scale. That is, management considers that promoting a larger volume of
sales and effecting substantial cost reduction through expansion are unattaina-

ble if at a recognized, objectives.

Lack of recognition of these strategic objectives is the outcome of a limited
managerial horizon, narrow entrepreneurial perspective and a marked aversion
tO'creative innovation. The question is not the lack of specific managerial
skills, or the know-how bearing upon particular techniques and procedures,
though these are, at times, woefully lacking. In fact, the question is more
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far-reaching; it involves unawareness of what management really is, or what
management actually does. It is the lack of drive for developing new products,
new organizations, expanding and finding new markets, new promotion and
new raw materials. It is easy as well as tempting to discount the significance
of this intangible, and perhaps vague, management factor as the strategic
limitation upon the “size of the market” when low purchasing power, popula-
tion structure and the like are accounted for. Yet, it is a factor that looms
large in Egypt’s case.

The experience of industrialization in Egypt seems to support the validity
of this hypothesis. Thus far, 25 years of industrialization in Egypt has failed
to generate a rising per capita real income necessary to sustain it. This can be
partly traced to such exogenous variables as population explosion, low rate
of capital formation and the like. However, prevailing managerial policies
account largely for this failure.

With the advent of industrialization, a host of new industries, characterized
by a low capital-intensity, relatively small scale and low technological re-
quirements, were set up. They experienced, thanks to government sheltering
and aids of different kinds, a relatively rapid rate of growth. The rate of growth
has tapered off as soon as the point of import-displacement was reached. This
critical point has been reached under the impetus of import shortage during
World War II. Once this critical limit was reached, these industries have de-
veloped many symptoms of strain and disequilibrium manifested in a substan-
tial excess capacity, a high rate of inventory accumulation, culminating in
a relatively high rate of business failure. These manifestations can only mean
one thing, namely, that management has failed to perform its major function.

Operating on the assumption of a limited and inelastic demand for his
products, the typical manufacturer attempts at maximizing profit per unit
at the expense of a larger volume. Taking the volume of d?mand as datum,
management clings to a passive attitude toward the three major t0_015 t.hut can
be used to manipulate the volume of sales. Thus, his price I-JOII.CY is skimming
rather than penetrating, contractionist rather than expa:}smx’nst and, on the
whole, highly rigid. By the same token, his product policy is stagnant and
sluggish rather than developmental and aggressive. A.lso,. his pronlnotional
policy is highly erratic; lacking design, planning, coordination and direction.

Lacking an adequate conception of market planning, sufficient willin-
gness to perform effectively his marketing function and the necessary know-
how for such operations, the manufacturer tends to shift these functions to
the intermediaries. Those intermediaries are bound to operate on a small
scale since the prospective volume of sales is too small to warrant the establish-
ment of a well-organized, large-scale, and integrated sales-and-service organiza-
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tion. On the other hand, distributors equipped with the best merchandizing
experience usually engage in marketing manufactured products of foreign
origin, and display little interest in handling or pushing domestic manufactures
for the same reason.

The prevalence of small scale operations at every stage of the production
and distribution processes has resulted in a proliferation of middlemen, each
depending upon high margins to offset lower turnover. The inevitable outcome
of such marketing organization is a markedly low productivity in distribution.
This, combined with low productivity in production as a result of small scale
operation, results in a high-cost structure, perpetuating the vicious circle of
high-cost high-prices and, in turn, inhibiting the growth of domestic market.

However, certain factors beyond the control of management also affect
the attainment of its basic objectives, namely, to promote a larger volume of
sale and effect cost economies through expansion. Following Marshall, these
factors are called external economies or diseconomies, according as they
serve to decrease or to increase the distribution costs. Obviously, external
diseconomies are likely to emanate from a transport system which is oriented .
to serve an export market, a communication system developed to reach ex-
clusively urban inhabitants and marketing facilities that are highly concen-
trated in urban centers.

The government can play a major part in the rationalization of marketing
procedures by providing private enterprise with external economies through
development of an adequate transportation, communication and the like,
The provision of other external economies can be effected through better pro-
cessing, grading, standardization, and storage facilities, as well as compre-
bensive research facilities provided by the Government.

: However, the critical problem of marketing in an underdeveloped economy.
18 not that of an evolutionary rationalization of marketing methods, procedures,
and institutions; but rather one of effecting a revolutionary change in mana-
gerial outlook that would help develop a mass market.

The small size of existing market has been widely recognized as a major
limitation upon the process of economic development. The conventional
feasoning, however, runs in terms of: low productivity, particularly in agri-
culture, low per capita income, limited' disposable income, and’ inevitably
4 Narrow market, Thus, the conclusion would naturally follow that “... the
development of more efficient, large-scale distribution must follow rather
than precede the development of efficient manufacturing and agricultural
Industrieg,» )

_*_—'—‘——_

M w., Nicholls, “Domestic Trade in an Uhderdevcloped Country”, Journal of

Political Ef-‘OﬂOmy, Vol. LIX, December 1951, p. 479.
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In many respects this notion and the conclusion following therefrom
rests upon an inadequate concept. Admittedly economic development would
have to wait upon a significant rise in overall productivity via the adoption
of new production methods, i.c., a revolution in production. However, in the
words of Henry Ford, the “requisites’ of this production revolution lie in the
marketing area, since ... the necessary, precedent condition of mass production
is a capacity, latent or developed, of mass consumption™. Yet, “The two go
together, and in the latter may be traced the reasons for the former... Mass
production justifies itself by an economy whose benefits may quickly be trans-
mitted to the purchaser”. (1)

It is usually stated that the small size of the market excludes the possibilities
of such a mass production revolution. Prevailing low per capita income is
taken to denote the absence of a mass market, even a latent one. True, the
purchasing power of the average farmer is individually low. However, it
represents relatively large, though untapped, buying potential in the aggregate.

To reach the mass of consumers in the rural areas, to develop products
that are likely to command mass appeal, to organize sources of supply in such
a way as to realize substantial production cost economies, and to transmit or
generalize the benefit to the mass of consumers through a low-price policy
arc the main features of a revolution in distribution. Not only is such a
revolution necessary to sustain the process of development, but also is the
‘precedent condition’ of getting the whole process under way.

June, 1956

(1) Henry Ford, “Mass Production”, Encyclopaedia Britanniea, Vol, XV., pp. 38-41,





