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Abstract

To achieve the development role of the institutions dealing with micro, small and medium
enterprises in the Egyptian  business environment after the revolution of the twenty-fifth of
January in 2011, the rules of the economic game in Egypt should be changed. the main objectives
of the revolutionary government are to achieve social justice and bring the required balance
among different income groups in the society and redistribute the wealth and the fruits of growth
in equitable way and this can be done by promoting development of micro, small and medium
enterprises , as the recovery of this important sector means increasing the ability to generate
decent job opportunities ,provide income to the households under poverty line and improve the
standard of living of millions of Egyptian people.

The revolutionary government should adopt a new strategy for the development of SMEs as
it has strong ability to absorb unemployment and create more employment opportunities ,
therefore all legal, financial constrains must be solved as these constraints limit the ability of
this sector to cope with the development requirements of the current stage and face future
challenges .

This strategy should liberalize this vital sector from all constraints that limit its growth during
the current period and in the future. This strategy is based on three main themes:

First: issuing laws to regulate financing requirements of the micro, small and medium
enterprises and this can be done through current elected parliament.

Second: allowing microfinance companies to establish closed mutual funds — not subject to daily
withdrawal or trading - this mutual fund can be traded among specific investors such as
individuals ,financial institutions, and local and regional banks . The amount of capital for each
mutual fund is about half billion - billion. Therefore, the mutual funds will provide funds for
these projects and the microfinance companies will act as underwriter for the owners of capital.

Third: The general authority of investment had declared the establishment of giant mutual fund
by the beginning of this year with amount of capital up to one billion Egyptian pounds where all
state owned companies (public, business and holding) can underwrite on it. The general
authority of investment is trying to complete its negotiations with mutual funds management
companies to assign the task of management to one of them and at the end the final decision was
to give the management right for a number of companies to ensure competitiveness in the
management and achieve the best possible return of these funds. But due to the political situation
in the past few months and the outbreak of 25" January revolution ,the launching of this mutual
fund was postponed and this will hinder development of SMEs that are considered to be an
important source of income for millions of poor families that were adversely affected during this
period. Therefore, the creation of this mutual fund to finance small projects will help in moving
the wheel of the economic activity in the country, this can be done by selecting target projects
and identifying the borrowing mechanisms and safeguards and guarantees for borrowing, also
the geographical distribution of the Fund's work should be well defined, therefore the owners of
micro, small and medium enterprises should ask for issuing the law that regulate the financing of
these projects very rapidly.

The financial leasing companies can play an active role in financing of small and medium
enterprises, they provide funds for these projects in the form of machinery and equipment, as
well as providing consultancy , innovative ideas and appropriate payment tools for different
projects, the company act as advisor and partner to the project owner, the leasing activity
provide medium-term or long-term finance for the enterprise ranging from 3-7 years and there
is no short-term finance .

This type of finance is not widely used by entrepreneurs as they lack the ability to conduct
feasibility studies, prepare budgets correctly and mange financial aspects in appropriate manner.
This is also applied on venture capital companies, which could play a major role in financing



small and medium enterprises, but this is also depends on the development of the financing and
investment culture of owners of these projects.

Also the Nile stock exchange can help small and medium enterprises to exist in the main
stock exchange, but this depends on the development of financing and investment culture of the
project owners, that do not accept the role of corporate sponsors that help them to stick with the
rules of registration with respect to disclosure and preparation of financial statements, which are
considered to be heavy burden on the owners of these projects and can't be tolerated because it
protect the rights of investors as well as they are considered to be a key element to attract
financing agencies.

In order to complete supporting system for micro, small and medium enterprises, the Social
Fund for development had provided one billion and 200 million pounds during the current
fiscal year , the microcredit will be supported by 325 million pounds , in addition to that the
social development fund will provide about 60 million pounds to support social and physical
infrastructure projects and develop incubators for small businesses and formulate an
integrated plan for its development and giving more attention to non-financial service.

In addition to the expansion of intermediaries that provide loans to the Social Fund, led by

banks such as Bank Audi, Egypt, Iran and bank of Egyptian workers and principle bank for
development and agricultural Credit, the number of banks that will deal with the fund will
increase . also the fund works on the development of different financing mechanisms by
introducing Islamic finance such as Murabaha and participation, it will also review credit
policies that has been applied since 2006 in an integrated way with the development partners
and staff in regional offices because they are very close to borrowers and have a greater ability
to know their needs from loans and the best mechanisms to provide services to them, then make
further follow-up for the projects to ensure the appropriate operation and production.

The banks should accelerated its pace towards establishing independent companies to finance
small and medium-sized enterprises or release funding programs as part of its normal banking
activities. In this framework, a number of banks had established companies specializing in the
financing of these enterprises. the Egyptian Gulf Bank was the first among them that had
established a development company with a capital of 50 million pounds, as well as the Bank of
Alexandria that provide 100 million pounds for a similar company through partnership with
international financing institutions that are considered to be branches of the world bank . This
idea comes from the market need for this type of finance that is compatible with the strategy of
working in the global graphical Paulo that focus on this type of finance.

The previous sections aim to integrate micro and small enterprises in the formal working
environment by providing appropriate funding mechanisms through the available legitimate
channels of finance in the Egyptian society.

The strategy of financing SMEs doesn’t depend on banks only but there are giant financial
institutions that focus on the establishment of subsidiary companies that work in the field of
micro and small enterprises as this type of activity lead to achieve profits more than 100% per
year from the available fund . The achieved profit comes from the revolving loans given the
short duration of funding, ranging from 3-6 months, and after this period the loan is rotated to
the client and achieving profit again.

These financial institutions not only achieve high profits from this type of finance , but also it
operate the accumulated funds in banks in well diversified investment opportunities and lessen
credit risk as well as providing funds for the activities that fall under the category of micro,
small and medium enterprises , these activities include services and the production of goods
and intermediate goods that are used in the production process of other industries or the
extraction and trade of raw materials.

Finally we can say that NGOs can play an active role in the current stage and future, by
providing financial and non financial support for micro- and small enterprises, these associations
ensure the importance of security and stability in the Egyptian street, as many associations
suffered from the outbreak of the 25" January revolution through losing resources and being un
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able to repay loans. On the other hand, there is positive impact on these associations represented
in the increasing access to external finance from Arab States. The study recommends supporting
NGOs and overcoming the obstacles that prevent them from achieving targeted social and
economic objectives.

To achieve the above, the government must seek for integrating the informal economy into the
formal economy to promote the growth and the development of micro and small enterprises in
the future and adopt new working techniques and take advantage of the available technologies in
different areas of production, especially some of these projects produce intermediate goods and
services that are used in different industries. These projects play an essential role in the
productive work, thus supporting them and providing concessional finance will have multiple a
benefits for different parties in the market.

From the above, the study shows the importance of achieving cooperation among different
agencies working with micro, small and medium enterprises and coordinating efforts to support
these projects, this will happen through government subsidies that creates suitable environment
for serious work which we are in dire need of now under the current hard conditions after the

25" January revolution.
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