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August 30, 2004

Egypt Management Development I nitiative Assessment
James W. Fox

Executive Summary

Thisreport summarizes avery limited review of the activities carried out under
the USAID/Egypt Management Development Initiative between 2002 and 2004. Total
expenditures of the project during that period, including management overheed,
amounted to about $2.5 million. The project sought to disseminate best practicein
business management in order to increase the international competitiveness of Egyptian
bus nesses, through intensive work with alimited number of firms.

Overdl, the activity was highly innovative and extremdy successful in achieving
important development objectives. The approach taken shows much more promise of
concrete results than the more usua approach by USAID to promotion of firm-leve
competitiveness. The Egyptian experience suggests two things: that some firms can
prosper in agenerdly unfavorable macroeconomic environment; and that some
management training is extremely effective in promoting internationa competitiveness.

These experiences need to be disseminated to other USAID missons. This
judgment dso implies the urgency of continuing this activity beyond the current
termination date of December 2004. More specific findings and recommendations are
given below.

Findings

1. The MDI has been an unusudly successful program to increase the competitiveness of
Egyptian business by providing well-targeted training in modern management concepts.
The one activity ill being implemented, the Executive Development Program (EDP),
gppears to be producing substantia direct benefits to Egyptian competitiveness at the
firm levd.

2. Inmy judgment, this activity has produced far more positive and concrete results at
the firm leved than any of the “competitiveness’ programs supported by USAID and other
donorsto use clusters as atoal for this purpose with which | am awvare. Neither my
severd evauations of cluster programs (Fox and Holt 2002, Fox 2003) nor the broader
assessment of USAID cluster work worldwide by The Mitchell Group (2003) has
identified any cases that are as successful. The focus in EDP on improving the individua
firm's srategy and productivity, the high quality of the training, and the uniformly high
qudity and collegidity of the participants were dl factorsin the program'’s success.



3. Thekey design features included heavy involvement by dynamic young Egyptian
entrepreneurs, close attention to market demand, willingness to innovate and adapt in
response to experience, and a careful selection process for participants. The latter has
produced EDP classes that have been both compatible and synergigtic. The participants
in both EDP | and EDP 11 have continued to meet regularly among themsdlves, and dam
important benefits from this continued contact. The EDP aso appearsto have led to
some initiatives to promote competitiveness through bus ness associations and other
means not at al connected to USAID.

4. Theloceation of the activities within the human resource development unit of the
mission has permitted oversight that draws upon the specidized expertise of that unit in
traning, but it has limited the connection of the activity with other economic growth
programs. The participantsin the MDI are achieving important results a the
microeconomic level, and can provide important insghts to inform USAID’ s economic
policy agenda. In particular, some program participants have been able to achieve rapid
growth in exports and employment despite the numerous policy obstacles to successin
these areas. Such successes need to be analyzed, and placed in the context of
microeconomic, as well as macroeconomic, variables. Economigts typicaly emphasize
Egypt’s shortcomings vis-&-vis other countries, ignoring its competitive advantagesin
other respects — some of which may be important.

Recommendations

1. USAID should seek away to continue key activities— most notably the EDP — for at
least one more year beyond the current completion date of December 2004. A longer
extenson — to complete the four EDPs contained in the origina strategy — would be
judtified. The key condderation is the proper pace for transfer of the EDP to an
appropriate Egyptian indtitution.

2. Synergies with other activities in the economic growth area are considerable. While an
immediate shift from the currently very-effective management structure for the activity
would be undesirable given the time horizon, there should be some form of more direct
invalvement of the Economic Growth unit of USAID in the activity.

3. During this period, there should be further progress to reduce the subsidy eement of
the activities. This can be donein part by raising tuitions for participants, and partly by
finding ways to reduce costs. For the EDP, tuitions should be raised at least 50%, and
perhaps 100%, so that participants cover at least one-third of the cost of thetraining. The
great success of the first two EDPs should make thisfeasible.

4. Theeffort to find an Egyptian inditution to carry on the most successful of these
activities over the longer term should continue. The Future Generation Foundation
appears, on very limited information, to be a promising candidate to manage them, but
the Egyptian Junior Business Association (EJB) might aso be a possible home for the
initigtive.



Assessment of the Management Development [ nitiative
With Recommendationsfor Follow-On Actions

This report isthe result of avery limited review of the activities carried out under
USAID/Egypt’ s Management Development Initiative (MDI) from 2002 to the present. It
draws upon the extensive documentation produced under the activity, interviews with a
few participants in the programs, areview of video interviews with nearly al participants
in thefirg graduating class of the flagship training program under the initiative, and
interviews with managers of the activity in USAID and Pd-Tech, the implementing firm.

The purpose of the report is to offer broad judgments on the effectiveness and
impact of the MDI, and to offer recommendations for future actions to sustain MDI
accomplishments.

| write much of this narrative in the first person, for two reasons. Firgt, my
experience with the project is very limited — one week in country after severd days of
reviewing written materia. Second, the story seemsto me to be one where named
individuds played akey role, and the usua impersona language of typica evauation
reports — including most written by me— disguisesindividual roles behind the mask of
inditutions.

Nevertheless, there are severd sections where the discussion lgpses into the usua
language of economidts, in an atempt to put the activity into the impersond terms
favored by that species: terms like incentives, externdlities, increasing returns to scale,
market forces, and economic rationality in public policy. These are the kind of issues that
address the replicability of this success in other countries, &t least for economists.

The report is organized asfollows Section | provides a brief history of the MDI
iniiative (Annex 1 provides a more complete description of the activities under the MDI,
for those more interested in the specific eements of the activity). Section |1 addresses
impact of the MDI, induding an gppreciation of itsimpact in comparison to other
approaches that USAID has used to promote competitiveness of firmsin developing
countries. Section 111 describes the management of the activity and the evolution of the
specific activities undertaken. Section IV discusses options for the future,

I. Background: The Management Development Initiative

The Management Development Initiative (MDI) began in August 1999 as one of a
number of activities under USAID’ s Strategic Objective 16 — Growth through
Globaization Implementation was awarded to the firm of Pal-Tech. The emphasisin
the activity has been to promote competitiveness of the Egyptian economy by
disseminating the latest ideas about competitiveness and the tools developed in recent



years to improve the performance of businesses. The expectation was that this
knowledge would dlow Egyptian firms to increase their productivity, and, thereby, thar
participation in the world economy through exports of higher-technology products,
leading to increased employment in Egypt.

A year later, anew Strategic Objective 17 — Skills for Competitiveness Developed
—was established by USAID. It was believed that the skills development emphass of
MDI would mesh with the new SO, so management respons bility was shifted from the
economic growth unit to the education and human resource unit.

During the firgt two years of the M DI, the program placed heaviest emphasison
improvement in the climate for new ideas about business by bringing high-profile
speskersto Egypt. Monthly seminars— typicaly with 300-500 participants — featured
such speskers as Thomas Friedman of the New Y ork Times, Steven Covey, author of The
Seven Habits of Highly Effective People, Peter Senge, author of The Art and Practice of
the Learning Organization, José Maria Figueres, the former president of Costa Rica, and
Curtiss Plott, former CEO of the American Society for Training and Development. MDI
als0 sponsored severd “training fairs’ to promote Egyptian training providers among
progressive-minded new clients. The program aimed to stimulate development of the
market for management improvement, rather than compete againgt local training
providers. A number of more narrowly-focused workshops were aso offered on business
issues such as marketing, quaity control, human capitd invesment, information
technology, and dtrategic planning. The activitiesincluded 88 seminars and workshops,
attracting some 4,600 participants. About $6 million was spent on these activities over
the three-year period.

Besides these high-prafile activities, MDI aso experimented with other programs,
including an executive training program where a group of Egyptian business executives
attended one-week courses a the University of Michigan, and promotion of team learning
labs. Thefull range of activities under the MDI is described in Annex 1. But, as
suggested below, the MDI should not be considered as Smply as a collection of diverse
activities. Rather, it should be seen as a series of exploratory efforts. Some of these
activities, like the effort to promote the development of the management consulting
indugtry, yielded positive — though possibly modest — payoffs, while others, like the EDP
described below, produced spectacular results.

The work under SO 17 was re-focused in 2002, and renamed the Partnersfor a
Compsetitive Egypt (PfCE). It continued to include numerous activities in severa aress,
induding disssmination of computers and information technology to schools aswell as
management training. The rest of this report will be concerned only with the
management-training part of the PFCE, for which the term MDI continues to be used.

MDI was re-focused away from large- scale consciousness raising events, and
toward more focused activities for amuch smadler number of firms. Pa-Tech reports that
the first phase of the MDI — besidesintroducing new thinking to Egyptian business and
political leaders — identified a smdler group of business executives (mogtly young) who



were anxious for much more intengve training programs. A working group including the
business leaders most committed to work to improve Egyptian competitiveness was
formed to undertake a needs assessment and to develop ideas about specific activities that
might be pursued. This group helped USAID design subsequent activities under the MDI.

The most important of these activities, and the flagship of the MDI, wasthe
Executive Development Program (EDP). It targeted senior executives of medium-sized
busnessesin Egypt, and was modeled after programsin the United States that address
executives a amilar levels. It has drawn on faculty from leading U.S. business schools
and consulting organizations, as well as on the expertise of successful business executives
in Egypt. Each EDP consists of 12 sessions conducted on weekends (Thursday evening
and al day Friday and Saturday) over a period of 15 months. Participants were sdlected
based on their professiona background, position and generd attitude towards learning
and sharing information. In particular, participants were expected to have ten years of
executive experience, a pogdtive view of internationa markets, excdlent English, and a
positive, “can-do” attitude about the possibility of Egyptian business competing
interngtiondly. While the management training market in Egypt hasimproved in recent
years, the high-quality executive-levd training which focuses on strategic issues and
leadership is underdeveloped in Egypt. The EDP provides world-class expertise that has
not been accessible to most Egyptian smdl/medium sized companies.

The first EDP, with 32 participants, was completed in 2003. EDP-I11 has been
underway since September 2003, and isto conclude in December 2004. Theorigind
design of the MDI contemplated four EDPs, but — for broad considerations of overal
USAID Mission grategy — SO17 was terminated. This led to the decison to fund only
two of the projected four EDPs, without consderation of the impact of this activity.

A second program, the Leadership Development Program (LDP) (dlso known as
the SEDP) was developed as an adjunct of the EDP. It used the services of the outside
expert brought in for an EDP sesson to provide three-day sessons to middle managers of
firns. LDP sessions covered topics just treated in an EDP, but tailored to middle-
managers rather than executives. LDP sessons involve about 30 individuas, sdected for
their skills and commitment. Four LDP sessions are held per year.

Almogt dl of the activities under the MDI except the EDP and LDP (both now
classed together under the name EDP) were phased out by the end of 2003. Modest
funding for Team Learning Labs, and for promotion of business internships for business
sudents a the American University of Cairo continued, but only one other mgjor activity
— funding of avigit by an expert on the Global Competitiveness Report from the World
Economic Forum to address a cross-section of the Egyptian business community —was
undertaken.

Funding for the MDI, induding estimated overhead by Pal- Tech, was about $2
million per year during 1999-2001, $1.7 million in 2002 and 2003, and $880,000 in 2004,
for atotd of about $10.3 million over the six years of activity. Pal-Tech has estimated
that the cost of a one-year extenson of the activity to dlow for an additiona EDP would



be $860,000, less tuition payments of $150,000, for anet cost of $710,000, or about
$20,000 per participant, including substantial indirect costs required by USAID. (This
caculation ignores the LDP programs thet follow about one-third of the EDP seminars,
where operational managers receive training from the U.S. academic after hisher
weekend with the EDP cdlass. Incluson of the LDP would lower the per-student costs
ggnificantly.

[I.  Impact of the MDI.

Technicdly-sound measurement of impact of training or education programsis
usualy impossible. Two types of problems predominate. Thefirgt, called sdection bias,
typicdly spoils efforts to compare the subsequent fortunes of participants and non
participants in some training program. Typicaly, participants will be more motivated
than non-participants, so they would have been expected to prosper more after the
training than non- participants -- even had they not received the training. The second is
attribution error, where actions taken after education or training programs are erroneously
attributed to the training itsalf, and not to other factors that contributed to the observed
outcome. In the red world, business decisons will reflect the cumulative effect of awide
vaiety of factors, incuding books, magazine articles, discussons with colleagues, and
the actions of competitors. The result of these problemsis that, as Glewwe (2003) points
out in hissurvey of the literature, there are virtualy no scientificaly-vaid studies of the
impact of education programs in developing countries among the thousands of studies
done on thistopic. Nothing certain can be concluded about the importance of textbooks,
teacher qudity, class Sze or other factors in education from avadt literature, because
virtudly al existing studies are tainted by one of these problems.

Despite the lack of udies of sufficient scientific vaidity, thereislittle doubt that
education is a powerful tool for improvement in human capability and economic
productivity. The fault lies not in the underlying redity of educationd productivity, but
in our inability to measure correctly.

Pal- Tech has made a great effort to produce impact information from each of its
interventions. While the effort has been quite energetic, and suggestive of very postive
results, it cannot prove impact for the reasons cited above. The effort did produce genera
findings that firms were thinking in more drategic terms, that they were more focused on
exports, and that they experimented with more open and participative management styles.
Because EDP participants were key decision-makersin thar firms, they often made far-
reaching decisions as aresult of specific EDP sessions and attributed these decisions to
discussons hed in the EDP seminars. Concrete findings include:

Additiona Employment of more than 500 in sampled firms.

1 At the same time, one must recognize that “education” is not asingle entity, and that the quality and type
of education has amajor influence on its productivity. One of the greatest development disappointments
has been the lack of evident results from the massive increasein formal education in Africaduring the last
several decades.



Increased exports by more than one-third of the companies.

Increased delegation of authority with two firms hiring general managersto dlow
the chief executive to focus more on strategy, while others reported having
delegated, empowered, and transferred knowledge to subordinates.

Considerable cost saving by participants from increased employee participation in
design, improvements in quaity control that reduced waste, and outsourcing.

Participants consstently reported tangible improvements in company performance
asaresult of participationin the EDP. However, as discussed above, these findings are
only suggestive of impact, asit is not possible to know what would have happened to the
firms had their executive not participated in the course. Nevertheless, | found two other
pieces of evidence for high impact to be very compdling. Thefird isthe enormous
enthusiasm of past and current participants in the EDP/LDP. The second isthe
subsequent conduct of past participants, in continuing to mest, to push on avariety of
fronts — mogtly independent of USAID — to work to improve the dimate and ingtitutions
for private sector development in Egypt.

For me the most convincing Sngle piece of evidence was the CD containing
Snippets of conversation with 29 of the 32 participantsin EDP-1. Both the enthusasm
and the evident high quality of the participants were obvious from the interviews. Direct
interviews with afew of the participants only reinforced this judgmen.

The participantsin EDP-1 continued to meet monthly after the completion of the
course, and clamed that they derived important benefits from doing so. Individuasfrom
EDP-1 dso were active in other efforts to improve the climate for businessin Egypt
through work to energize or create business associations. In some cases, thisinvolved
building codlitions for such purposes as eecting more forward-1ooking directors to
exiging business associations. Two cases of new initiatives were brought to my
attention: cregtion of anational competitiveness council and of a national qudlity control
group, the Egypt Quality Forum.

The National Competitiveness Council.  MDI supported the Egyptian Junior Busness
Asxocigtion (EJB) for four years, and a number of the early MDI advisory group
members founded the EJB. The EB co-sponsored a number of MDI Globa Economy
Seminars, including presentations on competitiveness rankings in 2000 and 2002 by

Carlos Figueres and Richard Corndlius of the World Economic Forum (WEF).

In late 2003, EDP participants convinced the EJB to request that Pal- Tech provide
an expert on the Global Competitiveness Report, published amudly by the WEF. This
resulted in a conference in February 2004, where a WEF economist described the
methodology and uses of the Report and provided advice on how to form anationa
organization to promote dialog between the private sector and the government toward
improving Egypt’ s economic development. The EJB subsequently decided to establish a
competitiveness council under its auspices to monitor Egypt’ s competitiveness relative to



other developing countries, and to analyze, and promote public discussion, in areas where
improvements might be possible. This Council began operating in February 2004. The
organization’ sfird report, the Egyptian Competitiveness Report, 2003-2004, has now
been issued.

The Egypt Quality Forum (EQF). Theideafor crestion of andaiond qudity
control council grew out of a sesson on quality control of the Leadership Development
Program, the junior partner of the EDP. A sub-group of the LDP participants met severd
times to discuss the creetion of such an organization. They concluded that it would be
mogt effective as a sub-committee of the EJB, and discussions are underway on how to
do this. The EQF provides leadership in promoting quality management practices,
induding Sx-Sigma qudlity concepts.

The group’s current modus operandi isto meet in the evening a the office of one
of itsmembers. That member makes a presentation on quality control gpproaches used at
that company, with discussion and critique of the approach, followed by discussion of
other qudity control topics. | participated in one of the monthly meetings, where about
12 people were present -- dl quality control managers at their firms. Inresponseto a
question about changes in quality control practice in response to the LDP workshop on
thistopic, about hdf of the participants identified specific changes they had made asa
result of the training.

In itsimpact — though not in its design — the MDI isclosdly &kin to the efforts by
USAID and others to promote “ competitiveness’ by applying the ideas of Michagl Porter
of the Harvard Business School. Three recent assessments (Fox and Holt 2002, Fox
2003, and Mitchdll Group 2003) have examined the most common approach to creation
of the conditions for Porter-type competitiveness used by USAID and other donors,
usudly built on ideasfrom Michad Fairbanks book Plowing the Sea. Thistypicdly
involves promotion of the formation of “clusters” consgting of related firms aong the
vaue chain, supplier industries, educational ingitutions, and research and service
industries whose interaction can creete synergies that lead to fierce competition based on
innovation and continued productivity growth.

None of the cases examined in the three eva uations cited above or other analyses
of actud implementation of “competitiveness’ of which | am avare compares to the
Egyptian case in ather gpparent results, in enthusiasm of the participants, or in follow-on
activities by participants. Thisisasurprisng — and perhaps important — finding. Why
should this very indirect gpproach, through management training, be more effective than
direct assistance to cluster formation and deepening?

One speculation, articulated in my previous work, is that cluster-devel opment
activities focus too much on interaction among firms, and too little on the internd
processes of theindividual companies. Y es, the interactions among firms are important,
but not nearly so asthe internd efficiency of the individua firmsin a sectord cludter,
particularly in developing countries. | guessed in an earlier study that 95% of the effort
to promote competitivenessin a developing country needs to be insde the firm, and 5%



comes from collaboration within the sectord clugter. If true, this would explain why
clusters have been much more vauable in developed countries than in poor countries.
Exiging enterprises in developed countries have dready stood severe tests of efficiency,
or they would not be in operation. They have been forced to address the 95% thet lies
indde the firm, and gppropriately focus on the externd issues.

Myriam Khalifa, the coordinator of the EDP, has offered an additiond, and
perhaps more compelling, perspective. She believes that the formation of a*“ cluster
group” islikely to ingpire competition, rather than collaboration, among the participants.
In effect, a“cluster” grouping puts entrepreneurs in an environment where they have an
incentive to defend the gpproach and operation of their firm, while complaining about the
ineffidency of other firmsin the value chain. Khdifa argues that a training environment,
where dl the executives are udents — not defenders of the current behavior of their
enterprise — ismore likely to create a bond of trust among the participants. In her view,
this bond gradually developed during the first severa sessons of each EDP, and became
very strong by the end of the course. One aspect of the collegidity among the
participants was the tendency, mentioned to me by former participants, to seek greater
discusson among the Egyptian entrepreneurs, and less professorid lecturing, as each
EDP class progressed.

The Egyptian program has focused primarily on the internd inefficiencies and
lack of long-term Strategy of the individud firm This seems appropriate in an economy
that historically has been protected from world market forces. By linking to younger, and
more receptive to change, executives, the USAID program may have found a receptive,
and very important, niche.

More broadly, the obvious high degree of effectiveness of the Egypt EDP in
promoting the outcomes that “cluster” promotion projects have sought, but have seldom
achieved — must raise the question of why the success has not been recognized and
disseminated. Thisbringsto mind Karl Marx’ s interesting but neglected concept of
“rafication.” Refication occursin this sense when theorigts give names to abstract
concepts that, while pleesing in theory, hinder an understanding of the underlying redlity.
The way donors address * business education” and “ competitiveness promotion” may be
an example of reffication. Asin the Egypt case, a business education project may have
been a highly- effective competitiveness promotion project, but the differing optics used
by the economists and the educatorsin USAID/Egypt prevented movement across a
conceptua barrier. The highly-successful project was canceled prematurely because the
impacts were not recognized by people in the human-resources part of USAID, and not
understood by people in the economic-growth unit.

Fndly, it is critica to recognize that this discusson is about donor support for
cluster development, not about the importance of clusters, per se. It isclear that cluster
formation and development has been important to the creetion of highly-compstitive
industries in specific places. At the same time, such developments have tended to be
gradua over a consderable period of time— 10-20 years, compared to the 2-3 year time



horizon for the typical donor project. At aminimum, this Egyptian case suggests that
donors, while seeking the right end, have been using an ineffective means.

[Il. Management of the MDI.

The MDI has been managed by Pal-Tech without an inditutiona counterpart on
the Egyptian Sde. The Pa- Tech managers used a group of Egyptian business leaders as
an advisory group to help focus the activities under MDI. This collaboration appears to
have been both close and effective. The Egyptian advisory group appears to have been
very well chosen — a product of the didogue resulting from the early seminars and
workshops. They aso appear to have had amgor role in shaping the program for MDI
Phase 2. USAID g&ff dso was dosdly involved in the management of the activities
undertaken. At least a the micro levd, this activity has been well-managed.

Nevertheless, the trandation of the project successesto the level of USAID
mission Strategy has been unsatisfactory. Highly-successful activities should not be held
hostage to broad strategic concepts, particularly when they embody a high degree of local
ownership.

The success of the MDI has ahuman face. My limited perspective prevents any
identification of those faces in the Egyptian private sector instrumentd to it, but two
names on the donor side are certain: Myriam Khalifaand Adel Gohar®.

Myriam Khalifa used her extensive experience in training executives from
Marriott International, and her extensive connections with the Egyptian business
community to identify a group of young entrepreneurs that were able to give focusto the
MDI. She addressed three key dimensons: the need for visonary Egyptian business
leaders to direct and oversee the programs; the need to identify promising candidates for
participation in the EDP and LDP; and the need to assure thet the training providers — US
business-school professors — could provide useful ingghts.

Add Gohar provided the support within the USAID misson that made success
possible. Thisinvolved linking the specific training to business outcomes, and continued
encouragement of innovation by project implementers.

The activity appears to combine four key dements. Firs, the specific activities
being undertaken evolved over timein response to demand conditions. Second, USAID
gave consderable scope for creative responses by the Egyptian business people involved
inthe program. Third, there was a very strong emphasis on finding the right people to

2 |ndividuals at Pal-Tech might also be named, but the distribution of praise among various participantsis
less certain for a short-term consultant. Moreover, it would be unseemly to praiseindividualsin the
organization that paid for my study. Others are better placed to name the names within Pal-Tech who were
critical to the success of the activity.
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paticipate in thetraining. Findly, the trainers selected were of extremdy high qudity —
mostly U.S. business professors with substantia consulting experience.

V. The Future

The discussion below is couched in terms of extending the EDP/LDP series of
training sessons. But the activity should aso continue to have funding for continued
experimentation, and for support of related initiaives. Efforts with good track records
should not be forced to stagnate.

As should be apparent, this activity isyidding very high payoffs, and should
continue to be supported by USAID. The question is how this should proceed, and at
what pace. As Egyptian cregtivity in adapting the program to loca conditions has been
an important fegture, it isimportant for it to continue to move away from the USAID
“orbit” into an Egyptian one. Asesawhere, too much USAID support for too long can
be deadly. An extension of the EDP/LDP in its current sate for another year is criticd to
maintenance of the momentum aready created. Gregter formdization of the follow-up
for past EDP/LDP groups would aso reinforce the synergies unleashed by the programs.
These activities should be done with the minimum of adminigtrative change. Pd-Techis
providing excellent management of the program, and any change, for a one-year
extenson, should be avoided. If the source of funding needs to change to SO 16, sub-
contracting to Pal-Tech from one of the SO 16 activities should be a smple matter.

The year of grace should be used to find an ingtitutiona home for the EDP with
some Egyptian organization. No exploration of dternatives was done for this sudy, but
there are two obvious candidates. The Future Generations Foundation (FGF) has had
discussons with USAID on ways to cooperate to promote the type of businesstraining
funded under the Initiative. The FGF isaso said to have a very strong reputation among
the busness community. Work with loca for-profit providers of business services should
aso continue.

A second dternative might be the Egyptian Junior Business Association (EJB),
which the MDI has supported for a number of years. Also, many of the participantsin
MDI training are members of the EJB, and the ingtitution has taken the initigtive in two
activities closdy digned with MDI goals, as discussed earlier.

Implementers from Pa-Tech have argued that one more year of experience with
EDP before trandfer to an Egyptian inditution would be helpful in fine-tuning the
program, and assuring that momentum is not lost because of possible ddaysin transfer of
responsibility. This seems quite reasonable, and would dso dlow for along leed timein
coming to an agreement with, and working out satisfactory arrangements with, anew
inditutiona counterpart. At the same time, the one-year trangition should not be
consdered sacrosanct. Thisis ahigh-impact activity, and bureaucratic issues should not
become afactor in its continuation. If USAID needs to finance two additiona years of
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the EDP to maximize itsimpact, or to assure a permanent home for the EDP, USAID
should not hesitate to provide the resources.

The Subsidy Element

The EDPis heavily subsidized by USAID. Direct costs for each EDP session
average about $30,000, and staff and fully alocated overhead costs might be estimated at
70% of that amount, or $21,000. For EDP-II, participants paid 12,000 Egyptian pounds,
or about $2,000 each for 12 sessions, or atota of about $5,300 per session. Thus, only
about 18% of the direct costs, or 10% of the fully alocated costs, are borne by the
students.

There are two ways to raise the share paid by the sudents. raising tuition and
lowering costs. Let us congder eachin turn.

Raising tuition. Interviewswith afew participants suggested a willingness to
pay substantidly more. These limited conversations suggested awillingness to pay at
least 50%, and probably 100%, more than the gpproximately $2,000 charged in 2004. Of
course, this cgpacity to charge more tuition is the result of the evident high quality of the
training, and the reputation it has gained in Egypt. Doubling would raise the share borne
by participants to 36% of direct costs or 20% of fully alocated costs.

Lowering costs. Thereis surely scope for lowering the codt, particularly the
indirect cost, of providing training. For asmall activity of this sort — never more than $2
million per year — the adminidtrative superdructure of strategic objective, intermediate
results, frequent monitoring reports, and regular (but superficia) reviews of the
desirability of the entire gpproach — iswasteful in both energy and effectiveness. In the
gpace of three years, this activity was shifted from SO 16 to anew SO 17, which was
subsequently abolished. While those involved in the project maintained a consistent idea
about what to do and how to do it, their overseers engaged in a constant struggle to
reconfigure program descriptions to keep up with the buzzwords currently fashiongble in
Washington.

If USAID were to focus on minimizing overhead codts, contractors would
comply. But this does not appear to be ahigh priority. The one concrete areawhere |
observed aleve of effort unlikey to yied commensurate payoff was in monitoring and
evaduation. Pal- Tech clearly tried to respond to USAID concerns, but this sometimes
involved considerable effort to measure the immeasurable. Only better judgment by
USAID can diminate this problem.

How much should the subsidy be? Economigts usudly argue that the beneficiary
of USAID assstance should bear a substantia part of the cost of programs that benefit
individuds or firmsdirectly. A 50-50 sharing has become typica for programsto
upgrade technology or to assist firms to break into export markets. For education, higher
subsidies have typically been normal in donor supported programs. In U.S. higher
education, the student typicaly pays consderably less than half of the totd codt, with the
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remainder funded through government (particularly for ate inditutions) and by
endowments. This has often been judtified in the name of benefits to the society from the
education of its members. | lack familiarity with literature on the socidly-desirable leve
of subsidy of education in donor programs.

Robert Lucas, the Nobel-prize economist, has made sironger case relating more
directly to the type of training provided under the EDP. He argues, most recently in
Lucas (2003), that education in economicaly-beneficid areas produces increasing returns
to scale, and argues that such increasing returns to scale in education are the primary
reason that developing countries have not been able to “ catch up” with rich countries, in
the manner that economic theory would have predicted. Lucas argues that the increasing
returns come from the interaction of numerous individuas trained a a high level, rather
than from the education of one or two Eingteins. Such individuas are able to create
networks where postive reinforcement takes place, and where the total outcomeis larger
than the sum of the contributions of the individuasinvolved. James Surowiecki’s recent
book, The Wisdom of Crowds, offers support for this speculation.

The concluson flowing from these consderations is that some — and perhaps a
large— subsidy iswarranted in education, particularly education that positions countries
to better compete in a globalized economy. As my expertise isin economic policy rather
than education, | am unaware of current thinking about the proper degree of subsidization
for such training. This should be explored further by an education economist.
Nevertheless, the above considerations suggest that donors should be willing to provide
sgnificant subsidies on along-term basis for such activities.
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Annex 1
Activitiesunder the Management Development Initiative, Phase 2

The main activities carried out under MDI Phase 2 indude the following:
1. Executive Development Program (EDP)

The Executive Deveopment Program (EDP) was the largest Sngle activity. Its
target audience is senior executives of medium-sized businesses in Egypt, and is modeled
after programsin the US which address executives a smilar levels. It draws on faculty
from leading business schools and consulting organi zations, as well as on the expertise of
successful business executives in Egypt. Each EDP consists of 12 sessions conducted on
weekends over a period of 15 months. Participants were selected based on their
professiona background, position and generd attitude towards learning and sharing
information.

The first EDP, with 32 participants, was completed in 2003. EDP-I11 has been
underway since September 2003, and isto conclude in December 2004. Whilethe
origind design of the MDI contemplated four EDPs, the termination of SO 17 resulted in
the decison to fund only two.

2. L eader ship Development Program (L DP)

This program is an adjunct of the EDP, drawing upon the services of a professor
brought in for an EDP sesson. LDP sessions are three-day events covering a specific
topic just treated in an EDP, but tailored to middle-managers rather than executives. LDP
sessons involve about 30 individuals, selected for their skills and commitment. Four
LDP sessons are held per year.

3. Team Learning Labs(TLL)

The Team Learning Labs (TLL) program was designed to work with intact
team(s) of up to eight employeesin an organization, using the methodology developed by
Peter Senge in hiswork on “learning organizations.” Under this methodology, an outside
coach works with a group of up to eight individuas from different parts of a busness
firm during a 3-day workshop to develop killsin collaboration. The teamsagreeon a
specific project for their firm that is geared toward solving an important and pressing
business issue where there is some urgency to achieve a better result or to do aprocessin
a better way, to be implemented during the next severd months. Follow-up meetings are
held with the coach during the next four months to track progress.

The dtrategy in this areawas to stimulate provison of TLL services by private

conaulting firmsin Egypt. Coachesin four firms were trained in the methodology, and
the MDI provided initia subsidization of the costs of TLLs offered by these firms. About
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10 companies have participated in TLLs, with generdly very postive results. USAID
support for TLLs ended in 2003.

4, Corporate Development Program (CDP)

The Corporate Development Program (CDP) was a second effort to promote the
development of the private consulting and training indudtry in Egypt. The MDI trained
and certified 14 Egyptian coaches in use of an off-the-shelf performance improvement
model aimed at business strategy and performance. The MDI then paid part of the cost of
CDP programs sold by the consultants, alowing them to offer the product at pricesin line
with the Egyptian market’ s willingnessto pay.

5. Seminars

Globd Economy Seminars (GES) and Topicd Seminars (TS) are afull-day
seminar presented by internationa experts on business issues. Four seminars under this
program (two in Cairo and two in Alexandria) were held in 2003, when this activity was
phased out. These sessonswere on broad topics. leadership, investment in human
capital, motivation, and key success factors in business success. They were given to
broad audiences, averaging about 100 participants.

6. Case Study Development

The MDI sponsored severd workshops to promote the use of business casesin
univeraty business education. The project devel oped a series of eight cases based on
actua problems of individua Egyptian businesses. Each case was developed by aU.S.
academic working with an Egyptian professor. About 20 business school professors
participated in workshops to discuss the methodology, andyze cases, and discuss how to
introduce them into university courses and executive development programs.
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