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The need to assess methods for gaining access to aid credit and developing informal enterprises emerged from the evaluation of three development cooperation projects financed by Italian cooperation, called: “Credit line for Tunisian small and medium enterprises” in Tunisia; “Programme for development of the private sector in support of small and medium enterprises through the Palestinian Private Banking system” in the Palestinian Territories; “Programme of support for small and medium enterprises” in Egypt.
These credit projects in favour of the private sector have been assessed, and the findings of conducted studies have highlighted some problems, also in terms of their relevance. These problems relate to a number of questions which, despite being of fundamental importance, are not in themselves sufficient to explain the major differences in terms of the final outcome of each project. Not taking into account the contexts of single countries, which are of course very different from political, institutional and economic standpoints, in Tunisia the project offering support to the private sector achieved very good results, whereas in Egypt and the Palestinian Territories problems emerged, with particular reference to the choice of target (in theory the beneficiaries being SMEs), which to an extent had a negative bearing on the final outcome.
What we found was that in Egypt and the Palestinian Territories small and medium enterprises are often very informal in nature. This fact does not make it easy to grant lines of credit to such firms to acquire equipment and machinery made in Italy. In these countries, the greater availability of credit through the traditional banking system does not appear able to have a relevant effect on the development of SMEs, which appear to be more connected to circuits of the informal economy than to the dynamics and mechanisms of the formal economy.
The question of underestimating the role of informal economic actors in the Palestinian and Egyptian systems thus appears to have played an essential role in difficulties encountered by projects granting credit to the private sector in those countries. This underestimation brings us to two more general questions: the knowledge of dynamics characterising the informal sector, and the role that the actors of international cooperation, and more generally public actors, are willing to attribute to the informal sector within the framework of processes of change and development, both social and economic.
Informal actors indeed are often excluded by policy makers and the actors of international cooperation from the process of drawing up public policies due to the fact they are not considered on the same level as normal rights holders. These actors are however able to decide the success or failure of a cooperation programme granting credit to the private sector. 
The question cannot be reduced simply to the difficulty faced by these actors in providing adequate collateral to secure the credit, but should be placed in a broader context, in which the key issue is the full recognition of these informal enterprises as fundamental economic actors who, of course, have rules and dynamics that cannot be the same as those of enterprises accustomed to and skilled in operating with the methods and financial instruments typical of the formal economy.
The concept of informal sector (or informal economy) has been analysed in the past using many approaches, often contrasting but united by the “defect” of formal-morphism, which means the tendency to define informal as the opposite of formal. By doing so, there is the real risk of remaining stuck in a semantic and conceptual context that is bound to the formal economy, reducing the informal economy to a negation of the formal economy, often with negative connotations.
Based on this assumption, dichotomous development models have often been drawn up, forming a theoretical framework within which policy makers have implemented policies that have been unable to involve informal actors or support institutions which, though informal, are often very efficient.
In order to assess the various ways of gaining access to credit and developing businesses in Egypt and the Palestinian Territories, on which this study focuses, we have thus adopted a theoretical approach in which the informal sector has not been considered as merely a marginal and negative expression of the formal economy, but rather as a phenomenon endowed with its own rationality and dynamics.
The main implication of this theoretical assumption enabled the study to focus the analysis not so much on the borderlines between the formal and informal sectors as on the borderlands, i.e. those spaces in which economic activities are present, marked by a varying degree of formality of the institutions operating therein. In this way the study has conceived the economy as a continuum, a continuous space within which the various formal and informal actors operate in a constant search for stability in terms of social and economic relations.
The study has consequently adopted an extended concept of the enterprise, moving beyond the simple meaning of standard statistical-economic unit. Actors in the informal economy indeed often escape such a definition, remaining outside the scope of statistical surveys. 
With regard to the part of the study looking at informal economy literature, there emerged a prevalent dichotomous approach to the subject. In Egypt, despite the importance ascribed to the informal economy phenomenon, conducted analyses tend to represent the informal economy in a negative light, and proposed policies and strategies all tend to seek the formalisation of informal activities as a crucial strategic goal.
As far as the Palestinian Territories are concerned, literature on the informal sector is much more recent due to the geo-political context in which enterprises are forced to operate. The main organisation that studies the informal sector in Palestine is the “Palestine Economic Policy Research Institute – MAS”, which has conducted some researches in recent times to define the limitations preventing informal actors from gaining access to formal markets and credit systems. These researches acknowledge the important contribution of the informal sector to the national economy, yet in terms of proposed policies there again appears to emerge a mainly dichotomous approach.
The conducted field survey covers the reality of small and medium enterprises in Egypt (Cairo and Alessandria) and in the Palestinian Territories (the areas of Ramallah-El Bireh; Bethlehem; Nablus).
While it is incorrect to talk about a sample, since the universe of small and medium enterprises in the two countries is not yet known, 32 small and medium enterprises took part in the study, 16 from oPT and 16 from Egypt, chosen according to some key criteria in terms of sociological (rather than statistical) representativeness, designed to represent the variety of SMEs (sales revenue, number of workers; business sector; degree of integration with the so-called formal economy). It should be stressed here that enterprises included in the sample are not all informal. This is to have the possibility of analysing the numerous similarities between formal and informal enterprises. This choice has also allowed the analysis to lead the informal sector to a simple coordinate that defines the form of economic activity or profile of an enterprise, while avoiding the dual-morphist approach in terms of both method and theory. Many enterprises, both formal and informal, share similar structural traits, and above all have to deal with the same obstacles and entry costs.
The average profile of Egyptian and Palestinian enterprises surveyed appears to be deeply influenced by the respective social and economic contexts. Despite the differences between the two countries, sometimes great, there are still many shared traits as regards the functioning of enterprises, such as: the geographic dimension of business activity; the process of selecting employees and labour; the choice of products; accounting methods; the decision-making process; the servicing of equipment and machinery.
With regard to the level of informality of Egyptian and Palestinian enterprises forming the sample, a comparison of given parameters (official registration, availability of a bank account, existence of official financial statements), obtained data reinforce the methodological need to avoid approaches based on formal/informal dichotomy, as there is no direct connection between these parameters.
Notwithstanding the evident elements of informality regarding some aspects of Egyptian and Palestinian small and medium enterprises, the analysis of basic aspects relating to expansion and growth shows up a high degree of flexibility and dynamism of enterprises appearing in the sample. The fact that the 32 enterprises present high levels of informality does not appear to limit in the least their propensity to develop and expand economic activities, manifesting in a well-developed ability to adapt to a constantly changing reality. This means, for Egypt in particular, a veritable institutional and political revolution, and for the Palestinian Territories a long-term political-military emergency in terms of relations with Israel.
Such a high propensity to grow and expand, and the need to undertake significant investments in equipment and machinery, require the availability of considerable capital and resources. In other words, the question of financial services and access to credit is fundamental for playing an active role in markets. This question is crucial not only for investments but also when managing day-to-day economic activities requiring lesser financial assets (for purchase of raw materials, adequate stocks, etc.), which can pose a threat to SMEs if they do not have adequate access to credit.
In this sense, the difficulty in gaining access to credit, and more generally to financial services, appears to be at odds with the great potential of SMEs to adapt to market trends and to the political and institutional situation. Very often, both the daily running of the enterprise and its growth and expansion with relative medium- and long-term investments are only possible thanks to self-financing and the use of personal savings. Bank credit thus appears to play a negligible role in the life of the enterprise.
In short, the Egyptian and Palestinian enterprises under review have to make their way over many obstacles, which they do through personal resources and relations and making very little use, in the few cases of international cooperation programmes in the Palestinian Territories, of support from institutional actors. Most of the enterprises surveyed, therefore, not only do not have any help from public or international institutions, they do not even know of the existence of possible help.
Support, in short commodity, comes from occasional training actions on the part of the public sector in oPT and from equally rare initiatives undertaken by private trade associations (through trade fairs and exhibitions) in Egypt. International development cooperation in favour of the private sector is also very limited, and relates exclusively to one or two Palestinian SMEs.
With regard to the market of conventional credit Egyptian and Palestinian banks are reluctant to grant loans to SMEs for investments to entrepreneurs. This attitude on the part of banks is partly ascribable to the difficulty for entrepreneurs to provide suitable collateral and, in part, to the high degree of informality of the economy of the two countries. Informality is also well rooted in the credit market, in which most enterprises resort to typically informal methods, ranging from borrowing from friends and relatives and tontines (capital investment plans) to systems of lending directly among enterprises (usually in a highly informal manner). In addition to the “formal” credit circuit, consisting of commercial banks and Islamic banks, there is thus also a parallel “informal” circuit that appears to be used more than the formal circuit.
The main implication of such a situation is that Palestinian small and medium enterprises rarely make use of the services offered by commercial banks and Islamic banks, either for seeking loans or even for depositing their savings.
[bookmark: _GoBack]With regard to credit that we might call “unconventional”, the two countries differ in terms of some opportunities theoretically offered to SMEs which, in practice, are either inappropriate or not convenient. As regards Islamic credit, while there is no accrued interest on loans, the service cost is higher than the market price would be. Islamic credit is actually a form of loan for the purchase of goods and services, and is used in particular for consumer goods (or household services), but is little used for economic and commercial activities. In relation to these activities, “Islamic credit” is not advantageous. Not only the actual cost of credit is higher than commercial credit, but collateral is in any case required.
With regard to micro-credit, small and medium enterprises rarely resort to it notwithstanding its recent growth. The users of micro-credit organisations mostly resort to such credit for “micro” business initiatives: in these cases loans are used to finance working capital, and are very short term. The obstacles raised by micro-credit with regard to the possibility of financing small and medium enterprises mentioned during the course of interviews include: interest rates applied (a lot higher than for conventional forms of credit); the size of loans (too small to allow the funding of purchases of instrumentation and technologies); the need, in many cases, to be a part of “joint and several guarantee” systems requiring connections among several actors and often forms of “collective accumulation”; the lack of technical assistance or “incubator” possibilities, which might make these credit opportunities more interesting for new, innovative enterprises. A further limitation of most micro-credit systems is the fact that they do not finance “new enterprises” or new business activities, but only activities already started. 
In both Egypt and oPT there are “traditional” forms of credit tied up with the use of Zakat (alms-giving, obligatory for Muslims, managed by mosques or special committees) or friendship and neighbourhood ties. In the former case, while Zakat can be used to grant loans, these loans are used mainly to raise skill levels (e.g. to finance higher studies) or for individual support at times of difficulty. In the latter case, the most common form is similar to the tontines instrument (participants in the “circuit” pay each month a sum of money, and in turn each of the participants is entitled to draw the collected sum), and is used mainly to finance consumption or extra expenses.
Looking at international cooperation initiatives to support the private sector in Egypt and oPT, in addition to programmes financed by Italy there are other credit access actions in favour of SMEs. In Egypt the UNIDO and the EU are active, the latter especially in supporting industrial research and innovation. It should be noted however that bestowed grants, based on a competitive tender, cannot immediately “generate” profits, but must be dedicated to pre-commercial activities (such as the trying out of new technologies or product innovation).
In Palestine, on the other hand, initiatives appear to be richer and more wide-reaching, ranging from the creation of guarantee funds, such as the EPCGF – European Palestinian Credit Guarantee Fund, enabling enterprises to gain access to credit from commercial banks by presenting collateral of a lesser amount, in order to support the reform of the credit system, in particular on the part of GIZ, through technical assistance with the drawing up a legislative framework to govern micro-credit activities.
Also worthy of mention is support to the system of cooperatives, especially through outright grants in favour of the cooperatives themselves – or their members – for the purchase of means of production, in addition to some projects having very specific aims (such as support for production and the marketing of olive oil, supplied by the PFU – Palestinian Farmers Union, with the support of international NGO OXFAM and EU funding) through initiatives focusing on the growth of cooperatives, such as that provided by ACAD, with the technical support of ACTED, and the financial initiative of French cooperation and the EU (as part of support programmes in favour of non-State actors).
The French cooperation initiative in favour of Palestinian SMEs appears to have been very successful, probably for the granting of soft loans, through commercial banks, for the purchase of capital goods from the country offering the loan. Unlike the Italian credit fund, the French fund offers loans of a limited size (including sums below 100,000 Euro) and grants 30% of this credit as non-repayable aid.
We should also mention technical assistance actions for the creation of enterprises through “incubators” and industrial clusters or zones. These methods are new to Palestine, and more than planned programmes they are start-up initiatives, with the support of the EU and the AFD, with the participation of associations such as the Palestinian Federation of Chambers of Industry and Commerce and the Palestinian IT Association of Companies.
Finally, with regard to information about bilateral economic and commercial processes, it should be noted that currently available data concerning trade between Italy and Egypt and between Italy and the Palestinian Territories do not take into account the contribution of the informal economy due to the impossibility for national statistics to manage such information. 
Of greater interest is the question of indirect trade relations, in other words the contribution made by SMEs having high rates of informality which, as is the case for some of the enterprises considered by the study, produce on behalf of companies that perform export activities. The statistics naturally take into account only the final actors, i.e. the exporting company, even if products have been supplied by another company. In addition to this phenomenon there is the question of Egyptian and Palestinian companies exporting to countries in the area, from where products are then re-exported. This is often the case for sectors such as leather, fabrics and agriculture foodstuffs.
To conclude, the conducted analysis has highlighted the fact that the weight and importance of the informal economy are often under-estimated not only by economists and scholars but also by the actors of international cooperation, who tend to consider solely the economic actors of the formal sector as potential beneficiaries of their initiatives in support of the private sector. In this way, any form of action in terms of both policies and cooperation initiatives will be aimed at ignoring the phenomenon of the informal sector or pushing for its formalisation without relevant results.
Such actions, destined for failure, prevent us from taking into consideration the enormous potential of the informal sector, particularly its contribution to economic growth and to mitigating the effects of political and institutional crises and of situations of poverty, as happens in Egypt and in the Palestinian Territories. As the in-depth analysis has shown, the key question does not appear to be that of transforming the informal into formal, since these two dimensions co-exist, to degrees that may differ from case to case, in most Egyptian and Palestinian SMEs.
The analysis conducted into the functioning of Egyptian and Palestinian SMEs and the possibility for them to access credit and financial instruments appears to show that their potential will never be fully tapped unless there are changes to approaches based on a dichotomous vision, which are preventing policy makers and development cooperation agencies from viewing economic actors that have varying degrees of informality as key actors to be involved in the drawing up, implementation and evaluation of public policies for growth and development through support for the private sector.





[bookmark: _Toc387855306]1. THE INSTITUTIONAL FRAMEWORK
Further to the assignment of 27.11.2013, file no. 1665, Office IX of the General Directorate for Development Cooperation of the Italian Foreign Affairs Ministry entrusted the company STEM-VCR with the task of carrying out an “independent assessment of methods to access aid credit and develop the informal sector in Egypt and the Palestinian Territories”.
The study was conducted by a multidisciplinary team consisting of: Maurizio Floridi (team leader), development sociologist, appraiser and expert in the area of support for small and medium enterprises; Gianfrancesco Costantini, sociologist, appraiser and expert in the area of development cooperation and particularly social dynamics and processes in eastern and southern Mediterranean countries; Andrea Floridi, international development and cooperation economist and expert on the informal economy. In its field missions in the Palestinian Territories and in Egypt the team was assisted by two local experts: Jamal Atamneh, Palestinian socio-economist and expert in the area of international cooperation project assessment, and Bassem Adly, Egyptian economist and expert on the subject of support for small and medium enterprises.
[bookmark: _Toc387855307]1.1. Findings of the assessment of projects in support of the private sector in Tunisia, Egypt and Palestinian Territories
The need to assess methods to access aid credit and develop the informal sector emerged from the evaluation of three development cooperation projects financed by Italian cooperation, entitled: “Credit line for Tunisian small and medium enterprises” in Tunisia; “Programme for development of the private sector in support of small and medium enterprises through the Palestinian Private Banking system” in the Palestinian Territories; “Programme of support for small and medium enterprises” in Egypt[footnoteRef:1]. [1:  This evaluation was conducted by the company STEM-VCR srl on behalf of the Office IX of the DGCS of the Italian Ministry for Foreign Affairs in the period March-May 2013 (CIG 4622190FD6).] 

The findings of the assessment of these credit projects in favour of the private sector [footnoteRef:2] highlighted some problems, also with reference to their actual relevance. These problems relate to a number of questions of great importance, or preconditions. These include the existence of a satisfactory volume of trade between Italy and the countries in question (a very relevant aspect, since credit is often dependent on the purchase of machinery from Italy), or the actual liquidity needs of the credit market, an aspect that is often not duly considered, since some countries do actually suffer from this problem (like Tunisia), while others (like Palestine) have a liquidity surplus, liquid assets being deposited in commercial banks and not used for the benefit of enterprises. Or the actual interest of intermediary commercial banks to act as real actors and play a key role in strengthening and supporting entrepreneurial capabilities, instead of adopting a conservative approach ill-suited to development initiatives. The evaluation highlighted the fact that funding is often granted only to those able to provide collateral security (in some cases through liquid deposits having the same value as the requested loan), and not to those presenting sound projects that have the potential, for example, to generate new jobs and promote technological innovation. [2:  This report is available at: http://www.cooperazioneallosviluppo.esteri.it/pdgcs/Documentazione/Final%20Report%20Credit%20Line%20PMI%20ENG.pdf ] 

These are, undoubtedly, fundamental aspects that are not however sufficient to justify the great differences seen regarding the final outcome of each project. The project relating to Tunisia is to be considered as excellent, with only one or two criticalities, while in Egypt there emerged considerable difficulties that have placed into serious doubt the relevance and coherence of the initiative. Unfortunately, the project in the Palestinian Territories was blocked for some years due to basic contradictions, founded on a feasibility study that was flawed in its basic premises and lacked relevance. Notwithstanding the recent revision of the project, it will probably have to be further tweaked in terms of methods to be adopted, and its programme radically redefined.
Yet credit in favour of the private sector is a well-defined cooperation method, having its own characteristics and standard operating mechanisms. The great difference in results obtained by the three projects should therefore be sought, in all likelihood, in a key distinguishing factor capable of having a crucial bearing on the final outcome.
In this sense, the question that appears to be key to the success of projects providing credit to the private sector is that regarding the choice of target beneficiaries. From a methodological viewpoint it is difficult to compare the three projects analysed by the assessment, since there are relevant differences in political and institutional contexts, economic systems and, no less important, the size of each country, nevertheless the choice of target beneficiaries appears to have played a key role in the final outcome of the projects under review.
In each of the three projects, indeed, although the implementing framework was basically the same, and the same type of beneficiary was addressed, namely small and medium enterprises (with the exception of enterprises operating in the tourism and commerce sectors), the nature and traits of these beneficiaries proved to be very different from country to country. In Tunisia target beneficiaries were small/medium-sized industrial enterprises having international trading relations (tending to export their products to European nations, in particular to Italy), and were accustomed to having business relations with the credit system. In the Palestinian Territories and above all in Egypt projects were aimed more towards large-sized enterprises that already had sound ties with the banking system.
[bookmark: _Toc387855308]1.2. SMEs in Egypt and the Palestinian Territories
In practice, in Egypt and the Palestinian Territories small and medium enterprises are often very informal in nature. This fact does not make it easy to grant lines of credit in order to acquire equipment and machinery made in Italy. In these countries, therefore, the greater availability of credit through the traditional banking system does not appear able to have a relevant effect on the development of SMEs, which appear to be more connected to circuits of the informal economy than to the dynamics and mechanisms of the formal economy.
1.2.1. Egypt
Micro- and small and medium enterprises make up over 99% of the private sector in Egypt, employing 80% of non-agricultural workers and about 40% of the global workforce. SMEs have been responsible for employing most of the new workers entering the labour market in the past decade, and generally make an important contribution to the creation of new jobs, albeit employment in the informal economy. SMEs are also the largest suppliers of goods and services for local markets, in particular for those segments of the population having a low income and low purchasing power[footnoteRef:3]. Over the past ten years the rate of growth of SMEs has been over 4% a year. [3:  International Finance Corporation (IFC) (September 2009) EGYPT: Market Assessment of the Need of Micro and Small Enterprises] 

Even so, SMEs remain very vulnerable in the Egyptian economy: the average size of enterprises is just 2.3 workers, and over three quarters of private enterprises employ fewer than 3 workers. Over 80% of micro- and small and medium enterprises are prevalently informal in nature, with low value added, poor quality products, and with a particularly limited capability in terms of exports[footnoteRef:4]. [4:  Business Development Services Support Project (BDSS) (2004), Project Implementation Plan] 

SMEs are also subject to a particularly stringent legislative and regulatory framework, which does not take into account their characteristics and operational situation. Other difficulties that Egyptian SMEs have to deal with include access to credit (in particular to “formal credit”), access to assistance and to business development services, access to markets and to partnership networks, access to information technologies, and availability of skilled workers.
1.2.2. The Palestinian Territories
Statistics of the European-Palestinian Credit Guarantee Fund reveal that the Palestinian context is marked by a low propensity of the 18 banks operating in the country (12 of which related to international financial groups) to grant loans for business investments. This attitude on the part of banks is partly ascribable to the difficulty for entrepreneurs to provide suitable collateral and, in part, to the high rate of informality of the Palestinian economy. Informality is also well rooted in the credit market, in which most enterprises resort to typically informal forms of credit, ranging from borrowing from friends and relatives, so-called tontine and systems of lending directly among enterprises. In addition to the “formal” credit circuit, consisting of commercial banks and Islamic banks, there is thus also a parallel “informal” circuit that appears to be used more than the formal circuit.
The main implication of such a situation is that Palestinian small and medium enterprises rarely make use of the services offered by commercial banks and Islamic banks, either for seeking loans or even for depositing their savings. According to the Federation of Palestinian Chambers of Commerce, Industry and Agriculture, it is mainly large-sized enterprises that work with commercial and Islamic banks, while many SMEs prefer to go through informal credit channels.
In addition, while the Palestinian economy has more than a modest level of entrepreneurship, the context in which enterprises are placed is marked by a low level of formality of the institutions. Informal enterprises should not of course be equated simply with family-based micro-enterprises operating according to the logic of the household economy, and sometimes offer advanced forms of business development.
The surplus liquidity in the banking system and the highly informal nature of Palestinian businesses are, therefore, two preconditions that have prejudiced not only the possibility of success of the Italian project of support to the private sector through the availability of a credit line when it might have become operational, albeit with a considerable delay, but also the interest of the main actors involved, namely banks and small and medium enterprises.
[bookmark: _Toc387855309]1.3. The key question of the informal sector
Underestimating the role of informal economic actors in the Palestinian and Egyptian systems thus appears to have been key in the difficulties encountered by projects granting credit to the private sector in those countries. This underestimation takes us to two more general questions: the knowledge of dynamics characterising the informal sector, and the role that the actors of international cooperation, and more generally public actors, are willing to ascribe to the informal sector within the framework of processes of change and development, both social and economic.
Despite the abundance of theoretical definitions of the informal economy, the dearth of analyses about the informalisation of the economy, which has become increasingly widespread in recent years, and of studies on the behaviour of informal actors mirror the great theoretical and conceptual difficulty in ascribing a correct role to such actors within modern economic systems.
Informal actors indeed are often excluded by policy makers and the actors of international cooperation from the development processes of public policies due to the fact they are not considered on the same level as normal rights holders. These actors can however determine the success or failure of a cooperation programme granting credit to the private sector.
The question cannot be reduced simply to the difficulty faced by these actors in providing adequate collateral to cover the credit, but should be placed in a broader context, in which the key issue is the full recognition of these informal enterprises as fundamental economic actors who, of course, have rules and dynamics that cannot be the same as those of enterprises accustomed to and skilled in operating with the methods and financial instruments typical of the formal economy.

[bookmark: _Toc387855310]2. THEORETICAL AND METHODOLOGICAL FRAMEWORK
[bookmark: _Toc387855311]2.1. Study objectives
The main aim of the study is to understand the factors and dynamics hampering the access to financial instruments of Palestinian and Egyptian SMEs operating with high rates of informality, notwithstanding the availability of lines of credit within the national banking system or from development cooperation agencies.
Specific aims included:
a) identifying the main dynamics of relevance for the development of informal enterprises, that is to say the social and economic dynamics having a bearing on their transformation and the “stakes” relating to their development;
b) identifying the main actors of relevance in respect of the development-related dynamics of the enterprises under review, namely enterprises themselves (formal and informal), family-based groupings, associations, local administrations, institutions providing assistance, social networks, “producers’ unions” and trade unions, formal and informal organisations performing credit activity, actors of international cooperation, etc.; and the roles and functions played by these actors;
c) identifying methods through which enterprises under review gain access to the means and resources needed to carry on their business activity: financial resources; machinery and instrumentation; technologies; labour; information and knowledge; market outlets for their products; etc.;
d) gauging the feasibility of promoting the development of informal enterprises through credit initiatives, considering possible actions in guarantee systems, micro-credit and micro-finance initiatives, consumer credit and Islamic credit, “informal” credit activities (here it is also necessary to consider dynamics regarding the characteristics of different financial products and mechanisms for the management of funds and of financial institutions);
e) conducting an analysis of similar instruments in place on the part of the main donors: United States, United Kingdom, France and Germany; identifying any similarities; highlighting instruments adopted to solve criticalities.
[bookmark: _Toc387855312]2.2. Theoretical frame of reference of the study
2.2.1. The informal economy
The topic of the informal economy is coming up more and more in academic spheres and in development initiatives. Some international organisations moreover, including the ILO, are focusing their attention on issues such as informal employment.
Formal-informal sector
The concept of informal sector first emerged in the 1970s, in two reference texts: the first was a study on the urban proletariat in Accra, Ghana, conducted by anthropologist Keith Hart[footnoteRef:5]; the second a 1973 report in Kenya, drafted by the ILO[footnoteRef:6]. In this period the little literature available on the topic focused on the definition of the informal sector, viewed as a sector of the traditional economy, as opposed to the modern sector. The main implication of the concept of informal sector is that the policies and strategies pursued sought to formalise (i.e. modernise) the economy within the framework of an evolutionary process (development being conceived as a one-way process leading to the modernisation of the unproductive traditional sector). [5:  Hart K. (1973), "Informal income opportunities and urban employment in Ghana", Journal of Modern African Studies, 11(1), 61-89]  [6:  ILO (1972), Employment, incomes and equality: a strategy for increasing productive employment in Kenya, International Labour Office, Geneva] 

Formal-informal economy
The following decade on the other hand was marked by a shift of the concept of informal sector towards that of informal economy. In this way emphasis was placed more on economic activities marked by a differing degree of formality. The 1980s ended with the need to include the informal economy in national accounting systems. It was in that same period that the Italian economy “overtook” the UK economy, thanks to the inclusion of the informal economy in GNP figures.
The 1990s saw another change in production on this topic, with greater emphasis placed on the concept of the informal enterprise, informal employment and informal institutions.
Formal-informal enterprise
The informal enterprise is taken as the standard unit of production of the informal economy, and is used as a starting point for statistical purposes.
The 1990s also saw the emergence of a more complex notion of informal economy shared at an international level. The phenomenon is tied up with the need to adopt more uniform measurements in order to be able to compare the contribution made by this sector to the economy of different countries.
Two documents may be considered as benchmarks for measuring the informal economy: the UN’s SNA93, and EUROSTAT’s ESA95.
These two documents define the informal economy as one of three components of the Non-observed economy (NOE), i.e. the economy not reached by statistical surveys. The NOE is made up of:
· the illegal economy;
· the underground economy;
· the informal economy.
The informal economy is conceived as being synonymous with household economy. The main limitation of this approach is the underlying nature of the analytical category on which the classification of different types of NOE is based, namely the “intention to elude national accounts”. The resulting classification accordingly appears to be based more on ethical questions than on the conditions going to determine a high rate of informality. The purely statistical approach furthermore does not make it possible to overcome the dichotomous vision characterising the first phase of the debate on the informal sector, since the informal economy is again defined as the negation of something else.
Formal-informal employment
Since the 1990s the ILO has undertaken campaigns and initiatives relating to the topic of informal employment, which is however conceived as hidden employment, or child labour, or as exploitation of women in the workplace[footnoteRef:7]. Informal employment is also represented as an expression of the broader phenomenon of non-decent work. In this case too, therefore, we can place this approach in the area of dichotomous or dialectic vision, since formal employment is contrasted with informal employment, and with a very negative connotation for the latter. [7:  ILO (2002), Decent work and the informal economy. Sixth item on the agenda, International Labour Office, Geneva http://www.ilo.org/public/english/standards/relm/ilc/ilc90/pdf/rep-vi.pdf] 



Formal-informal institutions
The 1990s saw the emergence of another important concept, that of informal institutions, advocated by the New Institutional Economy, and in particular by theories based on the work of D. North[footnoteRef:8] on informal institutions. In this framework, institutions can be defined as the rules of the game, and economic actors as the players in a team. Institutions must ensure the functioning and stability of social and economic relations, and can be characterised by a differing degree of formality according to the needs of actors and the institutional context in which they are placed. If actors move in a world in which formal institutions are not present, or “have not taken root”, they will tend to generate institutions capable of guaranteeing economic transactions and safeguarding the interests of the various actors. [8:  North D.C. (1990), Institutions, Institutional Change and Economic Performance, Cambridge University Press, Cambridge] 

Once again however, the tendency appears to be that of contrasting in a dichotomous manner “virtuous and efficient” formal institutions with “traditional and inefficient” informal institutions, without making distinctions between those capable of working and those that are unable to guarantee the stability of economic and social relations.
In order to define the theoretical approach adopted by the study to analyse Egyptian and Palestinian SMEs, and in particular to define the various methods for accessing credit, it was therefore necessary to resort to two key concepts: the concept of continuum, and that of borderland.
Continuum: the end of formal/informal opposition
A first fundamental step in leaving this dichotomous vision was taken by the ILO in 2002, which for the first time recognised the impossibility of clearly distinguishing between the formal economy and informal economy.
The problem of the dichotomous approach indeed is that it cannot enclose within a fixed scheme or definition the multidimensional and changing concept of informal economy. In this respect, it is impossible to tie up informal activities merely as the reverse and negation of formal activities, since many actors considered to be formal act in a wholly informal context, or have informal traits, while many informal actors interact sporadically with formal actors, and this indeed is often necessary and functional for formal economic activities. A clear example might be the exporting of prawns in Benin, in which the four formal exporting companies found their activities exclusively on completely informal, unregistered actors (fishermen, fish traders, collectors, equipment repairers, transporters, ice manufacturers, etc.)[footnoteRef:9]. [9:  Floridi A. (2013), La filiera gamberi in Benin come esempio di settore informale, Università La Sapienza, Roma] 

The concept of continuum carries with it however the risk of casting us into the unknown, since we may no longer be able to distinguish between formal and informal. It is thus necessary to take a further step forward and shift focus from the theoretical to the empirical and material, honing in on the areas of interaction between formal and informal, a space we might call borderland. Instead of focusing on conceptual and semantic boundaries (or borderlines) that we must continuously move, the analysis will take into consideration the borderlands.
Borderlands: towards a new approach
The concept of borderland allows us to take the formal or informal nature of economic actors as one of the coordinates that go to determine the economic form (male-based, formal, adult, rural, etc.), without diminishing the importance of the question.
The main implication is that we no longer need to distinguish between formal and informal, but can concentrate on understanding how to support informal actors (who are, we stress, key actors – and almost always in the majority – in many economic systems of developing countries or emerging economies), through new development strategies and policies. Finally, the adoption of this concept allows us to acknowledge the presence of informal actors, who are too often stigmatised or excluded from the process of drawing up and pursuing policies and from development cooperation initiatives in support of the private sector.
The concept of embeddedness
Another key concept is that of embeddedness, meaning the need to move beyond a purely quantitative economic approach. This concept (introduced by Polanyi[footnoteRef:10] and developed by Granovetter[footnoteRef:11], and more recently by Watson[footnoteRef:12]) asserts that every economic relationship is first of all a social relationship, meaning that the market is not actually an agent, since it is people, and the institutions they create, that support and guarantee the functioning of economic life. But more importantly, this concept focuses on the dynamic nature of the economic form, which “in its movement forward represents a continuous search for stable social and economic relations”. This stability can be ensured by institutions marked by a differing degree of formality. [10:  Polanyi K. (1944), The Great Transformation, Beacon Press, Boston]  [11:  Granovetter M. (1973), “The strength of weak ties”, American Journal of Sociology, 78, 1360-80]  [12:  Watson M (2005), Foundations of International Political Economy, Chapter 8 pp 179-197, Palgrave Macmillan, New York] 

To sum up, the concept of informal sector (or informal economy) has been analysed in the past using many approaches, often contrasting but united by the “defect” of formal-morphism, which means the tendency to define informal as the opposite of formal. By doing so, there is the real risk of remaining stuck in a semantic and conceptual context that is bound to the formal economy, reducing the informal economy to a negation of the formal economy, often with negative connotations.
The problem does not however remain confined to the sphere of semantics or of epistemology. Starting from the above assumption, dichotomous development models have often been drawn up, forming a theoretical framework within which policy makers have implemented policies that have been unable to involve informal actors or support institutions which, though informal, are often very efficient.
To assess the various methods for gaining access to credit and developing businesses in Egypt and the Palestinian Territories a theoretical approach has thus been adopted in which the informal sector has not been considered as merely a marginal and negative expression of the formal economy, but rather as a phenomenon endowed with its own rationality and dynamics.
The main implication of this hypothesis has enabled the study to focus the analysis not so much on the borderlines between the formal and informal sectors as on the borderlands, i.e. those spaces in which economic activities are present marked by a differing degree of formality of the institutions operating therein. In this way the study has conceived the economy as a continuum, a continuous space within which the various formal and informal actors operate in a constant search for stability in terms of social and economic relations.
2.2.2. The operative concept of enterprise
The study has referenced an extended concept of enterprise. The need to adopt an extended concept of enterprise is based on the idea that economic actors, who are primarily social actors, move within a continuous space. It thus appears to be counter-productive to take the enterprise as the standard unit for the analysis, in its commonly accepted meaning of standard statistical-economic unit. Actors in the informal economy indeed often escape such a definition, remaining outside the scope of statistical surveys. They are moreover not recognised as economic actors endowed with the same dignity as standard enterprises.
The study has therefore considered as “enterprises” all organisations that perform economic activity, regardless of their legal status. This leads us to consider both entities defined as “enterprises” and entities defined as “associations” or “cooperatives”, and non-legally created forms of productive activity in which individuals come together to collaborate, within a family environment or based on other forms of social organisation. Economic activities performed by individuals (such as individual craftsmen or professionals) have not however been considered as “enterprises”.
In order to be usable, an extended concept of enterprise naturally requires some limitations, in order to be able to define a specific area of observed reality as the “informal economy”. One limitation relates to the collective size of the enterprise (we have thus considered only entities in which there is collaboration among several individuals – in the form of a cooperative or subordinate employment), considering as a key element of the enterprise the organisation of resources.
A further three limitations were adopted to identify the enterprises to which the survey refers:
· the chiefly “informal” dimension of business activity: this led to the inclusion in the study of wholly informal enterprises, including those having a formal status, but in which the activity performed is marked by a high degree of “informality”, such as the presence of non-contracted workers, the use of completely informal suppliers and “sub-contractors”, the acquisition of inputs and marketing through informal channels, etc.;
· reference to the economic activities of production and processing and, therefore, the exclusion only of commercial activities: we have thus considered only activities entailing the production of goods and services and not simply their sale; in this case too reference is made to the dimension of the organisation of resources as a key element of economic activity, thus preventing the identification of economic activity simply with revenue-generating activity;
· reference to economic activities characterised by “permanence”. Another limitation adopted when identifying enterprises is that of their relative permanence. An activity performed sporadically is therefore not considered, while activities performed on a long-term basis, even though not continuously, have been considered. In this context too, rather than considering simple “revenue-generating” action, a key element of the enterprise is taken to be the organisation of resources with a view to the production of goods and services. This organisation may be considered as being “real” only when it has a “duration” – and consequently entails the drawing up of shared rules regarding objectives, relations among actors, performance of activities, etc. and therefore is not identified with an individual action.
The adoption of this concept of enterprise has made it possible to identify:
· the plurality of dimensions associated with the informal economy, often on the borderline between activities performed for profit and activities performed for other ends (e.g. family ties, social obligations, tradition, innovation, etc.);
· the continuity and contiguity between informal and formal, and the fact there is often actual integration between the formal economy and informal economy;
· connections among economic actors, and the nature of collective action typical of the enterprise;
· the dynamism of enterprises, entailing changes over time and fluctuations between different motivations and “institutional” areas.
[bookmark: _Toc387855313]2.3. Purpose of the analysis
As described in the Terms of Reference, the analysis has focused on some specific aspects, such as:
i) enterprises that are part of the informal economy and their characteristics;
ii) the dynamics of the informal economy;
iii) actors assisting enterprises in the informal economy (associations, assistance providers, etc.);
iv) credit opportunities for enterprises in the informal sector (both formal and informal opportunities);
v) international initiatives to promote credit for enterprises in the informal sector;
vi) information on bilateral economic and commercial processes (Italy-oPT; Italy-Egypt), with special reference to the ways in which such processes take into account the informal economy and the ways in which they give information regarding demand for services and credit from enterprises.
For the purposes of the study, an attempt was of course made to identify the principal channels of credit for informal enterprises, highlighting the operational rules and mechanisms (or lack of) enabling such networks to be efficient or not, and to be able to form a primary channel compared with other credit systems in the formal sector, marked by the intervention of actors such as commercial banks and Islamic banks, which are not so rooted in the territory as to be able to reach informal economic actors.
[bookmark: _Toc387855314]2.4. Methodological criteria
The study has been based on some specific methodological criteria, illustrated briefly below:
a) a participatory approach: the various actors involved in the analysis either directly or indirectly have not been considered solely as sources of information or as simple (potential or actual) beneficiaries of cooperation initiatives providing support to the private sector through a growing availability of credit for enterprises, but rather as “actors” whose contribution is essential for understanding the dynamics, strengths and weaknesses inherent in such cooperation initiatives and more generally in the social and economic systems of the respective nations;
b) integration between quality and quantity: during the course of the assessment both qualitative information and methods (such as interviews with “key informers”), and quantitative information and methods (e.g. analysis of statistical data and generation of directly gathered data through semi-structured questionnaires given to groups of enterprises) were used;
c) integration of different sources: the accuracy of the analysis and consequently its validity was guaranteed through the use of a variety of sources and the introduction of methods to cross-check information and verify and compare the various sources. Three sets of sources in particular were used: living sources (including informers), documentary sources (documents and relations) and direct observation (field inspections);
d) a differentiated approach: the enterprises included in the survey and their reference economic contexts are marked by radical differences regarding the two nations involved in the study and in particular their economies (the economy of the Palestinian Territories is affected by a long-standing political and conflictual crisis in relations with the State of Israel), the financial strength of actors, the characteristics of financial systems (Egypt is lacking in liquidity, in Palestine the situation is reversed), methods for small and medium enterprises to access credit, the legal framework, existing local development, etc.;
e) economic phenomena as a continuum and the analysis of borderlands: Use of the concepts of continuum and borderlands has made it possible to analyse SMEs without having to resort to the dichotomy between the formal and informal sector, thus considering the areas within which there are economic activities characterised by a different degree of formality of underlying institutions.
[bookmark: _Toc387855315]2.5. Geographic ambit
The study looked at the reality of small and medium enterprises in Egypt and the Palestinian Territories, examining documents and conducting an in-depth analysis through a field survey.
In view of the relative improvement in the political and institutional situation, and of general security conditions, in Egypt, it was possible to conduct in this country too an in-depth analysis of a sample of Egyptian SMEs even though the Terms of Reference for the study contemplated an in-depth analysis only for the Palestinian Territories. This opportunity provided a more complete picture of the functioning and various methods of credit access for small and medium enterprises in the two countries, where the evaluation of relative projects in support of the private sector financed by Italian cooperation had highlighted some problems regarding final outcomes, in terms of both their impact and their relevance.
With regard to the Palestinian Territories the field survey focused on three areas of the country, very varied in terms of political, social and above all economic dynamics. These areas are Bethlehem (marked by strong economic and ethnic diversification), Ramallah – El Bireh (a dynamic economic area, close to Jerusalem and seat of the Palestinian government) and Nablus (with the joint presence of farming and the stone industry and actions promoted by the EU and French cooperation supporting economic initiatives). With regard to areas involved in the survey in Egypt, the analysis focused on the two most important geographic areas in terms of the presence of small and medium enterprises in the country, namely Cairo (not just the capital, but the whole metropolitan area called Greater Cairo) and Alexandria.
[bookmark: _Toc387855316]2.6. Activities performed
Activities were performed in the following, partially overlapping phases:
· documentary research: identification and analysis of documents; identification of topics to be studied through the field research;
· preparation of field research: operational planning of field research; elaboration of data gathering tools; practical preparation of field research;
· interviews with key persons and experts (interviews continued during the following research phase and were completed during the information analysis and consolidation phase: in some cases new interviews were conducted to interpret and clarify data emerging from the analysis of documents);
· survey on enterprises: inspections, interviews and observation in the two countries;
· analysis and consolidation of information: analysis of information, gathering of further necessary information; group discussion and reflection of research team on results;
· reporting: drafting of final report.
2.6.1. Documentary research
Documentary research consisted of the analysis of general-information documents on the informal economy, with special reference to literature on the nature and dynamics of small and medium enterprises in Egypt and the Palestinian Territories.
The list of consulted documents can be found in annexe 1, while the results of the analysis of these sources are given in chapter 3.
2.6.2. The field phase
The field phase was conducted in the Palestinian Territories and in Egypt. In the former country technical tools were pre-tested. These tools were then fine-tuned and adapted to the reality of small and medium enterprises whose relevant traits of informality sometimes produce distortions, for example in answers to questions considered as being more sensitive, such as those regarding sales revenue or the number of workers employed (there is often a tendency to declare lower figures for fear of administrative and fiscal checks on the part of competent authorities).
For the gathering of data in the field we made use of the collaboration of local experts from both countries, due to both linguistic and more general security aspects in view of the period of relative political instability in Palestine and above all in Egypt.
The field phase in Palestine was from January to February 2014, while the Egyptian field phase was from February to March 2014.
[bookmark: _Toc383622719][bookmark: _Toc387855317]2.7. The sample of enterprises
A total of 32 small and medium enterprises were involved in the study, 16 from oPT and 16 from Egypt. The term sample is formally incorrect, at least from the point of view of statistical sciences, as the universe of small and medium enterprises in the two countries is not known.
The 32 enterprises were chosen on the basis of sociological representativeness criteria rather than statistical representativeness. Some criteria were designed to represent the variety of the world of small and medium enterprises, such as:
· size (in terms of sales revenue and workers);
· the sector (agro-industry and foodstuffs; catering; metalworking; construction; child-related services, family services, tourism; etc.);
· degree of integration with the formal economy.
Every one of the 32 enterprises was visited and given a structured interview regarding the various aspects of its operations and dynamics.
It should be stressed here that enterprises included in the sample are not all informal. This is to have the possibility of analysing the numerous similarities between formal and informal enterprises. This choice has allowed us to bring the informal sector to a simple coordinate that defines the form of economic activity or, in our case, profile of an enterprise, while avoiding the trap of a dichotomous approach in terms of both method and theory. Many enterprises, both formal and informal, share similar structural traits, and above all have to deal with the same obstacles and entry costs.
In both countries the enterprises visited were chosen after consultation with key local informers – such as representatives of trade associations, chambers of commerce and actors providing financial services – and using the snowball technique (interviewed enterprises were asked to recommend other enterprises).
[bookmark: _Toc387855318]2.8. Sources of information and the actors involved
The analysis conducted on small and medium enterprises in oPT and Egypt used two sets of information sources: documentary sources and living sources, as shown below.


	Documentary sources
	Academic research reports produced on the informal economy and informal enterprises in Egypt and oPT

	
	Reports on Italian projects in support of SMEs

	
	Reports produced as part of initiatives undertaken by other donors and other actors of international cooperation in Egypt and the Palestinian Territories (UNIDO, World Bank, AFD, GIZ, etc.)

	
	Reports and documents of trade associations and other actors in the business world in Egypt and the Palestinian Territories

	
	Essays and studies on the informal sector in the Mediterranean region

	
	Government reports on bilateral economic relations (e.g. ICE, Palestinian Ministry of economics and finance, GAFI in Egypt)

	
	Databases on transnational trade available at an international level (WTO, WB, etc.) 

	
	Statistical Institutes of the two countries 

	Living sources
	Experts and researchers of the informal economy at international level

	
	Experts and researchers of the informal economy in Egypt (e.g. UNIDO experts)

	
	Experts and researchers of the informal economy in Palestine (e.g. University of Birzeit; Center for Community Studies – University of Bethlehem; BISAN, etc.)

	
	Experts of international cooperation organisations performing activity in support of credit to enterprises (GIZ, AFD, USAID, WB) in Palestine

	
	Organisations providing financial and technical assistance services to enterprises in oPT

	
	Associations of chambers of commerce in oPT and local chambers of commerce in the areas under review

	
	Enterprises marked by participation and activity in the informal economy 

	
	UTL in Jerusalem and in Cairo


[bookmark: _Toc387855319]2.9. Tools used to gather information
To consult the various sources and informers, the following tools were used:
· grids for analysing documents, regarding: the traits of enterprises; the dynamics of the informal economy; the characteristics of financial services used by enterprises; actions in support of SMEs; relevant actors supporting the development of informal enterprises; information on trade and related needs, with special reference to SMEs and the informal sector;
· guides for conducting open-ended interviews with key informers and experts, regarding: the traits of enterprises; the dynamics of the informal economy; the characteristics of financial services used by enterprises; actions in support of SMEs; relevant actors supporting the development of informal enterprises;
· guides for conducting group interviews and workshops with key informers and experts, regarding: the traits of enterprises; the dynamics of the informal economy; the characteristics of financial services used by enterprises; actions in support of SMEs; relevant actors supporting the development of informal enterprises;
· structured questionnaires for interview with enterprises, regarding: the traits and activities of the enterprise; its use of credit and financial services; participation in networks, associations, etc.;
· guides for the observation of enterprises, regarding: the traits and activities of the enterprise; its use of credit and financial services; participation in networks, associations, etc.














[bookmark: _Toc387855320]3. STUDY RESULTS
[bookmark: _Toc387855321]3.1. The documentary analysis
As already mentioned, the informal economy is a topic that is being increasingly covered by literature, with a growing number of case studies on the topic being published. The analysis in this paragraph covers documentary output over the past decade on the question of the informal sector in Egypt and the Palestinian Territories.
3.1.1. Egypt
The main texts regarding Egypt are marked by a dichotomous approach. This implies that conducted analyses tend to represent the informal sector in a negative light, and that proposed policies and strategies all tend to seek the formalisation of informal activities as a crucial strategic goal.
The informal economy makes a 34% contribution to Egypt’s GDP (Albawaba, 2012)[footnoteRef:13]. In March 2012 the ECES (Egyptian Center for Economic Studies) called a conference to stress the importance of the informal sector in Egypt. Special attention was paid to recent trends, which have seen a notable increase in the contribution of informal activities to the formation of GDP since 2004. The most interesting element that appears to emerge from this conference is an awareness of the existence of a negative relationship between the dimension of the informal economy (in terms of both sales revenue and job levels) and the economic performance of the country. In other words, the informal economy’s contribution to GDP and the number of workers employed in informal activities tend to grow in periods of recession or crisis. This is exactly what is happening in Egypt as a consequence of the Arab spring and the global financial crisis (Albawaba, 2012)[footnoteRef:14]. [13:  Albawaba (2012), “Egypt: The informal economy”, Albawaba Business, 15 march]  [14:  Ibidem] 

Nevertheless, the limitation of this analysis is once again its dichotomous approach. The ECES invites the Government to implement reforms to encourage the formalisation of enterprises that are “traditionally informal” (i.e. those enterprises that were informal even before the economic crisis and Arab Spring) and to limit the process of “informalisation” of formal enterprises which in periods of recession and crisis tend to become informal. The suggested solution is that of creating incentives for the registration of enterprises.
Another interesting study conducted in 2012 by Mohamed A. Abdel Fatah (2012)[footnoteRef:15], analyses and compares the degree of satisfaction and profitability of formal and informal enterprises in Egypt. The study stresses the fact that formal enterprises are marked by higher rates of profitability. An enterprise may decide to operate through informal channels due to the high levels of administrative red tape, which slows down registration processes and the granting of permits and licences. The recommended solution is once again the formalisation of enterprises through the creation of incentives and “streamlining” of the bureaucratic machine. [15:  Abdel Fatah M.A. (2012), A survey-based exploration of satisfaction and profitability in Egypt’s informal sector, Working Paper No.169] 

Over and beyond the methodological and epistemological limitations of the dichotomous approach, the decision to lighten the bureaucratic apparatus may bring about paradoxical consequences: employment levels in the public sector would fall, and this would again increase the number of workers in the informal sector. Similar conclusions are reached in a recent study of the World Bank (2006)[footnoteRef:16], which recommends the reform of the fiscal system and administrative sector as the main solution to the problem of access to credit in Egypt, for formal and informal enterprises and families. [16:  Nasr S. (2006), Access to finance and economic growth in Egypt, World Bank] 

Other authors, such as Rawaa Harati (2012)[footnoteRef:17], appear to attribute less importance to the need for fiscal reform and reform of the public administration. Harati identifies two types of entry cost preventing informal enterprises from accessing the formal credit market: fiscal costs relating to registration and formalisation processes, and social costs, such as social stigmatisation, preventing informal actors from accessing formal markets (including the credit market). [17:  Harati R. (2013), “Heterogeneity in the Egyptian informal market, choice or obligation?”, Revue d'économie politique, 4(123)] 

Harati’s contribution lies in the assertion, albeit indirect, of the existence of a socio-political problem for informal actors, namely the non-participation in political life and in decision-making processes, and in the complete ignorance of their presence on the part of policy makers and international cooperation actors, who do not contact informal actors when identifying, drawing up and enacting development policies and strategies. Notwithstanding this novelty, Harati continues to consider the legalisation of informal enterprises as the main solution for the involvement of informal actors.
Another example of the dichotomous approach is the ILO paper of May 2002, drafted by Alia El Mahdi[footnoteRef:18]. The document looks at the question of decent work in the Egyptian informal economy. Once again, the dichotomous analysis represents informal employment as completely lacking in dignity, associating it with child labour and the exploitation of women. For these reasons, El Mahdi believes, it is necessary to safeguard informal employment through its formalisation. [18:  El Mahdi A. (2002), Towards Decent Work in the Informal Sector: The Case of Egypt, Employment Paper No. 5, ILO, Geneva] 

3.1.2. Occupied Palestinian Territories
As far as the Palestinian Territories are concerned, literature on the informal sector is much more recent due to the geo-political context in which enterprises are forced to operate. The main organisation that studies the informal sector in oPT is the “Palestine Economic Policy Research Institute – MAS”, which has conducted some recent researches to define the limitations preventing informal actors from gaining access to formal markets and credit systems.
The first MAS study on the informal sector was conducted in 2004[footnoteRef:19]. The study describes the characteristics of the informal economy, and in particular of informal work. The analysis showed the main determining factors of informal employment to be: region, age and business sector. The most interesting aspect of this study is the fundamental role it ascribes to the informal economy in reducing poverty and generating revenue. This report furthermore does not appear to be characterised by the dichotomous vision that emerges from subsequent MAS reports. [19:  MAS Palestine Economic Policy Research Institute (2004), Social and Economic Characteristics of the Informal Sector in the West Bank and Gaza Strip] 

In particular, a 2009 study[footnoteRef:20] focuses on the lack of technical skills and of a long-term entrepreneurial mentality in the region. It should be acknowledged nevertheless that MAS has focused much of its output and its studies on dynamics characterising the informal economy in Palestine, always stressing the importance of this sector in the difficult political-institutional context. [20:  MAS Palestine Economic Policy Research Institute (2009), The Informal Sector in oPT (its expansion, its characteristics, and its obstacles), Ramallah (original in Arab)] 

Once again a dichotomous vision is adopted, with informal actors being perceived as non-specialist and non-trained. The proposed solution is again to formalise this type of employment, mainly through the instruments of technical assistance and fiscal reform.
The same study looks at the characteristics of informal enterprises that produce foodstuffs in the Palestinian region. There emerges from the analysis an awareness of the importance of informal food production which, thanks to enterprises' local roots and the competitive prices of products, manages to satisfy internal demand in this sector. Great emphasis is placed however on the need to formalise enterprises through training activity and technical assistance, as well as through a reform of the legislative framework.
Another reference study is the Palestine Country Report: The Global Entrepreneurship Monitor 2012[footnoteRef:21]. This document devotes a lot of space to defining the characteristics of Palestinian micro-enterprises and small and medium enterprises. According to the document, business initiatives in oPT appear to be blocked by a number of factors, the most relevant of which is undoubtedly the political situation of the region. Other factors impeding entrepreneurship include: a high rate of business discontinuity, a relatively low level of entrepreneurship and rising needs expressed by entrepreneurs (who want to be more competitive in national and international markets). [21:  MAS Palestine Economic Policy Research Institute (2013), The Global Entrepreneurship Monitor (GEM) Palestine Country Report] 

The most interesting aspect is the fact that when measuring business activity the level of employment produced and informal investments undertaken are also considered. According to the study, the percentage of investors among the adult population that have financed the start-up of a business activity over the past three years is 2.6%. The average informal investment among the adult population (18-64 years of age) is an estimated 5,814 USD, and all informal investments in oPT total 317.68 million USD, 3.18% of Palestinian GDP. Investments are usually aimed at financing the activities of family members and relatives, followed by friends and neighbours.
Over and beyond the useful information provided, the report appears to want to demonstrate that although informal investments are an important element for business activity in oPT, they can be a double-edged sword, being unable to ensure high growth rates and profits in the long run. In this case, a dichotomous vision emerges more clearly from the recommendations and proposed strategies and policies.
[bookmark: _Toc387855322]3.2. In-depth analysis of Palestinian and Egyptian SMEs
In spite of the great differences between the two Egyptian and Palestinian social and economic situations, a goal of the study is to highlight the dynamics that are shared by small and medium enterprises. In this respect, the information collected from the field survey will be presented in disaggregate form for the two countries and in “consolidated” form to allow a broader reflection on small and medium enterprises, focusing on their informality traits, which make of them a special type of actor for international development cooperation, and more specifically for initiatives to support the development of the private sector.
3.2.1. The standard profile of enterprises involved in the study
As already mentioned, the choice of enterprises to be included in the sample was founded on criteria that would make it possible to understand shared dynamics despite the variety of business areas, size (in terms of sales revenue and worker numbers) and extreme variety in terms of operational informality traits.
The standard profile for the 32 enterprises that emerged from the in-depth analysis is defined according to the following elements: business sector; number of workers; sales revenue; date of creation; dynamic associated with the creation of the enterprise; influence of the family dimension.
With regard to business sector, in a sense the primary criterion for identifying the 32 enterprises, the importance of these sectors in the economies of the two countries was taken into due account. In Egypt, for instance, the building sector (due to the importance of marble and granite mining activities) and leather processing sector could not be excluded, while for oPT the food and agriculture sector had to be included.
The table below gives the business sectors of SMEs included in the in-depth analysis.
[bookmark: _Toc387855342]Table 1: Sample’s business sectors
	Business sectors

	
	Egypt
	oPT
	Total

	Marble
	2
	
	2

	Furniture 
	1
	
	1

	Vehicle paints
	1
	
	1

	Shoes/bags/leather and hides
	3
	
	3

	Metalworking
	3
	
	3

	Food processing and catering 
	1
	11
	12

	Vehicle accessories
	2
	
	2

	Printing
	1
	
	1

	Plastic and glass making
	2
	
	2

	Textiles (clothing and embroidery)
	
	1
	1

	Child services 
	
	2
	2

	Soap making
	
	1
	1

	Tourism 
	
	1
	1

	TOTAL
	16
	16
	32


With regard to the number of workers, the average for Egyptian enterprises is 8.6, while that for oPT is 7.3. The average for all 32 SMEs of the sample is 7.9 workers per enterprise. The table below gives the different classes for the workers of enterprises in the two countries.
[bookmark: _Toc387855343]Table 2: Number of workers per enterprise
	Number of workers per enterprise

	
	Egypt
	oPT
	Total

	Up to 5 
	2
	8
	10

	6 – 10 
	11
	4
	15

	11 – 15 
	2
	3
	5

	15 +
	1
	1
	2

	Total
	16
	16
	32


The average sales revenue for enterprises in the study sample is € 13,945, with a small difference between Egypt and oPT. Egyptian enterprises declared average sales revenue of € 16,250 per annum, while the value for Palestinian enterprises was € 11,180.
On the subject of sales revenue, it is noted that the estimates given are probably and deliberately underestimated and in some cases much lower than actual turnover. In some cases the research team found that the declared sales revenue was up to 10 times lower than the figure given for the budget for the current year. This fact should come as no surprise since, as explained below about the propensity to invest, over the past two years a significantly large percentage of firms have purchased new equipment and machinery, which would not be compatible with declared sales revenue values.
The question of sales revenue is a sensitive subject for SMEs, many of which have very high rates of informality. This is borne out by the fact that 25% of Egyptian enterprises and about 38% of Palestinian enterprises preferred not to give any figure. Out of the 32 enterprises surveyed, 10 did not respond to this question (32.2%), and those that did answer did not provide wholly reliable data, as might be imagined.
Carrying on with the profile of enterprises in the study sample, the date of creation presents a wide variety of situations, as the table below shows.


[bookmark: _Toc387855344]Table 3: Date of creation of enterprises
	Date of creation of enterprises

	
	Egypt
	oPT
	Total

	1954 – 1970
	4
	
	4

	1971 – 1990
	4
	1
	5

	1991 – 2005
	4
	1
	5

	2006 – 2013
	4
	14
	18

	Total
	16
	16
	32


As can be seen, Egyptian enterprises appear to be more durable and stable, while most Palestinian enterprises are much more recent. This can be explained by the particular situation of the Palestinian context, marked by a continuous political and institutional emergency due to the conflict with the State of Israel.
This explanation appears to be in keeping with another element of the profile of enterprises in the sample: the subject that took the initiative of creating each enterprise and the support he/it received to do so.
As regards the first aspect, the two contexts appear to play a fundamental role in the initial creation of the enterprise, as the table below shows.
[bookmark: _Toc387855345]Table 4: Creation of enterprise
	Creation of enterprise

	
	Egypt
	oPT
	Total

	Current owner 
	9
	8
	17

	Father of current owner 
	7
	
	7

	Family 
	
	1
	1

	Groups of individuals/women/partners
	
	3
	3

	Private institutions/international cooperation programmes 
	
	4
	4

	Total
	16
	16
	32


The Palestinian context appears to rely much more on collective initiative and on the initiative of institutions or international development cooperation compared with the situation in Egypt, which on the other hand appears to be founded almost exclusively on private individual initiative. This situation appears to be compatible, on the one hand, with the significant presence of many bilateral and multilateral agencies (as well as international NGOs) in the Palestinian Territories, and on the other with a greater propensity towards collective action in local communities (both rural and urban) in oPT.
There also appear to be considerable differences in the two contexts with regard to support in the enterprise creation phase. In Egypt enterprise creation is the fruit solely of personal initiative, and thanks to one’s own financial resources, whereas in the Palestinian Territories there is a very significant presence of external support, be it private institutions and international cooperation, and above all credit or micro-credit institutes.
[bookmark: _Toc387855346]Table 5: Support with creation of enterprise
	Support with creation of enterprise

	
	Egypt
	oPT
	Total

	None/only personal resources and savings
	15
	5
	20

	The family
	1
	1
	2

	Credit/micro-credit institutes
	
	7
	7

	Private institutions/international cooperation programmes
	
	3
	3

	Total
	16
	16
	32


Finally, the presence of members of the owner’s family among the enterprise’s employees is much more balanced. As the table below shows, Egyptian and Palestinian enterprises appears to have similar traits in this sense.
[bookmark: _Toc387855347]Table 6: Presence of family members among employees
	Presence of family members among employees

	
	Egypt
	oPT
	Total

	No family member
	8
	11
	19

	Up to 30% of employees 
	1
	1
	2

	31% to 50% of employees 
	3
	
	3

	51% to 80% of employees 
	1
	
	1

	81% to 100% of employees 
	3
	4
	7

	Total
	16
	16
	32


It is noted however that the majority of enterprises under review, as the graph below shows, do not have any family member among the employees of the 32 SMEs. At the same time, the percentage of enterprises having only members of the owner’s family as employees appears to be quite large.
[bookmark: _Toc387855331]Graph 1: Presence of family members among employees
In short, the average profile of Egyptian and Palestinian enterprises involved in the survey appears to be deeply influenced by the respective social and economic contexts. Nevertheless, differences between the two countries, sometimes great, do not prevent the existence of common traits regarding the functioning of enterprises, as shown by the analysis reported in the following chapters.
3.2.2. The functioning of enterprises
The aspects taken into consideration to describe the functioning of SMEs under review in the in-depth analysis referred to: the geographic dimension of business activity; the process of selecting employees and labour; the choice of products; accounting methods; the decision-making process; the servicing of equipment and machinery.
As regards the geographic dimension of business activity, there is no significant difference between the Egyptian and Palestinian contexts, with the majority of firms operating on a local scale.
[bookmark: _Toc387855348]Table 7: Geographic ambit of business activity
	Geographic ambit of business activity

	
	Egypt
	oPT
	Total

	Local only
	11
	13
	24

	Local + national 
	3
	
	3

	Local + indirect exports
	2
	
	2

	Local + direct exports
	
	3
	3

	Total
	16
	16
	32


As can be seen, all enterprises operate at a local level, while only a small minority of enterprises are directly or indirectly linked with export activity. For this small minority the difference between Egyptian and Palestinian SMEs appears to be the type of export activity. In the case of Egypt this appears to be production destined to be exported by other enterprises, while in oPT export activities are performed directly.
[bookmark: _Toc387855332]Graph 2: Export-related activities

With regard to the hiring of workers the underlying criteria also appear to be similar between the two contexts. Among these criteria there is a definite prevalence of specialisation, followed by that of belonging to the founding group or the cooperative that owns the enterprise.
[bookmark: _Toc387855349]Table 8: Criteria for the hiring of employees
	Criteria for the hiring of employees

	
	Egypt
	oPT
	Total

	Apprentices
	3
	1
	4

	Jobless
	2
	
	2

	Specialist labour
	6
	2
	8

	Family members only
	
	2
	2

	Group/cooperative members only
	
	5
	5

	Members of local community 
	
	2
	2


On the question of product choices, there emerged a high degree of flexibility and ability to respond dynamically to market needs and demand. The great majority of enterprises declared that they adapted constantly to customer needs, indeed it was customers that shaped the type of production.
[bookmark: _Toc387855350]Table 9: Criteria for choosing products
	Criteria for choosing products

	
	Egypt
	oPT
	Total

	Customer needs 
	12
	9
	21

	Internet searches
	2
	
	2

	Imitation of imported products 
	2
	
	2

	Owner’s ideas
	
	5
	5

	Depending on availability of raw materials 
	
	2
	2

	Total
	16
	16
	32


A further aspect taken into consideration for the functioning of the enterprise concerns the servicing of the enterprise’s equipment and machinery. As the table below shows, the most common method for servicing operations was the use of specialist external personnel, followed by the use of in-house personnel. In some cases both methods are used, i.e. in-house personnel for simpler operations and external specialists for more complex activities.
[bookmark: _Toc387855351]Table 10: Servicing of equipment and machinery
	Servicing of equipment and machinery

	
	Egypt
	oPT
	Total

	Employees 
	5
	1
	6

	Specialist external personnel
	5
	9
	14

	Employees and, for complex operations, external personnel
	3
	
	3

	The owner himself 
	2
	2
	4

	Family members 
	
	2
	2

	Volunteers of local community
	
	2
	2

	No one
	1
	
	1

	Total
	16
	16
	32


The final aspect taken into consideration for the functioning of enterprises is that of accounting and administrative management, for which strong informality traits can be identified. The majority of enterprises admit they do not have any accounting system. Equally significant is the number of enterprises adopting as an accounting tool only a book of prime entry, registering revenues and costs, looked after by the owner.
[bookmark: _Toc387855352]Table 11: Accounting and administration tools
	Accounting and administration tools

	
	Egypt
	oPT
	Total

	No accounting tool
	9
	6
	15

	Book of prime entry revenues/costs kept by owner 
	5
	6
	11

	Management by in-house accountant
	2
	
	2

	Computerised accounts 
	
	3
	3

	Accounts managed by external professionals 
	
	1
	1

	Total
	16
	16
	32


The presence of more sophisticated accounting and administration tools in oPT is of course directly related to the fact that these enterprises have links with international development cooperation projects and with credit and micro-credit institutes. The graph below highlights informality elements in accounting and administration management for the enterprises under review.
[bookmark: _Toc387855333]Graph 3: Accounting and administration management

3.2.3. Informality traits in enterprises 
As already argued in previous chapters, it is impossible, either theoretically, methodologically or epistemologically, as well as futile to make a clear distinction between formal and informal, nor must informality traits take on an inevitably negative connotation (or positive of course). In the hypothetical grey zone, or border zone, which is very extensive in the countries concerned, the formal sector coexists with strong informality, and on the other hand so-called informal enterprises have functional and permanent ties with formal enterprises. In short, the dichotomous distinction between formal and informal brings with it the risk of being completely ineffective in explaining the behaviour of economic actors operating, sometimes in an unforced manner, within the grey, border zone.
The enterprises analysed in the survey in Egypt and oPT are no exception to this rule, indeed they highlight a number of paradoxes and contradictions that would be inexplicable based on a purely dichotomous logic. There are for example quite a few cases in which the owners of non-registered enterprises, thus non-existent for the State, manage to obtain credit, in the name of the owner, for purchasing machinery. Even more emblematic is the quite common trait among the officially registered enterprises of the sample that pay taxes yet do not have a bank account opened in the name of the enterprise. An even clearer example are those officially registered enterprises that have a bank account but not an official balance sheet.
The question of registration appears to be key to any reflections on informality traits of Egyptian and Palestinian enterprises. Only 23 of the 32 enterprises in the sample are officially registered.
[bookmark: _Toc387855353]Table 12: Registration of enterprises
	Registration of enterprises

	
	Egypt
	oPT
	Total

	Registered 
	10
	13
	23

	Not registered 
	6
	3
	9

	Total
	16
	16
	32


All non-registered enterprises naturally perform an unconcealed economic activity and, in some cases, receive support from the institutions (in oPT in particular) and export their products to countries in the region.
Even more interesting is the availability of a bank account opened in the name of the enterprise, declared for just 15 out of 32, corresponding to 46.9% of the total.
[bookmark: _Toc387855354]Table 13: Availability of a bank account
	Availability of a bank account

	
	Egypt
	oPT
	Total

	Existence of an account 
	7
	8
	15

	No bank account 
	9
	8
	17

	Total
	16
	16
	32


Finally, the percentage of enterprises endowed with an official balance sheet is much lower.
[bookmark: _Toc387855355]Table 14: Existence of official balance sheet
	Existence of official balance sheet

	
	Egypt
	oPT
	Total

	Existence of balance sheet 
	
	9
	9

	Absence of balance sheet
	16
	7
	23

	Total
	16
	16
	32


In addition to the large percentage of enterprises non endowed with an official balance sheet (71.9%), none of the 16 Egyptian enterprises has an official balance sheet even though 10 of them are officially registered and 7 have a bank account opened in the firm’s name. With regard to the 9 Palestinian enterprises declaring the presence of an official balance sheet, it is interesting to note that this figure is above the number of enterprises actually registered (8). This might be explained by the fact that in Palestine there is considerable support from public institutions, and in particular from international development cooperation.
A comparison of the three parameters used to gauge the informality traits of Egyptian and Palestinian enterprises forming the sample, namely official registration, availability of a bank account and existence of official balance sheet, reinforced the methodological (and practical) need to avoid approaches based on formal/informal dichotomy, as there is no direct connection between these parameters. The graph below gives some indicators of formality for enterprises.
[bookmark: _Toc387855334]Graph 4: Comparison of some formality indicators
Equally significant is the graph below on the comparison centring on the absence of registration, bank account and official balance sheet among enterprises in the sample.
[bookmark: _Toc387855335]Graph 5: Comparison of some informality indicators
3.2.4. Growth and expansion dynamics
Notwithstanding the evident elements of informality regarding some aspects of Egyptian and Palestinian SMEs, the analysis of basic aspects relating to expansion and development shows up a high degree of flexibility and dynamism of enterprises appearing in the sample. The fact that the 32 enterprises present high levels of informality does not appear to limit in the least their propensity to develop and expand economic activities, manifesting in a developed ability to adapt to a reality in constant flux. This means, for Egypt in particular, a veritable institutional and political revolution, and for the Palestinian Territories a long-term political-military emergency in terms of relations with the State of Israel.
The first parameter used to measure the growth and expansion capabilities of enterprises in the sample relates to investments in equipment and machinery over the past two years. As from table below shows, most of the 32 enterprises have undertaken major investments.
[bookmark: _Toc387855356]Table 15: Purchase of machinery over past two years
	Purchase of machinery over past two years

	
	Egypt
	oPT
	Total

	Purchased
	10
	13
	23

	Not purchased
	6
	3
	9

	Total
	16
	16
	32


These data take on particular significance if one considers that 10 out of the 16 Egyptian enterprises have undertaken investments in machinery even though a veritable political and institutional revolution has shaken the country over the past two years, rendering the general climate and economic system unstable and insecure. At the same time it is important not to underestimate the performance of Palestinian enterprises which, despite a situation of chronic uncertainty as to the future, especially due to the limited movement of goods and services, have undertaken investments that can only be amortised over several years.
The data on investments are in keeping with the introduction by enterprises in the sample over the past two years of new products, bearing witness to their dynamism.
[bookmark: _Toc387855357]Table 16: Launch of new products in past two years
	Launch of new products in past two years

	
	Egypt
	oPT
	Total

	Launch of new products 
	11
	13
	24

	Absence of new products
	4
	3
	7

	No answer given
	1
	
	1

	Total
	16
	16
	32


The capacity, and perhaps even courage, in view of the situation in the two contexts, to undertake major investments that can only be amortised over several years and to launch new products is just one aspect of the ability of enterprises to adapt to a rapidly changing economic situation. With regard to the future a similar attitude can be seen, since almost all of the enterprises interviewed foresee major changes within their productive set-ups, as the table below shows.
[bookmark: _Toc387855358]Table 17: Forecasts of change in the enterprise over the next two years
	Forecasts of change in the enterprise over the next two years

	
	Egypt
	oPT
	Total

	Forecast of changes 
	14
	15
	29

	Forecast of no change 
	2
	1
	3

	Total
	16
	16
	32


With regard to changes in the economic context over the next two years, enterprises expect changes to happen that will also have a bearing on their enterprise.
[bookmark: _Toc387855359]Table 18: Forecasts of changes to economic context
	Forecasts of changes to economic context

	
	Egypt
	oPT
	Total

	Purchase of new machinery and equipment 
	8
	
	8

	Improved performance of enterprise 
	1
	4
	5

	Improved political stability
	1
	
	1

	Improved political stability
	1
	
	1

	Improved production techniques 
	2
	1
	3

	Changes to international markets 
	1
	
	1

	Greater exporting possibilities 
	
	4
	4

	General changes 
	
	6
	6

	No change
	2
	1
	3

	Total
	16
	16
	32


Finally, it is interesting to see how the forecasts of change both inside and outside the enterprise is reflected in the planning capacities of the 32 enterprises under review. Most enterprises have drawn up medium-term development plans, even though these plans may not be written down, as the table below shows.
[bookmark: _Toc387855360]Table 19: Presence of development plans
	Presence of development plans

	
	Egypt
	oPT
	Total

	Development plan
	
	4
	4

	Unwritten development plan
	15
	7
	22

	No existing plan
	1
	5
	6

	Total
	16
	16
	32


In short, if we do not consider the question of written/unwritten development plans, as it would be futile to make a distinction between formality and informality, a very large percentage of sample enterprises declared that they planned for the future in terms of investments and changes in technical and organisational methods for their productive activity.
[bookmark: _Toc387855336]Graph 6: Mediumd-term planning
3.2.5. Financial services and access to credit
Such a high propensity to grow and expand, and the need to undertake significant investments in equipment and machinery, require the availability of considerable capital and resources. In other words, the question of financial services and access to credit is fundamental in an enterprise playing an active role in markets. This question is crucial not only for investments but also when managing day-to-day economic activities requiring less important financial assets (for purchase of raw materials, adequate stocks, etc.).
With regard to the financing of day-to-day activities, enterprises in the sample use the liquidity obtained from advance payments received at the time of orders, or without any access to credit they are forced to resort to self-financing by re-investing takings (thus profits) or using capital in the form of individual and family savings.
[bookmark: _Toc387855361]Table 20: Short-term financing of enterprise
	Short-term financing of enterprise

	
	Egypt
	oPT
	Total

	Advance payment at time of order/contract 
	10
	1
	11

	Profits/Takings of previous month 
	3
	7
	10

	Savings of owner/family 
	
	3
	3

	Daily takings
	3
	5
	8

	Total
	16
	16
	32


Customers pay by giving an advance at the time of ordering and, barring rare cases of payment extensions, the final balance when the products are delivered, as the table below shows. It also shows significant differences between Egypt and oPT.
[bookmark: _Toc387855362]Table 21: Customers’ method of payment
	Customers’ method of payment

	
	Egypt
	oPT
	Total

	Advance at time of order + final balance upon delivery 
	10
	
	10

	Cash for services
	3
	16
	19

	Advance payment and extended payment of balance
	3
	
	3

	Total
	16
	16
	32


With regard to the purchase of materials and raw materials for production, enterprises appear to act in a totally different way in the two countries. In Egypt enterprises can benefit from a short-term extension on purchases, while this rarely happens in Palestine.
[bookmark: _Toc387855363]Table 22: Short-term extension for enterprise purchases
	Short-term extension for enterprise purchases

	
	Egypt
	oPT
	Total

	Short-term extension
	16
	3
	19

	No payment extension
	
	13
	13

	Total
	16
	16
	32


It is interesting to note that the extended purchases facility is granted in almost all cases (22 enterprises, 16 in Egypt and 6 in oPT) for purchases effected in the name of the owner and only in one case for purchases effected in the name of the enterprise (in Palestine).
The situation changes very little for medium/long-term financial needs associated with investments in equipment and machinery. It is possible to observe the intervention of the banking system, although in most cases it is to grant credit to the owners of the enterprise and not to the enterprise itself. In Palestine, thanks to the presence of international cooperation projects in support of the private sector, some enterprises have benefited from medium-term credit initiatives.
[bookmark: _Toc387855364]Table 23: Financing of medium/long-term investments
	Financing of medium/long-term investments

	
	Egypt
	oPT
	Total

	With profits
	4
	8
	12

	Personal/family savings
	5
	1
	6

	Payment extension granted by supplier
	4
	
	4

	Bank loans to owner 
	2
	1
	3

	Bank loans to enterprise 
	1
	1
	2

	Institutions / international cooperation 
	
	5
	5

	Total
	16
	16
	32


In short, in most cases investments are undertaken using one’s own resources, with a minor percentage resorting to sundry forms of credit, albeit often in the name of the enterprise owner, as the graph below shows.
[bookmark: _Toc387855337]Graph 7: Ways of financing investments
Finally, the percentage of enterprises saying they use financial services and sundry forms of credit (including in the name of the owner) appears to be quite low for the set of 32 enterprises.
[bookmark: _Toc387855365]Table 24: Access to financial services and credit
	Access to financial services and credit

	
	Egypt
	oPT
	Total

	Access to financial services and credit
	5
	7
	12

	No access
	11
	9
	20

	Total
	16
	16
	32


In short, the question of gaining access to credit, and more generally to financial services, appears to be at odds with SMEs’ great potential to adapt to market trends and to the political and institutional situation. Very often, both the daily running of the enterprise and its growth and expansion with relative medium- and long-term investments are only possible thanks to self-financing and the use of personal savings. In this respect, bank credit appears to play a negligible role in the life of the enterprise, whereas international cooperation initiatives may be an important facilitating factor, as is the case of oPT.
3.2.6. The external environment: obstacles and facilitating factors 
The competitiveness of Egyptian and Palestinian SMEs depends not only on their ability to adapt to the context but also on a number of obstacles and facilitating factors that may be of crucial importance in terms of the external environment.
One of the main obstacles brought up by enterprises in the sample during the in-depth analysis is the difficulty in gaining access to credit. This is followed by the modest size of the market, which places limitations on exporting possibilities. The table below gives the obstacles identified by the owners of enterprises in the sample.
[bookmark: _Toc387855366]Table 25: Obstacles to the business activity of SMEs
	Obstacles to the business activity of SMEs

	
	Egypt
	oPT
	Total

	Political instability
	5
	1
	6

	Lack of information about markets 
	2
	
	2

	Lack of credit to purchase machinery 
	10
	1
	11

	Enterprise located in peripheral area
	1
	
	1

	Lack of specialist labour
	2
	
	2

	Non-regular supply of raw materials 
	1
	
	1

	Rise in cost of materials
	1
	
	1

	Lack of capital for investments 
	
	3
	3

	Market too small/lack of export opportunities 
	
	8
	8

	Competition too fierce
	
	2
	2

	No marketing plan
	
	2
	2

	Too much red tape
	
	1
	1


As can be seen, there is an important difference in the perception of obstacles between Egyptian and Palestinian enterprises, naturally due to the diversity of their situations. Whereas for Egyptian firms obstacles relate mainly to the political instability that has marked the country over the past two years and to the difficulty in obtaining credit, for Palestinian SMEs the main hurdle to overcome is the small size of the market and the lack of export opportunities, which is perfectly understandable in view of the restrictions imposed by the State of Israel on the movement of goods and services.
The facilitating factors cited by sample enterprises are basically in line with and complementary to the analysis of obstacles. The most important facilitating factor is therefore the possibility of working in a broader market allowing direct or indirect opportunities for export activity. This factor is followed by the availability of adequate equipment and machinery, the possibility of accessing credit and financial services and political stability. In this case too, just as for obstacles, there are significant differences between the Egyptian and Palestinian contexts, as the table below shows.
[bookmark: _Toc387855367]Table 26: Facilitating factors for SME activities
	Facilitating factors for SME activities

	
	Egypt
	oPT
	Total

	Political stability
	3
	1
	4

	Good relations with customers
	4
	
	4

	Adequate machinery and equipment
	5
	1
	6

	Access to credit and financial services 
	5
	
	5

	Open markets / spaces for exporting
	1
	8
	9

	Up to speed with technology 
	1
	
	1

	Availability of specialist labour
	1
	2
	3

	Help from institutions/international cooperation 
	
	2
	2

	Existence of development and marketing plan
	
	3
	3


It may come as a surprise to find out that facilitating factors do not include membership of or participation in trade associations or other forms of horizontal collaboration. Only a small percentage of sample enterprises are members of trade associations, and these are all to be found in oPT.


[bookmark: _Toc387855368]Table 27: Membership of trade associations
	Membership of trade associations

	
	Egypt
	oPT
	Total

	Membership of associations
	
	7
	7

	None
	16
	9
	25

	Total
	16
	16
	32


The question of obstacles and facilitating factors for Egyptian and Palestinian enterprises cannot of course fail to include supplies for production, access to market information and access to information about technology and the organisation of production.
As regards the question of access to materials needed for productive activity, there appears to be the difficulty of procuring supplies in the local market. Almost all of the 32 enterprises said they were forced to operate in the local market for their procurement needs. The only two cases of access to imported materials were for Palestinian enterprises able to do so thanks to their participation in projects in support of the private sector promoted by international cooperation, in particular French bilateral relations.
[bookmark: _Toc387855369]Table 28: Access to production input/supplies
	Access to production input/supplies

	
	Egypt
	oPT
	Total

	From local market 
	16
	14
	30

	Imported
	
	2
	2

	Total
	16
	16
	32


As regards access to information on the market in which Egyptian and Palestinian enterprises operate, the in-depth analysis highlights for both countries the adoption of personal solutions and a near total absence of support from institutions and trade associations.
[bookmark: _Toc387855370]Table 29: Access to market information
	Access to market information

	
	Egypt
	oPT
	Total

	Personal relations/networks 
	16
	12
	28

	Internet searches
	3
	3
	6

	Trade associations/international cooperation 
	
	1
	1

	Participation in trade fairs and meetings
	
	1
	1


Finally, as regards access to information about the technology used in production, Egyptian and Palestinian enterprises opt for customised solutions, in the absence of policies in support of their operations, as the table below shows.
[bookmark: _Toc387855371]Table 30: Access to information about technologies
	Access to information about technologies

	
	Egypt
	oPT
	Total

	Catalogues
	8
	
	8

	Directly from customers
	2
	
	2

	Internet
	7
	6
	13

	Rival enterprises 
	4
	
	4

	Personal relations
	1
	7
	8

	Through one’s bank
	
	1
	1

	No access to information 
	2
	3
	5


In short, the Egyptian and Palestinian enterprises under review have to make their way over many obstacles, which they do through personal resources and relations and making very little use, in the few cases of international cooperation programmes in the Palestinian Territories, of support from institutional actors.
3.2.7. Actions in support of the private sector and international development cooperation 
As we have seen above, a characteristic that is common to interviewed enterprises is the fact that, except for a few exceptions in oPT, they do not enjoy the support of State institutions or international cooperation.
With regard to the involvement of domestic institutions (central government or local authorities) in support activities for example, the vast majority of Egyptian and Palestinian enterprises appear to be ignored.
[bookmark: _Toc387855372]Table 31: Activity in support of enterprises
	Activity in support of enterprises

	
	Egypt
	oPT
	Total

	Involvement in support activity 
	4*
	5**
	9

	No support activity 
	12
	11
	23

	Total
	16
	16
	32


* All private trade associations 
** 4 training initiatives (Ministry of Employment and Ministry of Agriculture) and 1 initiative of a trade association (participation in trade fairs)
With regard to initiatives and programmes of international development cooperation, only some Palestinian enterprises managed to obtain support for their activities, as the table below shows.
[bookmark: _Toc387855373]Table 32: Involvement in development cooperation programmes
	Involvement in development cooperation programmes

	
	Egypt
	oPT
	Total

	Involvement in cooperation programmes
	
	6
	6

	No support activity
	16
	10
	26

	Total
	16
	16
	32


It should be noted that the 6 cases of involvement of Palestinian enterprises in development cooperation programmes were for French and British cooperation initiatives.
Finally, looking at projects in support of the private sector promoted by Italian cooperation, a negligible percentage of enterprises were aware of this possibility.
[bookmark: _Toc387855374]Table 33: Knowledge of Italian programme
	Knowledge of Italian programme

	
	Egypt
	oPT
	Total

	Knowledge of Italian programme
	
	2
	2

	No knowledge 
	16
	14
	30

	Total
	16
	16
	32


In conclusion, the participation of Egyptian and Palestinian SMEs included in the study sample in programmes in support of the private sector, through initiatives undertaken in the home nation or those of international development cooperation, was very low. Most of the enterprises surveyed therefore not only do not have any help from public or international institutions, they do not even know of the existence of possible help.
The only support given consists of some occasional training initiatives on the part of the public sector in oPT and some equally rare initiatives by private trade associations (through trade fairs and exhibitions) in Egypt. Actions promoted by international development cooperation in favour of the private sector are also very limited, and involve only one or two Palestinian SMEs.
[bookmark: _Toc387855323]3.3. Credit opportunities aimed at enterprises in the informal sector
3.3.1. Forms of conventional credit
In the Palestinian Territories the credit market is very contradictory: there is an enormous availability of liquid assets in the system, yet a low rate of loans requested and granted.
In oPT there are currently 18 commercial banks, 12 of which are part of international financial groups, and despite having enormous deposits find it difficult to provide adequate lending. According to the EPCGF, at the beginning of 2013 8 billion dollars was deposited with Palestinian banks, of which just 2 billion used for business investments and a further 6 billion locked up. The Bank of Palestine alone, on the same date, had 500 million dollars in the form of deposits that were unused.
We can therefore state that Palestinian banks are disinclined to grant loans for business investments. This attitude on the part of banks is partly ascribable to the difficulty for entrepreneurs to provide suitable collateral and, in part, to the high degree of informality of the Palestinian economy, also well rooted in the credit market, in which most enterprises resort to typically informal methods, ranging from borrowing from friends and relatives, the use of tontine and systems of lending directly among enterprises (usually in a highly informal manner). In addition to the “formal” credit circuit, consisting of commercial banks and Islamic banks, there is thus also a parallel “informal” circuit that appears to be used more than the formal circuit.
The main implication of such a situation is that Palestinian small and medium enterprises rarely make use of the services offered by commercial banks and Islamic banks, either for seeking loans or even for depositing their savings. According to the Federation of Palestinian Chambers of Commerce, Industry and Agriculture, it is mainly large-sized enterprises that work with commercial and Islamic banks, while many SMEs prefer to go through informal credit channels.
In Egypt too, commercial banks, both State-owned and private, are reluctant to grant credit to SMEs, which they consider to be unstable and risky businesses. It should be added that interviews conducted during the field survey suggested that bank staff were not adequately trained to promote and market financial services in favour of potential SME clients. 
Moreover, the lack of financial expertise of owners of small and medium enterprises and their limited ability to draw up a business plan or even a budget are further obstacles to commercial banks being able to grant loans to Egyptian SMEs. Banks limit their activity to that of selling money, without helping entrepreneurs to develop their activity and their projects.
Looking at lending terms, the collateral requested by the bank from SMEs is beyond the financial possibilities, and perhaps beyond the interests of, the enterprise since the guarantee requested is a cash deposit of at least twice the amount of the requested loan. The lending rates of commercial banks are also a lot higher than those applied by informal commercial operators or by suppliers for extended payments. Finally, the duration of the loan is not compatible with the actual cashflows of enterprises.
3.3.2. Forms of non-conventional credit
In the two areas under review – oPT and Egypt – we observed the presence of alternative or complementary forms of credit in relation to that granted by banks.
“Islamic” credit
More than an alternative or complementary form of credit to bank lending, Islamic credit is a method adopted both by “Islamic banks” (banks not granting forms of “commercial” credit), and by commercial banks (which in many cases offer both products founded on Sharia principles and products based on western banking traditions). With Islamic credit the bank does not apply interest to borrowers. Generally speaking, credit is not in the form of lending a sum of cash, but requires the lending of a good or service: the price to be paid for the good or service given is greater than the market price would be. Islamic credit is actually a form of loan for the purchase of goods and services, and is used in particular for consumer goods (or household services), but is little used for economic and commercial activities. In relation to these activities, “Islamic credit” is not advantageous. Not only the actual cost of credit is higher than commercial credit, but collateral is in any case required.
Micro-credit
Micro-credit has grown greatly in the countries surveyed. Nevertheless, in this case too small and medium enterprises rarely make use of the various available forms of micro-credit. The users of micro-credit organisations resort to such credit mostly for “micro” business initiatives: in these cases loans are used to finance working capital, with a very short credit duration. The obstacles raised by micro-credit with regard to the possibility of financing small and medium enterprises mentioned during the course of interviews include: interest rates applied (a lot higher than for conventional forms of credit); the size of loans (too small to allow the funding of purchases for equipment and technologies); the need, in many cases, to be a part of “joint and several guarantee” systems requiring links among several actors and often forms of “collective accumulation”; the lack of technical assistance or “incubator” possibilities, which might make these credit opportunities more interesting for new, innovative enterprises (for example in the spheres of information technologies, tourism or culture, which in many cases do not require major initial investments). A further limitation of most micro-credit systems is the fact that they do not finance “new enterprises” or new business activities, but only activities already started. In some cases however, such as that of the ABA (Alexandria Business Association) in Egypt, or the ASALA (Palestinian Businesswomen's Association) in Palestine, micro-credit initiatives have been undertaken to support micro-enterprises and encourage contact with enterprise associations in order to promote its development.
Forms of traditional credit
In both Egypt and oPT there are “traditional” forms of credit tied up with the use of Zakat (alms-giving, obligatory for Muslims, managed by mosques or special committees) or friendship and neighbourhood ties. In the former case, while Zakat can be used to grant loans, these loans are used mainly to raise skill levels (e.g. to finance higher studies) or for individual support at times of difficulty. In the latter case, the most common form is similar to the tontines instrument (participants in the “circuit” pay each month a sum of money, and in turn each of the participants is entitled to draw the collected sum), and is used mainly to finance consumption or extra expenses.
[bookmark: _Toc387855324]3.4. International cooperation initiatives in the sphere of credit access
3.4.1. Programmes in support of credit for the development of SMEs
In oPT, in addition to the programme financed by Italy, there are other credit access support initiatives, namely:
· Construction of guarantee funds, such as the EPCGF – European Palestinian Credit Guarantee Fund, enabling enterprises to gain access to credit lent by commercial banks, by presenting guarantees of a lesser size. This fund has a capital of 29 million Euro. It was created in 2005 with the co-funding of the European Union, EIB and KfW (German Development Bank). From 2005 to 2014 the fund was used to fund about 3,000 loans of up to 100,000 USD granted by commercial banks to small and medium enterprises, for a total of about 104 million USD. The EPCGF is used to favour the financing of working capital (to purchase raw materials and/or services) or investment capital, regarding:
· new loans for the clients of banks participating in the fund, that do not have other ongoing loans;
· new loans for banks’ new clients;
· new loans for clients entailing the restructuring of old debts and/or drawing up of a schedule for writing off current debts, without the guarantee covering the “old” debt.
In order to access the guarantee, the bank must obtain for the respective enterprise the authorisation of the “Credit Information Bureau” of the Palestinian monetary authority (which governs all lending activities, including micro-finance initiatives). Secured loans must have a duration of up to 5 years, including a year of forbearance. The guarantee is not available for start-ups: enterprises must have been active for at least 24 months. The fund’s partners are 9 commercial banks and 2 main Palestinian micro-credit institutes (Reef Finance Co. and FATEN).
· Support for reform of the credit system, in particular on the part of GIZ, in the form of technical assistance with drawing up a legislative framework governing micro-credit activities. The reform has led to a greater specialisation of micro-credit agencies. In the past indeed micro-credit activities (and generally speaking micro-finance initiatives) could be undertaken by any non-governmental organisation. According to the new regulations all actors performing micro-finance activities must be registered as such, with an ad hoc authority, and must possess a paid-up capital of at least 5 million USD. The reform – which is ongoing, with particular reference to the drafting and approval of implementing decrees – has led to a coming together of different organisations and the separation of activities into micro-finance activities and support for enterprises. The reform is not so much to facilitate access to credit as to expand the guarantees in place for the various actors involved in lending activity. Paradoxically – according to some organisations involved in lending and technical assistance activities – the reform might bring about some disadvantages for enterprises. In the past the higher cost of money obtained through micro-credit systems could partly be justified by the connection between access to credit and access to technical assistance. Now assistance activity tends to be reduced.
· Support to the cooperatives system, in particular through outright grants and loans granted to cooperatives – or to their members – for the purchase of means of production, by cooperative associations. In addition to some projects having very specific aims (such as support for production and the marketing of olive oil, supplied by the PFU – Palestinian Farmers Union, with the support of international NGO OXFAM and EU funding) through initiatives focusing on the growth of cooperatives, such as that guaranteed by ACAD, with the technical support of ACTED, and the financial support of French cooperation and the EU (as part of support programmes in favour of non-State actors). 
· The granting of soft loans, through commercial banks, for the purchase of capital goods from the country offering the loan, such as the Italian aid credit programme, or the partially similar loans offered by French Cooperation to Palestinian small and medium enterprises. Unlike the Italian credit fund, the French fund offers loans of a limited size (including sums below 100,000 Euro) and grants 30% of this credit as non-repayable aid.
· Technical assistance actions for the creation of enterprises through “incubators” and industrial clusters or zones. These methods are new to Palestine, and more than planned programmes they are start-up initiatives, with the support of the EU and the AFD, with the participation of associations such as the Palestinian Federation of Chambers of Industry and Commerce and the Palestinian IT Association of Companies. The greatest challenge to be faced by these initiatives is the need to drive enterprises involved in the same sector – or present in the same territory – to seek forms of cooperation.
In Egypt there are similar forms of support for enterprises, albeit with the intervention of other actors (e.g. UNIDO). In addition to the previous methods, we must mention the European Union project providing support in the sphere of industrial research and innovation. This project entails the financing – through grants based on a competitive procedure – of research or innovation projects presented by groups of enterprises or groups including enterprises and research centres. In some cases projects have entailed grants to individuals, in a number of cases projects are promoted not by single enterprises but by enterprise associations. Granted loans cannot immediately “generate” profits, but must be dedicated to pre-commercial activities (such as the trying out of new technologies or product innovation).
3.4.2. Other forms of non-conventional support for the development of enterprises
In both oPT and Egypt an emerging phenomenon is the development of “incubator” and “enterprise creation assistance” initiatives undertaken by associations of enterprises focusing mainly on the development of enterprises marked by a high level of “social innovation”, or that involve communities or actors outside the traditional world of the enterprise (youngsters, women, residents in informal settings), with a potentially high social impact, or entailing innovative activities (work on forms of alternative energy sources, eco-tourism initiatives, cultural and artistic production). In some cases these initiatives also permit access to seed funding.
Other initiatives to be mentioned in this sense are those aimed chiefly at informal enterprises. In oPT and more so in Egypt, some initiatives of this kind can be cited. These initiatives include:
· “formalisation” campaigns – such as those conducted by the ILO in oPT in the hope of improving working conditions and the levels of workers’ rights;
· initiatives to integrate informal and formal enterprises, such as that started in oPT by the Federation of Chambers of Commerce to promote the registration, under special conditions, of micro-enterprises and informal enterprises, with a view to favouring their access to services and their growth;
· initiatives of associations of informal enterprises – assisted in Egypt by some NGO projects financed by the European Union – aimed not at the “formalisation” or integration in the formal sector, but rather the development of enterprises through the introduction of innovation, construction of “common spaces” for the performance of economic activities, negotiating with public authorities, adoption of standards suited to the size and activities of the same enterprises.
3.4.3. Some successful examples of international development cooperation supporting small and medium enterprises
Further to the analysis of concrete experiences in support of the private sector on the part of international development cooperation, in particular in favour of SMEs in the sphere of access to credit for undertaking investments, it is necessary to note the success of some projects involving French, British and German cooperation. These success stories relate chiefly to the Palestinian Territories, even though the models of intervention adopted by the three bilateral agencies are soon likely to be adopted in other countries in the area, including Egypt.
3.4.3.1. French Cooperation (AFD)
Activities in support of the private sector, with special reference to small and medium enterprises, performed by French cooperation are founded on the ARIZ mechanism[footnoteRef:22], used in both Palestine and Egypt, and on some specific projects. [22:  http://www.afd.fr/home/projets_afd/appui-secteur-prive/garantie-ariz] 



The ARIZ mechanism
The ARIZ mechanism is based on the idea of facilitating access to credit through the reduction of risk accruing to financial institutions. The mechanism is an attempt to reduce risks relating to the granting of credit to micro-enterprises, small and medium enterprises and microcredit institutions.
Through the ARIZ mechanism it is possible:
a) for micro, small and medium manufacturing enterprises to obtain investment loans more easily;
b) for banks to reduce risks, increase their portfolio of small and medium enterprises and improve solvency ratios with the AFD signature on contracts;
c) for micro-finance enterprises/agencies to gain easier access to bank resources.
As part of the ARIZ mechanism, AFD offers credit directly (but not in the countries under review, in which there in no active FISEM fund[footnoteRef:23] enabling AFD to directly grant loans to SMEs entering into partnerships with them), and via financial intermediaries. Interest rates are not fixed, but are established according to local conditions, and the repayment period is not defined in advance. It may extend to 12 years. [23:  Facilité d’investissement de soutien économique à la Méditerranée] 

In the case of Palestine, the ARIZ mechanism has been used with the specific aim of encouraging French imports. The mechanism can be enabled by the local company and by the French counterparty, through some banks (Arab Bank, Bank of Palestine, Cairo Amman Bank, Al Qud’s Bank, Egyptian Arab Land Bank, Arab Islamic Bank). The mechanism entails loans of up to 500,000 euro (1 million Euro in the Bethlehem area). 30% of the sum requested by enterprises is paid back by AFD (50% in the Bethlehem area), resulting in a significant reduction in the cost of credit for enterprises and an equally significant drop in risk for the banks involved. A total of 11 loans have been granted in Palestine using this mechanism, for a total borrowing of 5 million euro. In particular, the programme has focused on a specific area of Palestine, namely the Governorate of Bethlehem, and its beneficiaries have been mostly enterprises in the hotel trade.
Project in support of micro-finance for farm
cooperatives and women in rural areas
In addition to the ARIZ mechanism, French cooperation supports micro-finance in Palestine through a project in support of cooperatives, run by the specialist agency ACAD[footnoteRef:24]. The project, having a global dimension of 1 million euro, is divided into two parts: a loan for refinancing the portfolio of loans granted by ACAD to women and farm cooperatives, for a sum of about 673,000 Euro, and a subsidy of 327,000 Euro for increasing the capacity of credit cooperatives that are clients of ACAD and for supporting efforts to draw up a development strategy for ACAD itself. The ACAD support project is regarded as a successful initiative, as it has led to an increase in the number of agency beneficiaries. In particular, the project has made it possible for 24 cooperatives (benefiting from credit programmes for about 700 partners) and 936 farmers (benefiting from individual loans) to gain access to ACAD credit, and there have been 15 “collective” projects granted specific credit. Furthermore, 746 savings accounts have been opened thanks to the project. [24:  Arab Center for Agricultural Development] 

Project to raise competitiveness through the
construction of clusters
An additional method adopted by AFD in support of the private sector is based not on credit but on a 5 million Euro subsidy for the creation of “clusters” of enterprises founded on the identification of supply chains or the formalisation of “value chains” among enterprises. The project is structured around three components: technical assistance with the structuring and development of clusters or groups of enterprises; cofinancing to support “collaborative” projects rolled out by clusters in different areas (market access, training, definition of industrial strategies, start-up of innovation processes); greater dialogue between the private and public sectors for initiatives to adapt business rules and regulations with reference to the development of clusters. Begun in 2011, the project began with support for 5 clusters. This initiative has been deemed a success, and the Palestinian Authority has adopted the “cluster” instrument as a way of supporting SMEs.
3.4.3.2. British Cooperation (DFID)
In early 2012 the DFID[footnoteRef:25] completed a 4-year project entitled “Facility for New Market Development (FNMD)”. The project, whose aim was to increase Palestinian firms’ propensity to undertake investments, has provided support to about 600 enterprises. The project was based on the idea of granting a non-repayable loan corresponding to 50% of the enterprise’s global investment. For consortia of enterprises and for enterprises operating in the Gaza Strip, the loan rose to 70% of the planned investment. The project was even more successful than expected. Even when enterprises had to apply for a loan, the cost of borrowing was considerably reduced, as was the risk for lenders. [25:  Department for International Development] 

3.4.3.3. German Cooperation
Credit support in Palestine on the part of German cooperation has been developed in two areas: participation in the European Palestinian Credit Guarantee Fund and assistance to the government in reviewing micro-credit legislation.
In the first area German cooperation has been involved in building up a fund to which Palestinian banks can gain access to secure credit granted to SMEs (with this mechanism enterprises are not informed about the fact that their credit is secured by the Fund, so as to prevent a reduction in their propensity to pay back this credit). Through the EPCGF over 2,500 loans have been secured, for a total value of about 85 million USD.
In the second area, German cooperation has offered technical assistance to the Ministry of Economics for the drafting of new legislation on micro-financing, requiring micro-credit activities to be performed by specific organisations, as part of a law different from that governing NGOs, said organisations being endowed with specific accounting systems and guarantee capital.
[bookmark: _Toc387855325]3.5. Information concerning bilateral economic and commercial processes
Available data regarding bilateral economic and commercial processes between Italy and Egypt and between Italy and the Palestinian Territories do not take into account the contribution of the informal economy due to the impossibility for national statistics to handle such information.
In actual fact, since the late 1990s experts of economic statistics have been looking at the question of how to measure economic processes that are not measured by national accounting in order to better calculate some macro-economic indicators such as GDP. One should note here the great progress made by economic statistics with the definition of the System of National Accounts [footnoteRef:26] from 1993 (SNA93) and the updating of the “European System of Accounts” in 1995 (ESA95). [26:  The SNA, the national accounting system proposed and adopted within the UN in 1968, was a response to the need to standardise national accounting systems, partly with a view to making comparisons among different countries.] 

The most relevant innovation of the SNA93 is the measurement of the non-observed economy. This change was subsequently taken into consideration by the European Union for the updating of the accounting system in 1995, called ESA95. The SNA93, a national accounting system agreed upon at the conference of economic statisticians in 1993, was thus a fundamental step in solving the problem of measuring economic activities that are not covered by statistical surveys. 
The SNA93 drew up a definition of the informal economy, deeming it to be one of the three areas of the non-observed economy (NOE), together with the illegal economy and the underground economy. Within the SNA93, the NOE is held to be the area of national economic activities that cannot be measured directly, and for various reasons is not reached by statistical surveys.
When calculating GNP, therefore, each country estimates the weight of the informal sector within its economy, and for some countries, such as those in Africa, it may reach and sometimes exceed 50% of the total, as the table below shows[footnoteRef:27]. [27:  Tables 34, 35, 36 and 37 contain data from Schneider (2002) on World Bank data] 

[bookmark: _Toc387855375]Table 34: Informal economy in % of GNP 1999/2000 for some African countries
	Informal economy in % of GNP 1999/2000 for some African countries

	Country
	%

	Algeria
	34.1

	Benin
	45.2

	Botswana
	33.4

	Burkina Faso
	38.4

	Cameroon
	32.8

	Ivory Coast
	39.9

	Egypt
	35.1

	Ethiopia
	40.3

	Ghana
	38.4

	Madagascar
	39.6

	Malawi
	40.3

	Mali
	41.0

	Morocco
	36.4

	Mozambique
	40.3

	Niger
	41.9

	Nigeria
	57.9

	Senegal
	43.2

	South Africa
	28.4

	Tanzania
	58.3

	Tunisia
	38.4

	Uganda
	43.1

	Zambia
	48.9

	Zimbabwe
	59.4

	Average
	42


As can be seen, the percentage for Egypt, together with other countries in northern Africa, is high, although not at the level of countries in Sub-Saharan Africa.
With regard to the Palestinian Territories, there are no official estimates as to the weight of the informal sector in terms of GNP, as data are integrated with those on the State of Israel, as the table below shows.
[bookmark: _Toc387855376]Table 35: Informal economy in % of GNP 1999/2000 for Asian countries
	Informal economy in % of GNP 1999/2000 for Asian countries

	Country 
	%

	Bangladesh
	35.6

	China
	13.1

	Hong Kong
	16.6

	India
	23.1

	Indonesia
	19.4

	Iran
	18.9

	Israel
	21.9

	Japan 
	11.3

	Jordan
	19.4

	South Korea 
	27.5

	Lebanon
	34.1

	Malaysia
	31.1

	Mongolia
	18.4

	Nepal
	38.4

	Pakistan
	36.8

	Philippines
	43.4

	Saudi Arabia 
	18.4

	Singapore
	13.1

	Sri Lanka
	44.6

	Syria
	19.3

	Taiwan
	19.6

	Thailand
	52.6

	Turkey 
	32.1

	United Arab Emirates
	26.4

	Vietnam 
	15.6

	Yemen
	27.4

	Average
	26


The economies of Latin America are also marked by a strong presence of the informal sector in terms of GNP, as the table below shows.
[bookmark: _Toc387855377]Table 36: Informal economy in % of GNP 1999/2000 for Latin America
	Informal economy in % of GNP 1999/2000 for Latin America

	Country 
	%

	Argentina
	25.4

	Bolivia
	67.1

	Brazil
	39.8

	Chile
	19.8

	Colombia
	39.1

	Costa Rica
	26.2

	Dominican Republic 
	32.1

	Ecuador
	34.4

	Guatemala
	51.5

	Honduras
	49.6

	Jamaica
	36.4

	Mexico
	30.1

	Nicaragua
	45.2

	Panama
	64.1

	Peru
	59.9

	Uruguay
	51.1

	Venezuela
	33.6

	Media
	41


Finally, to be able to make a more complete comparison, the table below gives data for the informal economy’s influence in terms of GNP in OECD economies.


[bookmark: _Toc387855378]Table 37: Informal economy in % of GNP 1999/2000 for OECD countries
	Informal economy in % of GNP 1999/2000 for OECD countries

	Country 
	%

	Australia
	15.3

	Austria
	10.2

	Belgium
	23.2

	Canada
	16.4

	Denmark 
	18.2

	Finland
	18.3

	France
	15.3

	Germany
	16.3

	Greece 
	28.6

	Ireland 
	15.8

	Italy 
	27.0

	Netherlands 
	13.0

	New Zealand 
	12.7

	Norway 
	19.1

	Portugal 
	22.6

	Spain 
	22.6

	Sweden 
	19.1

	Switzerland 
	8.8

	United Kingdom 
	12.6

	United States 
	8.8

	Average
	14.0


From a methodological point of view therefore, national accounts include in their calculation of GNP an estimate of the informal sector’s contribution, yet in terms of actual international economic and trading relations we are still unable to make a reliable estimate of the phenomenon. The inclusion of such estimates in the official statistics does of course mean admitting the existence of trade that goes on in breach of national fiscal rules. 
Of greater interest perhaps is the question of indirect trading relations, in other words the contribution made by SMEs having high rates of informality which, as is the case for some of the enterprises considered in the study, produce on behalf of companies that perform export activities. The statistics naturally take into account only the final actors, i.e. the exporting company, even if products have been supplied by another company. In addition to this phenomenon there is the question of Egyptian and Palestinian companies exporting to countries in the area, from where products are then re-exported. This is often the case for sectors such as leather, fabrics and agricultural foodstuffs.
Naturally the same is also true of the inverse process, namely imports. It is interesting to note on this point that many SMEs, in particular those operating with high rates of informality, such as those in this study sample, are forced to procure raw materials, equipment and machinery almost exclusively from the local market from operators which, for machinery in particular, often give priority to low costs over quality and reliability. 
An emblematic case is that of Egyptian enterprises operating in the marble and granite working sector. Whereas Italian machinery used for cutting and working materials are held to be highly reliable and long-lasting, importers often prefer to trade in products from Asia, in particular China, of poorer quality but offering higher profits.
It is also true that in Egypt local importers dictate market conditions, and steer demand towards machinery of a lesser quality and reliability, whereas in oPT the situation appears to be the reverse, where it is Palestinian enterprises that, due to the high cost of machinery from Europe, and from Italy in particular, persuade importers to buy from less costly Asian producers.
Information about the possibility of bilateral trade and opportunities for SMEs to access credit for their investment needs are greatly influenced by the broader economic processes of the local context. If a country’s economic processes favour trade with some areas of the planet, it is difficult for a cooperation project supporting the private sector through credit lines for investments, such as that promoted by Italy in Egypt and oPT, to be successful with small and medium enterprises that make greater use of informal credit circuits.
Moreover, if credit for investments is granted conditionally, with constraints regarding the purchase of machinery from Europe or Italy, this instrument can work only where trading with Italy is already consolidated, partly because of the complementarity of the respective economies. In Tunisia, for instance, the Italian project in support of SMEs through a line of credit dedicated to SMEs for investments in the purchase of Italian machinery forms part of a context of long-term trade relations with Italy, but also social and cultural relations. In terms of Tunisian exports, indeed, Italy is the second largest importer behind France, as the graph below shows.
[bookmark: _Toc387855338]Graph 8: Tunisians exports by trading partner, 2011
Source: processed Institut National de la Statistique data
For products imported into Tunisia too, Italy is that country’s second biggest trading partner, as the graph below shows.
[bookmark: _Toc387855339]Graph 9: Tunisians imports by trading partner, 2011
Source: processed Institut National de la Statistique data
The situation for the Palestinian Territories and Egypt appears to be totally different. In Palestine, for instance, trade relations with Italy are wholly negligible. Palestine’s main trading partners are from Asia, in particular China, which alone accounts for 20% of all Palestinian trading volume (China is also a fierce rival of Italy in sectors of great importance for Italy, such as agro-food, textiles, stone working and agricultural technology and machinery production).
Data on Palestinian exports for 2011, given in the graph below, show the clear dominance of Asian countries (86%) and Arab-Asian countries (9%) as the receivers of its exports, while Europe as a whole receives just 2% of Palestinian exports.
[bookmark: _Toc387855340]Graph 10: oPT exports, 2011
Source: processed Palestinian Central Bureau of Statistics data
For Palestinian imports to the data for 2011, as shown in the graph below, highlight the dominance of Asian countries, with 82% of the import market, followed by Europe (11%).
[bookmark: _Toc387855341]Graph 11: Palestinian imports, 2011
Source: processed Palestinian Central Bureau of Statistics data
Over and beyond the low level of trading with Italy, and despite the fact that Palestinian SMEs are more oriented towards local and regional markets, the Palestinian context is nevertheless marked by numerous obstacles to the movement of goods and services and Import-Export activities, due to the general political situation, with tough military occupation on the part of Israel and the almost complete isolation of a part of the country: the Gaza Strip.
In this context it is thus very difficult for a Palestinian SME to undertake long-term commitments in a climate of uncertainty, and under conditions deemed to very burdensome in terms of collateral required and borrowing rates. Banks indeed do not grant loans unless they are secured by solid collateral. This is paradoxical, because in the total absence of any collective guarantee system, one of the main factors hampering access to credit on the part of Palestinian SMEs is the lack of collateral (partially related to the country’s political problems) required by banks.
The situation in Egypt is different, but still has some similarities with Palestinian SMEs, not so much regarding trade with Italy as the high rates of informality of SMEs.
The lack of access to formal credit at sustainable costs is an important factor hampering the growth of SMEs. Small manufacturing enterprises are twice as likely as large enterprises to encounter difficulties in accessing funding[footnoteRef:28], to undertake investments and obtain working capital. As a result (as the World Bank highlighted in 2009 in the Investment Climate Assessment – ICA) there is a drop in the efficiency of business activity. [28:  OECD (2005), OECD SME and Entrepreneurship Outlook – 2005, OECD Publishing] 

Moreover, if access to credit, for a very small number of Egyptian and Palestinian SMEs, is offered only through forms of micro-credit, often obtained in the name of the owner rather than the enterprise, then there is a contradiction, as the granted sums will not be adequate for investment needs, namely for the purchase of costly machinery, requiring long periods of amortisation. Financing medium-term investments using the resources of micro-credit, which is by nature a short-term form of financing, is both a logical error and entails excessive costs. Medium-term financing using short-term credit is an evident contradiction for the development of small and medium enterprises, especially those having high rates of informality.
It quite clear then that if banks, or indeed international development cooperation projects in support of the private sector, give priority to large enterprises, as has happened in Egypt and in oPT with the projects funded by Italian cooperation, the future of small and medium enterprises, the most dynamic business force of the two countries, is put at risk, jeopardising the possibility of expansion and growth of the respective economies.
















[bookmark: _Toc387855326]4. CONCLUSIONS
The conducted analysis has highlighted the fact that the weight and importance of the informal economy are often underestimated not only by economists and scholars but also by the actors of international cooperation, who tend to consider solely the economic actors of the formal sector as potential beneficiaries of their initiatives in support of the private sector.
One of the main reasons why policy makers and actors of international development cooperation underestimate the informal economy is the adoption of a dichotomous approach to economic dynamics and processes. According to this approach the informal sector is considered with evident negative connotations as the reverse side of the formal sector. In this way, any form of action in terms of both policies and cooperation initiatives will be aimed at ignoring the phenomenon of the informal sector or pushing for its formalisation without relevant results.
Such actions, destined for failure, prevent us from taking into consideration the enormous potential of the informal sector, particularly its contribution to economic growth and to mitigating the effects of political and institutional crises and of situations of poverty, as happens in Egypt and in the Palestinian Territories. As the in-depth analysis has shown, the key question does not appear to be that of transforming the informal into formal, since these two dimensions co-exist, to degrees that may differ from case to case, in most Egyptian and Palestinian SMEs.
The informality of economic actors should thus not be considered as having a clear-cut identity, but rather as an operational dimension of economic activity, seeking to the ensure stability of economic processes. In this respect, the Egyptian and Palestinian enterprises analysed in the study have demonstrated a good propensity to grow and expand, despite high rates of informality and despite the absence, barring rare exceptions in Palestine, of access to bank credit and financial services. Actions in support of the private sector on the part of development cooperation have not proven to be a valid aid, except for a very few exceptions in Palestine, undertaken chiefly by French cooperation, in the difficult struggle of SMEs to survive in their reference markets.
This propensity to expand, combined with a great ability to adapt to the difficulties of a rapidly changing political, institutional and regulatory situation (especially in Egypt) or situations entailing heavy restrictions on the movement of goods and persons (as in the Palestinian Territories), is an indicator of the great potential of SMEs, and in particular those having high rates of informality, for which investments and working capital are available only thanks to self-financing.
The analysis conducted into the functioning of Egyptian and Palestinian SMEs and the possibility for them to access credit and financial instruments appears to show that their potential will never be fully tapped unless there are changes to approaches based on a dichotomous vision, which are preventing policy makers and development cooperation agencies from viewing economic actors that have varying degrees of informality as key actors to be involved in the drawing up, implementation and evaluation of public policies for growth and development through support for the private sector.
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Based on the information gathered from the study, the following recommendations can be made:
· in theoretical and methodological terms, it is necessary to abandon the dichotomous (and evolutionary) view of the formal/informal sectors in order to focus not so much on borderlines as on borderlands, the idea of a continuum between the formal and informal areas of the economy best suited to the involvement of economic actors operating between the formal and informal sectors;
· respect the vocation of so-called informal actors, giving up the idea of their formalisation as the only possible policy and support action;
· recognise so-called informal economic actors as fully-fledged actors in the process of drafting, enacting and assessing public policies for the development of the private sector, making a contribution to the growth of the national economy;
· devise actions in support of the private sector, with special reference to access to credit and to financial services, showing greater flexibility towards SMEs in terms of eligibility criteria and conditions regarding, in particular, collateral, interest rates, length of loan, forbearance period;
· carry out in-depth surveys on the economic context in order to ensure the competitiveness of measures in support of access to credit and financial services in favour of SMEs compared with terms applied by the system of commercial banks and micro-credit;
· create measures in support of access to credit in favour of SMEs, providing forms of technical assistance for the management of financing (from the initial application to repayment) and creating guarantee funds that supplement forms of security usually requested by commercial banks.
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