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Abstract

As a result of the economic meltdown in 2008, the hardest hit sector of the economy was the micro
and small enterprises (MSE’s) sector. MSEs’ access to formal finance has been facing increasing
restrictions, due to the adoption of more cautious lending strategies by both public and private banks.
Hence, MSEs in Egypt still heavily rely on informal credit to finance their operations. This paper
identifies the linkages between different sources of finance and their impact on informality of MSEs
based on small scale surveys on credit and labor use in household businesses in villages in two
governorates in Egypt. Preliminary analysis of this new data confirms that relying on self-finance is
associated with increased informality of the surveyed enterprises in both governorate subsamples,
whereas access to formal loans is associated with formalization through enterprise registration in
non-agricultural enterprises surveyed in one of the governorates. These results provide preliminary
evidence that policies that enhance access to formal credit and attempts to formalize informal
sources of credit, such as RoSCAs, are likely to impact MSE’s formalization positively in Egypt.

JEL Classification: 016; 017; D43
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1. Introduction

Informal credit affects firms’ performance and profiles, especially micro and small enterprises
(MSEs), through many channels. Several research papers that use firm-level surveys (Beck,
Demirgiig-Kunt, and Maksimovic 2005; Beck et al. 2006; and Beck et al. 2008) show that a more
advanced and efficient formal financial sector reduces financing constraints, particularly for small
firms. Research by Klapper, Laeven, and Rajan (2006) provide evidence on the impact of improved
access to finance on promoting start-ups and smaller firms. Field experimental studies on firms in
both Mexico and Sri Lanka (McKenzie and Woodruff 2008 and de Mel, McKenzie, and Woodruff
2008) suggest that the impact of formal access to credit on returns to scale reach high levels (up to
70-79% per month) for firms that report themselves financially constrained. These very high returns
imply that there could be no minimum investment threshold below which entry into self-
employment is discouraged.

Enhanced access to finance can affect employment through improving firm risk. Demirgii¢c-Kunt,
Love and Maksimovic (2006) conclude that financial deepening increases incentives for firms to
benefit from the resulting risk diversification and limited liability. This should reflect positively on
the formalization of the firm and on its employment conditions. It is important to understand the
channels, through which access to finance can have positive effects on improving opportunities and
work environment for MSEs.

As a result of the economic meltdown in 2008, the hardest hit sector of the economy was the micro
and small enterprises (MSEs) sector. MSEs’ access to formal finance has been facing increasing
restrictions, due to the adoption of more cautious lending strategies by both public and private banks.
The political turmoil in Egypt, since the beginning of the Arab Spring in January 2011, has
exacerbated the access to finance problems for MSEs, resulting in an overall severely constrained
macro-financial environment. MSEs in Egypt still rely heavily on informal credit. They also rely on
informal labor to a great extent. This paper examines the relationship between informal credit and
informal labor for MSEs in Egypt.

The most common source of informal credit in rural Egypt is RoOSCA (Rotating Savings and Credit
Associations). Mohildein and Wright (2000) find evidence of that trend in a survey of 200
households in four Egyptian villages. They also find that religious constraints comprise one of the
reasons that restricts villagers from seeking formal credit. This conforms with the Consultative
Group on Alleviation of Poverty (CGAP)’s 2008 and 2009 findings, which show that Muslims are
highly excluded from access to banking products and services, with exclusion rates reaching as high
as 80% in India and 17 Organisation of Islamic Cooperation countries. Rejection rates of microloans
on religious grounds reach as high as 40% (ibid).

The relationship between RoSCA finance and employment is worth noting. Kan (2000) finds that
small business entrepreneurs in Taiwan heavily rely upon RoSCAs to fund their operations. This
relationship increases in the manufacturing sector, whereby RoSCA borrowers are more likely to be
self-employed. Households with higher income, though, are more likely to engage in RoSCA
borrowing. This indicates the existence of a certain level of ability and income for small
entrepreneurs to be trusted to use the ROSCA mechanism for finance.

Few studies have ever investigated the relationship between sources of finance and informality.
Caro et al. (2012) is one such study, which examines the degree of labor informality in firms that
are already considered formal. This differs significantly from the typical approach, which observes
informality from household-level data. The study produces several key results. First, financial
sector development, as operationalized by the availability of banking credit, is positively correlated
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with firm-formality. Second, firms with higher output employ a greater proportion of informal labor.
This finding is surprising because one would assume that bigger firms are more formal in nature.
When the manufacturing sector was disaggregated into subsectors, the subsector of food, beverages,
tobacco, and textiles has the highest degree of informality. Caro et al. find a significantly positive
relationship between the availability of credit and labor formality, thus indicating that greater
financial development at the sector-level will encourage firms to employ more formal labor.
However, being financially-constrained was not found to be related to formality. Finally, as
predicted, labor formality is positively related to output and employment growth.

Medvedev et al. (2013) examines the relationship between firm informality and profitability. The
study adds to the literature on informality by introducing the variable of profitability, which is
different from the more commonly examined “firm performance” link. The authors argue that
profitability is a more important determinant of firm survival than firm productivity. Uniquely, this
study uses seven different proxies for informality, which include whether a firm has a tax ID number,
municipal license, requests for receipts on all purchases, percentage of firm’s registered for social
security, percentage of employees with a written contract, being incorporated through a public
notary, and registration in the official registry. According to the report, more than 80% of micro and
small enterprises in Ecuador are informal in at least one of these dimensions and indicate that it is
“difficult or somewhat difficult” to acquire new machinery (including vehicles) or persuade a bank
to finance a promising new business opportunity. Very few firms added more than four employees
by the end of the first year, while most firms added just one employee and several firms lost
employees. The paper’s main finding is that formality is associated with higher profitability and
therefore greater chance of firm survival.

In this paper, we complement findings on determinants of enterprise informality in Egypt based on
national data sets such as the Egypt Labor Market Survey (ELMPS) household enterprise module
by those drawn from our own survey, designed to specifically estimate the relationship between
informal credit and informal labor in MSEs, taking into account characteristics of these businesses
and the socio-demographic attributes of their owners. Compared to the ELMPS household enterprise
questionnaire, this survey explores in more detail the choice of different sources of finance,
especially the terms of ROSCAs formal and informal loans. It also collects data about the formality
of the employment relationship within the enterprise itself, as measured by formal contracts and
social security coverage, which is missing in the ELMPS questionnaire.

The paper is divided into three further sections. Section 2 outlines data and methodology, including
field evidence on informality and descriptive statistics. Section 3 presents and discusses estimation
results, including correlation between measurements of informality, logit results for the whole
sample, logit results for the two governorates, and sensitivity analysis of results. Finally, section 4
presents some concluding remarks and policy implications.

2. Data and Methodology
2.1 Field evidence on informality

We collected survey field data from two governorates in Egypt on micro and small enterprises. The
survey was tested in several governorates, but was eventually implemented in the Gharbiya (in lower
Egypt) and Bani Suef (upper Egypt) governorates. Administering the survey was often interrupted
because of security reasons. After constructing the survey and testing it, four teams of surveyors
were trained (two for each governorate), each consisting of 2-4 surveyors, in addition to the team
leader, auditors and quality controllers. The survey questionnaire is comprehensive and is composed
of 11 modules, with questions about: enterprise owner characteristics, enterprise characteristics,
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detailed questions on sources of credit, technical support and product innovation, labor
characteristics, expenditure, marketing, project returns, obstacles to growth, owner perceptions and
future expectations. (See Appendix for full questionnaire).

We eventually collected 228 valid survey questionnaires from the urban areas in Tanta, capital of
Gharbiya Governorate, and 218 from Bani Suef City, capital of Bani Suef Governorate. Given the
number of observations, the collected data should be considered a first pilot stage that needs to be
expanded on with a larger and more widespread scale.

We adopted a two-stage sampling procedure. In the first stage, we used convenience sampling to
choose localities (governorates and cities/towns). Convenience sampling is a non-probability
sampling technique that is used by the researcher because the sample is easily accessible (Leiner,
2014). The main weakness of convenience sampling is that the sample could be biased and does not
represent the whole population (Farrokhi & Mahmoudi-Hamidabad, 2012). Despite this weakness,
real world restrictions may justify using convenience sampling. One of these restrictions is the fact
that the research emphasis is on hidden population (Leiner, 2014). Hidden population means that
the population cannot be studied using standard sampling methods due to lack of a sampling frame,
which is a list of all population members (Salganik & Heckathorn, 2004). We considered our
targeted population a hidden population because, at the time, there was no available data on the
micro and small enterprises in Egypt'. Accordingly, we used convenience sampling and chose Tanta
because it met specific practical standards; for instance, ease of access and geographical closeness.

In the second stage, we used simple random sampling to choose the establishments from these
localities. Simple random sampling means that every element of the population has an equal chance
of being selected in the sample (Dura et al., 2010). The researchers walked the streets and
approached the enterprises randomly for an on-site interview using the questionnaire. We targeted
different types of enterprises pursuing different economic activities to construct a sample that
embraced an appropriate range and that better represents the wider population. Two economic
criteria were set to choose the establishments. The first criterion was the nature of the activity,
whether it is agricultural, manufacturing, commercial or services based. The second criterion was
the number of workers in each establishment. If the establishment has up to five workers, we
consider it a micro enterprise. If the establishment has between six to 20 workers it is considered to
be small enterprise.

2.2 Descriptive statistics

Table 1 shows the survey participant (employer) demographics. Most employers are married and
the mean age is in the forties. The Gharbiya sample is much more male dominated (90% of enterprise
owners as opposed to 80%) and highly educated (38% compared to 27%) than in Bani Suef. Also
41% of the female employers in Bani Suef are illiterate, compared to only 10% in Gharbiya.

The data covered four different sectors, as Table 2 shows, with the highest concentration in
commercial activities and the lowest in the agricultural and services sectors. Most of the surveyed
establishments in Gharbeya were commercial (64%), while Bani Suef establishments were
distributed rather evenly across sectors, with a third of them in the commercial sector.

Table 3 below shows the breakdown of the surveyed establishments per governorate with regards
to the different indicators of formality. There is clearly a higher incidence of formality in Gharbiya
than in Bani Suef. The establishments that have contracted labor are around 25% of the sample in

! This is an issue we are trying to overcome in a current extension of this study by requesting a sampling frame from CAPMAS 2014
Survey of Economic Establishments in Egypt and selecting a random sample for the same governorates of Gharbiya and Bani Suef.
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Gharbiya but less than 1% in Bani Suef. However, 49% of workers are covered by social insurance
in Gharbiya and 39% in Bani Suef. We used a wide definition, which incorporates cases where the
enterprise owner alone is covered by social security, as this indicates visibility to labor authorities,
and hence formality.

The proportion of surveyed formal establishments (measured by obtaining a license, enterprise
registration, paying taxes and social security coverage of labor) is shown by sector in Figure 1
below. The most formalized sector is the industrial one, with almost two thirds of enterprises
registered and half of its labor covered by social security. It is followed by commercial and services
activities, where around half of establishments are formal. The sector with the least formal
establishments is the agricultural sector. Despite the relatively high reported tax payments (an
upward bias is usually expected in reporting taxes), only one third of the agricultural enterprises are
registered or licensed and as little as 5% of agricultural labor is covered by social security, which
reflects the highly casual nature of employment in that sector.

Besides formality, sector of economic activity and demographic characteristics of owners, tables A1l
- A3 (annex) below report descriptive statistics on these and the rest of variables used in the logit
regressions for the whole sample and for Gharbiya and Bani Suef separately. The main credit and
labor variables of interest in this project show that for the overall sample enterprises rely heavily on
self-finance followed by informal sources of credit, including RoSCAs as primary and secondary
sources of finance. Only 8% of the overall sample rely on formal loans. The Gharbiya subsample is
more reliant on self-finance than Bani Suef, and the latter seems to resort much more to informal
sources of credit such as NGOs, families and friends, work colleagues and money lenders. In terms
of labor, it seems clear that we are dealing mostly with micro enterprises, with the average size of
the enterprise being just under three workers in both governorates subsamples. Only 47% of
surveyed establishments in Gharbiya and 32% in Bani Suef, use labor outside the family.

3. Estimation Results
3.1 Correlation between measures of formality

Before estimating the above equations, using logit regressions, it is worth exploring the extent to
which the different dependent variables or measures of informality are correlated. Table 4 (annex)
below presents the correlation coefficient between them, which shows that the three enterprise
formality variables (license, registration and paying taxes) are indeed highly correlated (mostly
above 80 % coefficient), and less so with the labor formality variable (social security coverage of
workers, coefficients are in the 60s). This confirms that there is value added in considering labor
formality separately from enterprise formality and this is why this data was collected.

3.2 Logit results for the whole sample

Tables A5 — A9 (annex) below present the results of the logit regressions for the four models for the
overall sample. It is clear that enterprise age (or project life) and current capital are the most
significant positive determinants of formality, across all measures. Thus, the larger the
establishment’s current capital and the longer it has been in business, the higher the probability that
it will be formal. Profits also have a positive and significant effect on formality, but it is marginal
and fades away when employer’s socio-demographics and other labor characteristics are introduced
in the insured labor and enterprise registration equation. As for the impact of these employer
demographic and enterprise labor characteristics, being highly educated, size of labor force and
number of workers outside family hired are all positive determinants of most but not all measures
of formality. Meanwhile, concentration in the agricultural sector of activity negatively correlates



with formality in all cases. Female ownership and being a return migrant are also negative correlates
in the combined formality and registration measures.

It is interesting that the only positive correlates with labor formality are capital, project life and
number of workers outside the household hired. The only negative correlate is operation in
agricultural activities, which are dominated by casual labor as noted above. None of the other
characteristics seems to matter, nor do the credit variables for the full sample.

Logit regression results of our limited sample show suggestive indicators on the impact of credit on
informality. Table A7 (annex), for instance, shows a negative and marginal effect of relying on self-
finance on the registration of a business, as shown in Model (2). The impact is significant at the
10% level, but it does not sustain when adding other variables of the employer’s socio-demographics
and labor characteristics. The negative marginal impact of relying on self-finance is persistent
throughout the different models when we use one indicator of formality, which is License (obtaining
a license) in the Bani Suef subsample, and for all measures, except insured labor, in Gharbiya (see
Tables A10 and A11 annex).

3.3 Logit results for the Gharbiya and Bani Suef subsamples

In the whole sample regressions, being located in Gharbiya (relative to Bani-Suef) was in fact
negatively associated with overall formality and license regressions, but not with the rest. Thus, it
is worth examining how the rest of variables impact formality in the two governorates’ subsamples.
Tables A10 and A1l (annex) show the separate results of estimating the full model, using the
different measures of formality for Gharbiya and Bani Suef respectively. We observe that relying
on self-sources of finance (such as personal or family savings, inheritance or remittances from
abroad) has a significantly negative impact on informality particularly in the Gharbiya subsample.
Moreover, as can be seen in Table Al1, for Gharbiya only there is the negative marginal effect of
informal loan finance on holding a license by an enterprise, subject to correction for all variables
included in model. On the other hand, reliance on RoSCAs as first or secondary source of finance
is ambiguous, as it is a positive determinant of formality of labor and having a license in Bani Suef,
but a negative determinant of formality of labor in Gharbiya. Thus, for the whole sample, using
RoSCAs in financing the project yielded insignificant results.

3.4 Sensitivity analysis of results

Finally, it is worth pursuing some sensitivity analysis to check the robustness of the above results.
In particular, it is interesting to examine whether the impact of sources of finance on informality is
influenced by two issues: (1) the predominance of informality and casual labor in agricultural
establishments and (2) the way in which we defined the sources of finance variables to include
whether each source was used as a primary or secondary source of finance. Table A12 (annex)
presents logit estimates of the full model (model 4) for the whole sample and for each subsample,
but after restricting estimation only to the non-agricultural sector, and to use of sources of finance
as a primary source of finance. As each source finance, will now be mutually exclusive to the other,
we omitted self-finance from the regression. Thus, parameter estimates associated with RoSCA
formal and informal credit should be interpreted in relation to the impact of self-finance, as the
omitted category

The results confirm that indeed some of the previous results were influenced by inclusion of
agriculture and/or driven by the impact of use of sources of finance as secondary not primary ones.
Compared to self-finance, ROSCA’s formal loans and informal loans have no significant impact on
any measure of formality for the overall sample and for Gharbiya on its own. The only significant



effects are observed in the non-agricultural sector of Bani Suef, where access to formal credit is
associated with formality of enterprises registration and thus the result that being involved in
RoSCA positively and significantly affects formality of hiring labor is confirmed.

Thus, overall, we find some indicators that relying on self-sources of finance (such as personal or
family savings, inheritance or remittances from abroad) has a significantly negative impact on
formality (or its separate indicators), which suggests that owners who rely on these sources of
finance are less eager to formalize their businesses than the others. We also find some marginal
evidence on the negative impact of informal credit on formality. We could not find strong and
meaningful results on the role of ROSCA for the overall sample, although there seems to be a positive
impact of RoSCA on labor formality only in the Bani Suef non-agricultural establishment
subsample. Finally, the results concerning formal credit are quite limited, with the expected positive
association between formal loans and formality only detected in the case of license registration in
the non-agricultural segment in Bani Suef.

The limited impact of sources of finance on formality might be partly due to the lack of adequate
reported information, in general, on the sources of finance. Only 15% of the surveyed establishments
reported using RoSCA, whether as a primary source of finance or a secondary one, while less than
9% of the surveyed establishments reported using formal loans to finance their projects primarily or
secondarily. We conclude that more in-depth data is needed on the sources of finance for MSEs to
adequately study the association between credit, firm and labor formality.

4. Conclusion

The main objective of this research was to investigate the relationship between formal sources of
credit and formalization of MSEs. Whether or not formalization of the MSE sector is good for the
economy as a whole is not the concern of this paper. More specialized data is required to study the
relationship and interaction of informality and credit at the enterprise level in Egypt, and especially
to capture informality in the employment relationship within the enterprise and its relationship to
choice of mode of finance. For that purpose, we conducted small scale and specialized MSE surveys
in two governorates in Egypt: Gharbiya from lower Egypt and Bani Suef, from upper Egypt. A
positive relationship between formality and having a large size of labor force, current capital,
enterprise age and profits is confirmed by our field survey data. On the other hand, female
ownership, return migrant status and concentration in agricultural sector are negatively associated
with informality. There is also evidence that relying on self-finance credit is associated with
increased informality of enterprises in the overall sample, whereas access to formal loans positively
impacted enterprise registration in Bani Suef’s non-agricultural surveyed enterprises.

We found some evidence based on ELMPS and our survey results suggestive of a positive
association between informality of credit and enterprise and MSE and labor informality in Egypt,
which indicates certain directions for further research and data collection in those two governorates,
as well as others. The nexus of informal credit and enterprises, if further investigated, will lead to
important policy implications with regards to formalizing MSEs in Egypt. The current results
indicate that providing access to formal credit will lead to more formalization. Also, formalizing
informal sources of credit, such as RoSCA, is likely to impact MSEs’ formalization positively.
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Figure 1: Formality by Sector (% of establishments reporting formal status)
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Table 1: Summary of Participant Demographics

% Education level % Married Age
0, [1) 3
Governorate Gender % . s o Mldfﬂe % Hi Edu Mean Std. Dev
Illiterate Education
Gharbiya Male 90 2 60 38 85 45 12
Female 10 4 74 22 60 43 9
(Mean) 3 61 36 83 45
Bani Suef Male 80 8 63 27 88 42 12
Female 20 41 41 18 70 40 9
(Mean) 15 58 26 85 41
Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
Table 2: Sample Distribution Across Sectors of Economic Activity
Commercial Industrial Agricultural Services
Gharbiya 64% 22% 2% 11%
N 228 147 51 5 25
Bani Suef 33% 22% 26% 20%
N 218 71 48 56 44
49% 22% 14% 15%
Total observations 446 218 99 61 69

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014

Table 3: Measures of Formality of Enterprises and Labor

N License Registration Taxes Contracted labor Insured labor
Gharbiya 228 54.39% 52.63% 61.40% 25.00% 49.00%
Bani Suef 218 45.41% 40.83% 35.78% 0.92% 39.00%

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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Appendix
Table A1: Summary Statistics for Variables Used in Logit Regressions, All, 2014

Variable Obs Mean Std. Dev. Min Max
License 447 0.50 0.50 0 1
Registration 447 0.47 0.50 0 1
book-keeping 447 0.20 0.40 0 1
Taxes 447 0.49 0.50 0 1
Labor social security 447 0.44 0.50 0 1
Formal 447 0.55 0.50 0 1
formal2 447 0.58 0.49 0 1
log current capital 442 9.88 1.34 5.30 13.59
project_life 446 11.46 12.10 0 65
log Profits 381 7.10 1.04 2.71 9.90
Self Finance 447 0.83 0.38 0 1
ROSCA 447 0.15 0.36 0 1
Loan 447 0.20 0.40 0 1
formal_loan 447 0.09 0.28 0 1
informal_loan 447 0.11 0.31 0 1
Number of workers 446 2.78 2.46 1 20
Hires workers outside household 447 0.39 0.49 0 1
Number of workers outside household 447 1.08 2.26 0 19
Commercial 447 0.49 0.50 0 1
Industrial 447 0.22 0.41 0 1
Services 447 0.15 0.36 0 1
Agricultural 447 0.14 0.34 0 1
Female 447 0.15 0.36 0 1
return migrant 447 0.16 0.37 0 1
Age 443 42.93 11.53 19 69
Secondary or higher education 447 0.32 0.47 0 1
Married 447 0.84 0.37 0 1

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014



Table A2: Summary Statistics for Variables Used in Logit Regressions: Gharbiya, 2014

Variable Obs Mean Std. Dev. Min Max
License 228 0.54 0.50 0 1
Registration 228 0.53 0.50 0 1
book-keeping 228 0.28 0.45 0 1
Taxes 228 0.61 0.49 0 1
Labor social security 228 0.49 0.50 0 1
Formal 228 0.62 0.49 0 1
formal2 228 0.65 0.48 0 1
log current capital 224 10.17 1.19 7.31 13.22
project_life 227 13.15 14.16 1 65
log Profits 197 7.35 0.82 5.30 9.90
Self Finance 228 0.89 0.31 0

ROSCA 228 0.15 0.36 0 1
Loan 228 0.15 0.36 0 1
formal loan 228 0.10 0.30 0 1
informal loan 228 0.05 0.22 0 1
Number of workers 228 2.87 2.17 1 14
Hires workers outside household 228 0.47 0.50 0 1
Number of workers outside household 228 1.16 1.96 0 14
Commercial 228 0.64 0.48 0 1
Industrial 228 0.23 0.42 0 1
Services 228 0.11 0.31 0 1
Agricultural 228 0.02 0.15 0 1
Female 228 0.10 0.30 0 1
return migrant 228 0.26 0.44 0 1
Age 227 44.48 11.60 19 69
Secondary or higher education 228 0.36 0.48 1
Married 228 0.83 0.37 0 1

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014



Table A3: Summary Statistics for Variables Used in Logit Regressions: Bani Suef, 2014

Variable Obs Mean Std. Dev. Min Max
License 219 0.45 0.50 0 1
Registration 219 0.41 0.49 0 1
book-keeping 219 0.11 0.32 0 1
Taxes 219 0.36 0.48 0 1
Labor social security 219 0.38 0.49 0 1
Formal 219 0.47 0.50 0 1
formal2 219 0.51 0.50 0 1
log current capital 218 9.59 1.43 5.30 13.59
project_life 219 9.72 9.23 0 47
log Profits 184 6.82 1.17 2.71 9.62
Self Finance 219 0.77 0.42 0 1
ROSCA 219 0.14 0.35 0 1
Loan 219 0.25 0.43 0 1
formal_loan 219 0.07 0.26 0 1
informal _loan 219 0.17 0.38 0 1
Number of workers 218 2.70 2.73 1 20
Hires workers outside household 219 0.32 0.47 0 1
Number of workers outside household 219 1.00 2.53 0 19
Commercial 219 0.34 0.47 0 1
Industrial 219 0.21 0.41 0 1
Services 219 0.20 0.40 0 1
Agricultural 219 0.26 0.44 0 1
Female 219 0.20 0.40 0 1
return migrant 219 0.06 0.24 0 1
Age 216 41.30 11.26 20 69
Secondary or higher education 219 0.27 0.44 0 1
Married 219 0.85 0.36 0 1
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Table A4: Correlation Coefficients between Different Formality Measures

license registration taxes Insured Labor
ALL
(obs=447)
License 1
Registration 0.82 1
Taxes 0.79 0.83 1
Insured labor 0.67 0.65 0.63 1
Gharbiya
(obs=228)
License 1
Registration 0.80 1
Taxes 0.84 0.82 1
Insured labor 0.65 0.63 0.63 1
Bani Suef
(obs=219)
License 1
Registration 0.84 1
Taxes 0.76 0.84 1
Insured labor 0.68 0.67 0.63 1

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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Table AS: Formality Logit Regressions

(¢)) 2) 3) )
VARIABLES formal formal formal formal
Log of Current Capital 0.644%%%* 0.665%%* 0.595 %% 0.492 %%
(0.144) (0.153) (0.157) (0.168)
project_life 0.111%%* 0.110%%* 0.115%** 0.114%%*
(0.0196) (0.0203) (0.0222) (0.0221)
Log of Profit 0.617%%* 0.620%** 0.571%%* 0.456**
(0.183) (0.185) (0.189) (0.198)
Industry 0.0933 0.0281 0.0963 -0.129
(0.358) (0.364) (0.392) (0.414)
Services 0.835%** 0.840%** 0.866** 0.792*
(0.399) 0.411) (0.438) (0.440)
Agriculture -5.584%** -5.670%** -5.617%** -6.039%**
(1.158) (1.162) (1.178) (1.202)
Gharbiya -0.731%* -0.771%* -0.580* -0.575*
(0.311) (0.322) (0.340) (0.347)
Self- Finance -0.585 -0.431 -0.509
(0.480) (0.496) (0.505)
ROSCA -0.132 0.0400 0.110
(0.400) (0.423) (0.425)
formal_loan -0.138 0.166 0.000526
(0.550) (0.560) (0.581)
informal loan -0.498 -0.475 -0.555
(0.483) (0.510) (0.517)
Age 0.000742 -0.00480
(0.0156) (0.0159)
Female -0.856* -0.973%*
(0.452) (0.469)
return migrant -0.869%* -0.899%*
(0.430) (0.444)
Secondary or higher Education 0.556 0.624*
(0.347) (0.353)
Married -0.288 -0.227
(0.419) (0.427)
Number of workers 0.399%**
(0.200)
Hires workers outside household -0.216
(0.505)
Number of workers outside household -0.0377
(0.291)
Constant -11.01%** -10.59%** -0.641%** -8.275%**
(1.508) (1.570) (1.755) (1.909)
Observations 379 379 377 377

Notes: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014



Table A6: License Logit Regressions

(¢)) 2) 3) )
VARIABLES license license license license
Log of Current Capital 0.461%%* 0.469%*** 0.4171%** 0.335%*
(0.127) (0.134) (0.137) (0.148)
project_life 0.0879%** 0.0851%*%** 0.0850%*** 0.0846%**
(0.0162) (0.0166) (0.0182) (0.0181)
Log of Profit 0.455%%%* 0.450%** 0.387** 0.311*
(0.167) (0.169) (0.173) (0.182)
Industry -0.221 -0.291 -0.241 -0.380
(0.328) (0.334) (0.356) (0.378)
Services 0.472 0.426 0431 0.369
(0.370) (0.380) (0.398) (0.401)
Agriculture -4.969%** -5.088%** -5.013%** -5.071%%*
(1.096) (1.098) (1.108) (1.114)
Gharbiya -0.848%** -0.907*** -0.787** -0.771%*
(0.289) (0.299) (0.313) (0.316)
Self- Finance -0.453 -0.315 -0.317
(0.452) (0.463) (0.464)
ROSCA -0.127 0.0240 0.0506
(0.380) (0.395) (0.395)
formal_loan -0.271 -0.0570 -0.108
(0.506) (0.517) (0.524)
informal_loan -0.669 -0.615 -0.615
(0.469) (0.484) (0.484)
Age 0.00691 0.00433
(0.0145) (0.0146)
Female -0.731* -0.761*
(0.428) (0.438)
return migrant -0.642 -0.608
(0.401) (0.407)
Secondary or higher Education 0.514* 0.523*
(0.312) (0.315)
Married -0.398 -0.374
(0.381) (0.384)
Number of workers 0.144
(0.159)
Hires workers outside household 0.177
(0.381)
Number of workers outside household -0.0515
(0.194)
Constant -7.993%** -7.436%** -6.600%** -5.574%**
(1.258) (1.327) (1.492) (1.674)
Observations 379 379 377 377

Notes: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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Table A7: Registration Logit Regressions

(¢)) 2) 3) )
VARIABLES regis regis regis regis
Log of Current Capital 0.637%%* 0.686%*** 0.684 %% 0.542% %%
(0.135) (0.144) (0.149) (0.159)
project_life 0.0810%** 0.0801%*** 0.0818%*** 0.0835%**
(0.0153) (0.0159) (0.0179) (0.0179)
Log of Profit 0.373%* 0.361** 0.317* 0.200
(0.170) (0.172) (0.178) (0.188)
Industry 0.0985 0.0199 -0.0953 -0.344
(0.332) (0.338) (0.369) (0.395)
Services 0.237 0.214 0.0678 -0.0263
(0.375) (0.387) (0.407) (0.411)
Agriculture -4.668%** -4.856%** -5.054%** -5.069%**
(1.091) (1.094) (1.131) (1.134)
Gharbiya -0.620%* -0.631%* -0.536* -0.490
(0.290) (0.301) (0.320) (0.326)
Self- Finance -0.920%* -0.761 -0.750
(0.466) (0.486) (0.488)
ROSCA -0.409 -0.391 -0.337
(0.393) (0.412) (0.414)
formal_loan -0.496 -0.273 -0.366
(0.517) (0.542) (0.559)
informal loan -0.570 -0.669 -0.669
(0.487) (0.510) (0.514)
Age 0.000938 -0.00368
(0.0152) (0.0154)
Female -0.977** -0.949%*
(0.460) (0.472)
return migrant -1.051%* -0.957%*
(0.420) (0.430)
Secondary or higher Education 0.129 0.114
(0.320) (0.326)
Married -0.896** -0.875%*
(0.404) (0.408)
Number of workers 0.140
(0.168)
Hires workers outside household 0.344
(0.432)
Number of workers outside household 0.0828
(0.231)
Constant -9.428%** -8.816%** -7.678%*** -5.811%**
(1.339) (1.407) (1.585) (1.760)
Observations 379 379 377 377

Notes: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014



Table A8: Taxes Logit Regressions

(¢)) 2) 3) )
VARIABLES taxes taxes taxes taxes
Log of Current Capital 0.739%*%* 0.765%%* 0.710%** 0.609%**
(0.153) (0.161) (0.164) (0.175)
project_life 0.125%%* 0.122%%%* 0.127%%* 0.126%**
(0.0202) (0.0207) (0.0228) (0.0227)
Log of Profit 0.577*%** 0.565%** 0.505%* 0.400*
(0.195) (0.196) (0.199) (0.205)
Industry 0.0190 -0.0314 -0.0183 -0.240
(0.370) (0.375) (0.401) (0.424)
Services 0.552 0.511 0.505 0.437
(0.404) 0.411) (0.430) (0.432)
Agriculture -5.064%** -5.165%** -5.164%** -5.479%**
(1.165) (1.165) (1.182) (1.196)
Gharbiya 0.137 0.112 0.293 0.328
(0.308) (0.316) (0.335) (0.341)
Self- Finance -0.469 -0.334 -0.386
(0.509) (0.522) (0.527)
ROSCA -0.231 -0.0681 0.000965
(0.422) (0.439) (0.443)
formal_loan -0.488 -0.240 -0.362
(0.555) (0.563) (0.573)
informal_loan -0.542 -0.551 -0.621
(0.541) (0.575) (0.578)
Age 0.00409 -0.00128
(0.0163) (0.0165)
Female -0.920* -1.010%*
(0.494) (0.511)
return migrant -0.697 -0.718
(0.439) (0.452)
Secondary or higher Education 0.415 0.438
(0.345) (0.349)
Married -0.348 -0.286
(0.433) (0.438)
Number of workers 0.300
(0.193)
Hires workers outside household -0.184
(0.489)
Number of workers outside household 0.0150
(0.275)
Constant -12.64%** -12.21%** -11.35%** -9.969%**
(1.617) (1.680) (1.846) (2.003)
Observations 379 379 377 377

Notes: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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Table A9: Formality of Labor (covered by social security) Logit Regressions

@ ? 3 C))
VARIABLES Lab_ss Lab_ss Lab_ss Lab_ss
Log of Current Capital 0.588*** 0.566%** 0.561*** 0.445%%%*
(0.123) (0.128) (0.130) (0.143)
project_life 0.0751%** 0.0715%** 0.0675%** 0.0693***
(0.0138) (0.0141) (0.0152) (0.0153)
Log of Profit -0.0502 -0.0568 -0.0801 -0.113
(0.157) (0.158) (0.163) (0.174)
Industry -0.0303 -0.0842 -0.208 -0.568
(0.312) (0.317) (0.334) (0.370)
Services 0.522 0.458 0.364 0.233
(0.359) (0.365) (0.374) (0.379)
Agriculture -3.325%** -3.403%** -3.528%*** -3.534%**
(0.790) (0.794) (0.813) (0.829)
Gharbiya -0.238 -0.275 -0.251 -0.159
(0.269) (0.276) (0.287) (0.295)
Self- Finance 0.00777 0.0660 0.0461
(0.460) (0.469) (0.471)
ROSCA -0.361 -0.356 -0.280
(0.388) (0.394) (0.393)
formal_loan 0.115 0.153 0.147
(0.495) (0.502) (0.514)
informal_loan -0.295 -0.316 -0.417
(0.481) (0.489) (0.493)
Age 0.00687 0.00417
(0.0138) (0.0141)
Female -0.585 -0.558
(0.416) (0.422)
return migrant -0.509 -0.434
(0.384) (0.396)
Secondary or higher Education -0.0414 -0.133
(0.293) (0.302)
Married -0.201 -0.239
(0.364) (0.366)
Number of workers -0.108
(0.125)
Hires workers outside household -0.406
(0.396)
Number of workers outside household 0.486**
(0.192)
Constant -6.368%** -5.950%** -5.659%** -4.046%*
(1.143) (1.230) (1.386) (1.618)
Observations 379 379 377 377

Notes: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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Table A10: Logistic Regression of Determinants of Enterprise Formality Status: Gharbiya

VARIABLES formal Lab_ss license regis taxes
Log of Current Capital 0.381 0.427%* 0.392%* 0.318 0.448*
(0.255) (0.215) (0.225) (0.233) (0.253)
project_life 0.145%*%* 0.0803%** 0.0921%** 0.0868%** 0.143%**
(0.0317) (0.0210) (0.0228) (0.0220) (0.0316)
Log of Profit 0.887** 0.214 0.358 0.494 0.733*
(0.411) (0.313) (0.340) (0.357) (0.400)
Self- Finance -1.662%* -1.116 -1.610%** -1.631%* -1.424*
(0.812) (0.778) (0.736) (0.765) (0.791)
ROSCA -0.787 -2.029%** -0.901 -1.004 -0.718
(0.668) (0.723) (0.621) (0.652) (0.655)
formal_loan -0.505 -0.0590 -0.832 -1.062 -0.845
(0.810) (0.674) (0.699) (0.757) (0.781)
informal loan -1.382 -0.800 -1.595* -0.999 -1.245
(0.935) (0.888) (0.954) (0.889) (0.917)
Female -1.346* -0.245 -0.818 -0.991 -1.337*
(0.794) (0.624) (0.695) (0.726) (0.788)
return migrant -0.358 -0.0962 -0.110 -0.596 -0.327
(0.517) (0.471) (0.460) (0.488) (0.506)
Industry -0.382 -0.980* -0.946* -0.800 -0.619
(0.621) (0.544) (0.550) (0.574) (0.606)
Services 0.101 -0.0861 -0.505 -1.209* 0.00775
(0.683) (0.628) (0.639) (0.723) (0.671)
Agriculture -4.402%* 0.0349 -2.518* -2.815* -4.038**
(1.713) (1.401) (1.414) (1.501) (1.634)
Age -0.0202 0.00657 -0.0108 -0.00199 -0.0158
(0.0224) (0.0193) (0.0199) (0.0208) (0.0220)
Secondary or higher Education 0.552 -0.165 0.398 0.197 0.372
(0.487) (0.411) (0.424) (0.451) (0.472)
Married -0.540 -0.289 -0.493 -1.210* -0.272
(0.686) (0.524) (0.570) (0.622) (0.654)
Number of workers 0.839%** -0.173 0.420* 0.404* 0.827%**
(0.303) (0.177) (0.225) (0.236) (0.297)
Hires workers outside household 0.607 0.380 0.846 1.094* 0.676
(0.684) (0.498) (0.519) (0.571) (0.651)
Number of workers outside household -0.541 0.284 -0.412 -0.249 -0.629
(0.412) (0.223) (0.268) (0.306) (0.386)
Constant -9.879%** -5.348%* -5.724%* -5.681%* -9.912%**
(3.228) (2.574) (2.636) (2.751) (3.165)
Observations 195 195 195 195 195

Notes: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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Table A11: Logistic Regression of Determinants of Enterprise Formality Status: Bani Swef

@ 3 C)) ) (6)
VARIABLES formal Lab_ss license regis taxes
Log of Current Capital 0.490* 0.325 0.195 0.818*** 0.844*%*
(0.263) (0.235) (0.229) (0.271) (0.304)
project_life 0.175%** 0.144%** 0.178%** 0.150%*%* 0.197%%%*
(0.0544) (0.0456) (0.0520) (0.0462) (0.0541)
Log of Profit 0.609** -0.297 0.508* 0.219 0.544*
(0.296) (0.286) (0.282) (0.259) (0.304)
Self- Finance 0.714 1.095 1.258* 0.0169 0.997
(0.772) (0.804) (0.738) (0.777) (0.894)
ROSCA 0.946 1.882%%* 1.372* 0.0714 0.340
(0.798) (0.796) (0.782) (0.738) (0.829)
formal_loan 1.702 0.345 1.524 1.177 1.274
(1.182) (1.146) (1.048) (1.101) (1.158)
informal loan 0.128 -0.122 0.478 -0.0746 0.291
(0.747) (0.742) (0.718) (0.755) (0.847)
Female -1.483%%* -1.613%* -1.574%* -1.187 -1.255
(0.744) (0.710) (0.728) (0.739) (0.848)
return migrant -4.581%** -9.564 -4.317*** -2.664* -3.650%*
(1.641) (13.59) (1.541) (1.403) (1.643)
Industry -0.550 -0.629 -0.325 -0.241 -0.689
(0.716) (0.692) (0.692) (0.681) (0.800)
Services 1.463** 0.363 1.281* 0.690 0.797
(0.735) (0.616) (0.676) (0.626) (0.688)
Age 0.00154 -0.0345 0.0117 -0.0129 0.0191
(0.0289) (0.0289) (0.0277) (0.0285) (0.0317)
Secondary or higher Education 0.889 -0.703 1.047%* -0.142 0.743
(0.658) (0.583) (0.620) (0.599) (0.662)
Married -0.00876 0.510 -0.207 -0.788 -0.894
(0.683) (0.664) (0.661) (0.662) (0.767)
Number of workers -0.316 0.137 -0.399 -0.407* -0.548%*
(0.382) (0.343) (0.279) (0.230) (0.274)
Hires workers outside household -1.271 -1.574* -0.933 -0.535 -1.375
(0.783) (0.916) (0.723) (0.711) (0.890)
Number of workers outside household 0.573 0.844%* 0.671%* 0.559* 0.829%*
(0.408) (0.495) (0.328) (0.290) (0.420)
Constant -10.04%** -2.580 -7.664%*** -8.615%** -13.82%**
(3.142) (2.778) (2.830) (2.986) (3.706)
Observations 132 132 132 132 132

Notes: Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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Table A12: Sensitivity Analysis: Logit Regressions for Non-agricultural Activities and Primary Sources of Credit only

All SAMPLE Gharbiya Bani Seuf
VARIABLES formal license regis taxes Lab_ss formal license regis taxes Lab_ss formal license regis taxes Lab_ss
Log of Current Capital 0.578***  0.399%**  (.586%** 0.676***  0.539%** 0.372 0.351 0.307 0.425%* 0.506** 0.696** 0.375 0.963*** 0.931%%** 0.399*
(0.170) (0.148) (0.159) (0.175) (0.146) (0.252) (0.218) (0.231) (0.247) (0.214) (0.271) (0.231) (0.283) (0.303) (0.233)
0.0919**  0.0930%* 0.0747%* 0.0844**  0.0791%** 0.0750%*
project_life 0.126%** * * 0.135%%** * 0.134%%** * * 0.132%** * 0.198***  (.180%**  (.178***  0.204***  (.135%**
(0.0238) (0.0190) (0.0190) (0.0240) (0.0163) (0.0308) (0.0220) (0.0211) (0.0307) (0.0204) (0.0564) (0.0505) (0.0485) (0.0529) (0.0424)
Log of Profit 0.470** 0.311* 0.201 0.414** -0.137 0.818%* 0.334 0.454 0.686* 0.158 0.659%* 0.503* 0.220 0.558* -0.258
(0.184) (0.191) (0.207) (0.182) (0.404) (0.330) (0.349) (0.394) (0.304) (0.307) (0.280) (0.270) (0.304) (0.278)
industry -0.0962 -0.326 -0.305 -0.208 -0.554 -0.286 -0.736 -0.670 -0.483 -0.823 -0.684 -0.456 -0.322 -0.780 -0.543
(0.417) (0.378) (0.397) (0.427) (0.374) (0.610) (0.541) (0.571) (0.595) (0.533) (0.710) (0.670) (0.688) (0.795) (0.670)
services 0.918%* 0.463 0.0550 0.528 0.294 0.139 -0.433 -1.041 0.0660 0.112 1.689** 1.315%* 0.870 0.739 0.331
(0.448) (0.401) (0.410) (0.432) (0.381) (0.662) (0.611) (0.686) (0.651) (0.603) (0.747) (0.663) (0.642) (0.673) (0.598)
Gharbiya -0.513 -0.722%%* -0.467 0.373 -0.221
(0.351) (0.316) (0.327) (0.346) (0.299)
ROSCA-Primary 0.658 0.457 0.167 0.487 0.337 0.471 0.230 0.350 0.440 -0.397 0.695 0.764 0.0562 0.133 1.513%*
(0.469) (0.435) (0.445) (0.481) (0.428) (0.720) (0.653) (0.668) (0.715) (0.698) (0.732) (0.700) (0.725) (0.772) (0.733)
formal_loan-Primary 0.986 0.367 0.752 0.362 0.00960 1.222 0.306 0.377 0.562 0.598 2.491%* 1.343 2.396* 1.303 -0.610
(0.647) (0.544) (0.586) (0.574) (0.532) (0.852) (0.713) (0.775) (0.809) (0.674) (1.335) (1.065) (1.283) (1.106) (0.965)
informal_loan-Primary 0.810 0.511 0.641 0.567 -0.143 -0.620 -0.345 -0.835 -0.454 -0.0407 1.105 0.961 1.367 0.797 -0.158
(0.643) (0.589) (0.637) (0.727) (0.639) (1.869) (1.522) (1.742) (1.766) (1.275) (0.854) (0.807) (0.864) (1.002) (0.844)
age -0.00129 0.00870 0.000754 0.00382 0.0120 -0.0106 -0.00119 0.00752 -0.00543 0.0199 -0.00223 0.00941 -0.0140 0.0169 -0.0315
(0.0163) (0.0149) (0.0156) (0.0167) (0.0147) (0.0225) (0.0200) (0.0211) (0.0220) (0.0193) (0.0285) (0.0266) (0.0282) (0.0312) (0.0285)
female -1.060** -0.837* -1.O11** -1.084** -0.682 -1.211 -0.715 -0.912 -1.231 -0.148 -1.539%* -1.499%* -1.354* -1.416* -1.533%*
(0.476) (0.440) (0.475) (0.511) (0.432) (0.778) (0.676) (0.720) (0.767) (0.622) (0.762) (0.712) (0.778) (0.848) (0.709)
return migrant -1.070%* -0.742%* 1.158%** -0.913%* -0.713* -0.528 -0.245 -0.879* -0.517 -0.356 4.716%%%  4194%%* -2.778* -3.644%* -9.733
(0.458) (0.417) (0.441) (0.464) (0.412) (0.520) (0.459) (0.494) (0.512) (0.463) (1.688) (1.545) (1.457) (1.680) (16.33)
Secondary or higher
Education 0.588 0.506 0.0874 0.421 -0.232 0.541 0.457 0.269 0.407 0.0217 0.746 0.823 -0.140 0.665 -0.771
(0.361) (0.318) (0.332) (0.354) (0.309) (0.480) (0.416) (0.445) (0.467) (0.402) (0.639) (0.592) (0.603) (0.651) (0.574)
Married -0.338 -0.453 -0.990** -0.355 -0.256 -0.713 -0.621 -1.321%* -0.424 -0.325 -0.103 -0.274 -0.969 -0.844 0.430
(0.436) (0.387) (0.414) (0.443) (0.371) (0.674) (0.551) (0.608) (0.644) (0.512) (0.688) (0.650) (0.682) (0.751) (0.649)
Number of workers 0.377* 0.122 0.105 0.269 -0.118 0.816%*** 0.350 0.329 0.783*** -0.193 -0.431 -0.428 -0.486** -0.578** 0.127
(0.212) (0.162) (0.168) (0.198) (0.129) (0.302) (0.220) (0.233) (0.294) (0.171) (0.381) (0.278) (0.233) (0.275) (0.344)
Hires workers outside
household -0.211 0.163 0.350 -0.230 -0.528 0.340 0.709 0.798 0.436 -0.0178 -1.446* -1.041 -0.585 -1.536 -1.724*
(0.515) (0.378) (0.429) (0.500) (0.412) (0.736) (0.511) (0.577) (0.683) (0.502) (0.812) (0.730) (0.725) (0.975) (0.918)
Number of workers
outside household -0.0595 -0.0501 0.0884 0.0248 0.517** -0.342 -0.308 -0.0657 -0.462 0.423* 0.701 0.698** 0.640** 0.927* 0.868*
(0.305) (0.193) (0.227) (0.285) (0.202) (0.464) (0.267) (0.320) (0.416) (0.234) (0.431) (0.341) (0.298) (0.488) (0.501)
Constant 9.990%**  6.796%** 7.199%** 11.42%%* 5.079%** 11.25%%* 7.041%*% 7 ]88%** 11.09%** 7 537%%* 11.48%**  7.892%** 10.11%%* 13.76%** -2.393
(2.024) (1.716) (1.808) (2.090) (1.666) (3.300) (2.631) (2.788) (3.225) (2.580) (3.329) (2.832) (3.168) (3.631) (2.647)
Observations 324 324 324 324 324 192 192 192 192 192 132 132 132 132 132

Source: Authors' calculation based on Obstacles to MSE Growth Survey, 2014
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