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Involved in Retail Trade & June . %0

By Khased Fouad Sheril
Spécar v the Miodle East Tames

ONCE again the Egyptian privatization
debate has taken on a different dimension
with Prome Minister Atif Sidki's announce-
ment ther the government will mamtain its
role and possibly cven cxpand operations in

The government got itself invoived in
retailing after the nationalizations of 1961,
when 1t wok control of organizauons such as
Omar Effendi, Sidnawi. Salon Vert and a
aumber of sumiiar establishments. Dunng the
1960s and early 1970s the government did
pot allow the private sector o play any major
role in this area, and retailing was virtaily a
government monopoty.

Afier the mitiaton of the ‘open door’ poli-
cy in the 1970s the privale sector was allowed
back into retailing, with the government
hanging on to its nationalized acquisitions.

Today, the largest Egyptian retail outlet for
clothing, home appliances and children’s toys
is Omar Effendi, with Sidnawi runniog a
close second. In every district of Cairo and in
every governorate there is always at least one
Omar Effendi outlet. The public sector even
competes with itself im the retail trade
because the masjority of government retatlers
carry virtually the same products and offer
the same discounts during the winter and
LUMINET SCRI0NS.

Sadly, though. many of these enterprises
have been a financial drain on the govern-
ment and have operated in the red for years.
One such example is Rivoli, which accrued
negative retarns in 1986 and 1987. On the
other hand, the retail leader in returns is
Omar Effendi, which posted profits in 1986
of E£12.48 billion. In 1987 and 1988 Omar
Effendi’s profis rose to E£13.53 billion and
E£14 .34 billion respectively.

The argument for keeping retail establish-

meants in the pablic sector is twofold: first,
many of these organizations are generating

positive returns, and second, they are used as
outlets 10 suppon the sale of public-sector

But couldn’t the private-sector also con-
mbu&posmvemnuwmeummymswgh
its paymeat of taxes? Coulda’t the private
sector aiso act’as the principal retailer for
public-sector goods even if they are subsi-
dized? The obvious answer 10 both questions
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is, of course, that the private sector can
assume both funcoons.

But why. then. is Prime Minister Sidki
insisting that these retaii establishments
remain in govemment hands? Why is be even
rejecting mvannnmofmesse(sofreml
establishments that are iosing mooey?

More imporuantly, does the prime mimster
believe that there is a role for the government
m trading Christian Dior cosmetics (carmed
byOmarEﬂ'mdi) or in the sale of children’s
ministure swimming pools? Is there 2 role to
bephyedbymcgovmtmmenleof
Atari video game casseties of in 40-waft auto-
reverse cassette plavers? Probably not.

“But wait.” argue those opposed to the pri-
vatizarion of retail establishments, “why sell
profit-making retailers like Omar Effendi for
possibly lower 1ax returns from private-sector
retailers”” My answer to those questioming
the need to privatize such establishments is
not to be fooled by how much moncy Omar
Effendi in fiscal assets.

Rewrn on assets (ROA), a crude measure

* for net profit divided by total assets, for Omar
Rffendi in l987wuonly99pemem.!n :
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1988, this figure dropped to oaly 8.08 per-
cemt. What does fins mean? k amply means
that if one assumes the mflanon rate w have
been roughly 25 percemt in both of the afore-
mentioned years. Omar Effendi lost between
16 and |7 percent of the purchasing power of
its revenues m 24 months of operanans.

If this pattern persists. and the ROA
remains beiow the rate of infladon, the ‘cur-
ren! ratio’ {current assets divided by currem
liabiliges) of such an organization will begin
tc decline. This 1s exactly what s happenmg
10 Omar Efend: today. The company is fac-
mg serious iiquidity and sofvency difficulbes
and has a ‘current ratio” of only 0.96 with a
ddxtoeqmnnnoum:sahomdnmc

All in all. Omar Effendi is not performing
well and neither are any of the other govern-
ment-controlled retatlers. Their ROA ratos
are weak to the point where if they were in
the private sector many of them wouid by
now undoubtedly be bankrupt.

My question is simpie: what is the govern-
ment doing in the retail trade with its Omar
Effendis. Sidnawis, Rivolis and even its
Suma Niles?

It is not enough to say that the
should be in the business of anythmg if it can
make a profit. If this is the case, is it okay for
the government to be using its foreign
exchange reserves to import teddy bears from
Korea and wy plasiic water guns during a
major hard currency crisis?

1t is not okay for the government to be
wasting foreign exchange on #erms like these,
and if the private sector wants to fisk its hard
aurency on such items. so be it Let the gov-
emment invest its resources where they can
be berter utilized.

No more messing around, guys: the more
bears you import, the less sense you make
any economist around the giobe. Getting ow
of wy water pistols is as important as getting
out of faulty local government ipvestments




