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position of telling G0E that reform is the sine ~ ~ for 

future assistance to the public .ector. However, we under­

stand that in fact USAID/~ashington will not provide assistance 

to the E9J~tian public ~ector unless there is -significant re­

form of the public .ector.-

Our approach to this study therefore extended beyond 

solely developing the technical requisites of progra~ options. 

Rather, the approach recognized that there is a nee~ wi. ~in 

USh!~ to better define its orga;.izaticnal purpose and rc:e 

vis a vis the Egyptian industrial sector and AID/h'as~ingto;.; 

and a need for UShID and GeE to c 1a r i fy and perhaps s :;..:: ~ i fy 

their relations~i~ _itt one another. In the first p~ase the 

Coopers & Lytra:".d tea:- atte::-.z::ted tc brld;e tr.,is gaz:: ty cla:-ify­

ing the pe:-cez::tlons, attitudes and az::proaches of the various 

actors to the industrial develop~ent process. ·.The use c: 

the i:;ypt ia:-. coun terpa rt tea.~ wa 5 cruc ia 1 in tr.i s e! f c rt . 

In the secone phase the need for dialogue was even mere ap­

parent. 

The issue of structural reforr.. and the rcle of VSh:~ in 

relation to reforrr. i~ a sensitive issue to the Goverr~.ent of 

Ec;ypt. First, sovereignty is an issue, second the GeE does 

flot Bee structural refcrrr. as a precondition of the C. S. 

"155 i s t.ance progrd:7., ahd third the GOE be 1ieves it has IT.a de 

nignific~nt progress towards liberalization without goadin:; 

fro~ outside agencies. Because of this sensitivity the tea:­

believed that our approach to progr~. options must consider 

the broad and complex context within which these progra:-s 
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PREFACE 

In May 1982, Coopers & Lybrand conducted the first phase 

•of • two part evaluation of USAID/Cairo's ••sistance to the 

industrial .ector in Egypt. The purpose of the phase one 

study was to evaluate the various modes of project and no~-

project .upport to the sector in terms of their purposes and 

objectives, the ~nner in which the projects were to work, 

and their acco~plishme~ts to date. Our general conclusio~ ~as 

that there were aerious implementation probl~~s beca~se pro­

jects were designed without a comprehensive assess~e~t of 

need and in the absence of a coherent operational strategy. 

USA:D no~ wishes to capitalize on the lessons learned tro~ 

these past interventions and develop ne~ approaches to pro­

vide assistance to Egypt's industrial .ector. This is the 

purpose of this second phase of our study. 

In initial discussions ~ith USAID/C&iro officials the 

Coopers I Lybrand tear., was informed that the prime focus of 

this study was to be on developing progra~ options which 

could be directly linked to refori-. movement on the part of 

the Gover~ent of Egypt. In essence, USAID/Cairc stated that 

it wished to develop those options which could be ·supportive" 

of GOE efforts to move toward structural refor~ and was net 

intended to be ·confrontational,· i.e., to place UShlD in the 

• For a complete description of the background for this 
evaluation see Evaluation of the Industrial Production 
Project and other Industrial Sector Programs, Coopers 
& Lybrand, May 1982, .ubmitted to UShlD/Cairo. 
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must operate, ranging from the internal orientation of USAID 

as an organization to the political realities which currently 

exist 1n Egypt. In effect it forced us to be aensitlve to 

qup.stions and issues which ranged beyond the apecifics of our 

scope of work. Therefore, w; relied heaVily on the opinions 

and impressions of a nwnhe::- of key individuals - individ'..lals 

whose insights and impressions acted as a basis for our con­

•elusions and reco~.endations. ~~en possible and appropriate 

we use= quantitative data and docur.,ents to s'..lpp:rt our assess­

ment. Yet the veIJ' nature of the study co~pelled us to re:y 

most often on the judgMent of inforned people; so~e wlt~ fcr­

mal power and access to official inforr..ation, others ~:t~ in­

fo~.a: access to current ideas, tren=s and tr.inking in govern­

ment circles. 

As a resul t of our ap?roach the prograrr. options prese:-.tec 

in the flnal chap~er of this report are realistic, apprcpri­

at,. to the context of Egyptian industrial gro\oo'th, yet conr;is­

tent wit~ USAID criteria. 

Outline of the Re?~rt 

The Coo;:>ers & Lybrand tea:':". believes that prior to pre­

sentlng the three progr~. options for consideration a nU7.~er 

of issues m'..lst be addressed by USAID as part of their rr.anage­

ment decision-making process. Most of these issues foc'..ls on 

the role of U5A!D as ~ donor agency in Egypt and on the sen­

aitive issues central to structural reform. We believe 

• For a complete list of interviewees, Bee Appendix I. 
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VSAID must address these issues as a r~nagernent group 

prior to .election of a program option to aBsis~ the Egyp­

tian industrial .ector. 

In Chapter I we present our assessment of the Egyptian 

situation today and its impact on perceptions concerning in­

dustria] develop~ent, and a s~~ary of our conclusions con­

cerning the issues of structural refor~. 

\Io;ithin the realities of the Egyptian situation today, 

Chaper II analyzes the econo;.-.ic reforr.. to date anc assesses 

future developme~t. Chapter III reviews UShID's peT.for~ance 

in the industrial sector anc describes the progress USh:J 

has made in developing a more strategic approach to ind~s­

trial develop~e~t, w~ile Ch3pter IV cautions th~t ttlS stra:­

egy may not be followed because of an organizational preoc~~­

pation with structural refor~ of Egypt's econo~y. Further it 

suggests tt~at UShI~ should better define its or9a~izatlonal 

role if it is to ~SSU!7'.e any strategic 1Jr,pOT!anCE~ in Er;yp:. 

Chapter V assesses the various institutijns UShID could use 

to channel its funds to the industrial sector and concludes 

that the banking syste.':'., under certain circurr.stances, is a 

viable alternative. Chapter VI presents three progra;.- options 

which incorporate the issues raised in this report. 
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I. THE EGYPTIA~ POLITICAL AND ECONOMIC 
EN\'IRON~~NT,	 A~D UNITED STATES AID TO
 

EGYPT'S INDUSTRIAL SECTOR
 

The current polit1cal and psychological aituation of 

Egypt Ilcts as the background to .ny realistic assessment of 

the ~conomic issues facing the country. We know, for exar..ple, 

that most notions such as free enterprise, a market orientec 

economy, the role of the public sector, and even the factor 

of time have in Egypt a connotation which differs greatly 

fro~ the one usually accepted in the western industrialized 

countries. At the same time the political structure varies 

as well. Therefore an analysis ab~ut the role of UShJD to 

in!luen::e the evelutior. towards a more rational anc JK:,re Ji.ar­

ke~ oriente~ ec~no~y in Egypt must inevitably begin with a 

fe~ Te~arks ab~ut the present general situation of the coun­

try. 

lL. PO:"I11ChL SITUhTlm; 

The political situat .on of Egypt is clearly very fragile. 

Many of the vie~s of influential people we interviewee still 

reflect the ti~me when ~asser was Presiden~ emphasiZing the 

need to have social concern for the people while prevent ins 

social inequalities. By contrast, these same people are con­

rerned that the Sadat period and the ·open door~ policy is a 

perio= of renewed social inequalities. Fer exa~ple, the 

·infitah" and the move towards free enterprise are asso::iatec 

with the image of a small group of ~ople building a fortune 

and liVing in an ostentatious way which contrasts ~ith the 

very limited means of a majority of the population. 
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Moreover, the Muslim fundarnentali5t movemeTlt is an un­

derlying concern. Their activism compels every Egyptian 

political leader to listen attentively to the -undercurrents a 

of the .ociety. 

The constraints deriving fro~ an explosive demography 

and the present Middle East situation also add to these ele­

ments of instability. People have stated that Preside~t 

Mubarak must be very cautious bec4use some ele."!'.ents are 

searching for issues that could be ~sed for destatilizing 

purposes. 

B. ECm;~~!c SITUATIO~. 

This p81itical ba=kground indicates why the econo~y of 

the natio~ is closely l1nke~ to what 15 inevitably the first 

goal: the p~litical sta~ility of the natio~. l~ our OFi~io~ 

the Egyptian Goverr~.ent will not hesitate, under the prese~: 

c ircu:.:stan=es, to ignore the rul es of a ra tiona 1 econo:":"~' or 

even to arbitrate in favor of econo~ically unsoun~ de:islO~S 

if it is necessary to rr.aintair. the political balance cf the 

nation. Su=h airrational" options are conceivable be:ause 

of two characteristics of the present econo~ic Egyptian scene. 

First, almost a generation of intellectuals has been taug~t 

in tern-.; of a centrally directed econor.'.y with a stron; pub­

lic aec·:.or and this way of thinking is .. till quite pro:":".1n­

ent in the minds of most of the people i~fluential aro~~c 

the Governzr.er.t - pol i ticians, newspapermen, union .Leaders 

and university professors. Though we cannot aubstantiate 

it, aome key people we interviewed said that if influential 
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Egyptian leaders were asked their preference for a market 

veraU5 centrally directed method of running the ~conomy, 

many would atill be in favor of the latter. 

Our interviews also indicated that a aignificant propor­

tion of influential Egyptians consider a atrong public sector 

~s a natural part of national life, and an essential si~.b~lic 

part of the independence of the nation. Except for a hundred 

years, Egypt, in its 5,000 year long history, has al""'ays kn:J~-r. 

a very centra Ily directed econo:7.y and those 100 years of free 

enterprise have made fe~ marks on thp. nation. In 1952, when 

Nasser carne into power, only 5' of the firms in E9YFt were 

controlled by Egyptians; the other companies we:-e led by 

Lebanese, French, F.nglish, Italian, Greek or Je~ish pe=ple. 

Since the Egyptians consider the public aector as a ve~' 

1rr.po:-tant part of their independence, the Government is in n~ 

position to attack what is a myth deep in E9i~tians' minds; 

anc the most liberal people in Egypt, even those who have 

been educated in the United States de not irr.agine the possi­

bility of questioning the existence of the public sector. 

Therefore if the United States stated publicly that the liberali ­

zation of the Egyptian econo~y is a condition for continuing 

U. S. ~cono~lc assistance to the public .ector, the Egyptian 

Government would be compelled to react Vigorously, leading 

to a aevere confrontation ait~atlon. 

c. PUBLIC Ah~ PRIVATE SECTORS 

Though the public .ector must be considered as a -fact 

of life- for the conceivable future in the Egyptian economy, 
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it is generally accepted that it must be considerably ra­

-tionalized to become more effective. The Egyptian Government 

also appears to acknowledge the need for a greater private 

.ector role. In fact, the evolution leading to the current 

9ro~th of the private .ector is striking. Whereas the n~.­

ber of joint stock companies was reduced fro~ 935 to 36 be­

tween Jar.uary and June 1961, and increased by 27 units only 

fro~ then on until 1981, more than 500 jOlnt venture firr..s, 

of prh'ate joint status have been formed under the re:;i::-:e of 

La~ 43(197~). Ttis trend in private sector develop~ent ~ay 

be increased by the !r.'.pler.-.entation of La ....· 159, w:-.icr.....·35 

publishe= jn Late J~ly, 1982 and re~oves most of the le~c: 

constraints lir..:ting the de\·elop=:-.ent of pr1·.. ate sect:!' firr.s. 

As for the p~t11c sector industrial firms, a ne~ "p~b­

lic sector" la~ ~ill be pIesented to the National Party an~ 

sub~itted to Parli~.ent next Nov~~er. Ttis la~ is air..e= at 

rat.ionalizing the public sector tr.rough a reforr.: of the p:-ic­

ing syste~,of wage policy and of public aector manage=:-.ent 

itself. In fact, we ha~e been told that the President has 

already made the decision to refonY'. the put.l ic sector alon:; 

these lines and that t~e discussions which are currently tak­

ing place in Gove:-nr.,ent and wr.ich will take place in the 

Party and Parliament are mostly intended to let the politi ­

cal world debate the issues before the new law is p~blished 

and enforced some time next year. 

D. Ut;ITED STATES ASSISTANCE TO EGYPT'S PUBLIC SECTOR 

Against this background, it is the major conclusion 

of our report that it is unrealistic to condition USAID 
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assistance to the public aector on -significant reform." We 

agree aome reforming laws are necessary, hut on the whole, 

considering the .trength of the forces opposed to a complete 

liberalization of the Egyptian economy, it probably is ~ise 

to accept t.ha t the refonr. will come progress!ve ly in ar. evo­

lutionary manner. In fact, we believe that the reforr.. ~lll 

be quicker to come, and its scope deeper, it if is acco~plis~ed 

1n this way and not put fOn.'ard officially a~ a maJ8r target 

of United States policy. With the exception of very co~fi-

dential meetings at the highest level, there is little that 

can be done fro~ the outside to in:luence the de=isio~ of 

the Egypt ian Governrnen t . Any major condition P",... .. fon..a:-c 

of!lcia~ly for the provlsion of ald to the putlic se=tc:- will 

be dee~ed as an unacceptable interference and in fact may 

damage United States efforts to assist private sector devel­

op:;;ent. 

~ 

v. S. aid to Egypt's industrial sector reay nevertheless 

play a significant role if it can be reoriented, or read­

justed, to assist Egjyt during its current econo~ic transi­

tion. In the following chapters we provide inforr..atio~ and 

our recommendations 0:-. ho.... USA1D can use several pro;:-a:.-. op­

tions to prOVide assistance to the industrial sector e!!ec­

tively. These options recognize the realities of the crltical 

re18tionsr.ip between the public and private sectors -- D::tt 

economically and politically. The next chapter begins the 

process by describing the realities of the refo~. movenent 

in the public .ector. 
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II. POLICY REFORM IN EGYPT 

A. DVE~VIEW 

With the announcement of the open-door policy in late 

1973, considerable hopes were raised regarding liberaliza­

tion and overall policy reforrr, in Egypt. More than eight 

years have gone by and many observers are disheartened by 

what they see as a lock of progress in actually i~mplernent­

ing substantive change. For evidence, they point to the 

continuation of a comprehensive 6yste~ of subsidies, to an 

econo~y still do~1nated by an apparently inefficient public 

sector constrained by a tentacular bureaucracy and to a wide 

array of policies seeringly designed to shackle the private 

sector. This vie~ has led &c~e to argue that, to the ex­

teLt possible, increased press~re ought to be bro~ght to 

bear or. the Government of Eg~~t to hasten the process of 

change. 

It appears that this view is based on a aeries of mis­

understandings and that the policy implication that has been 

drawn ~y have disastrous consequences. It implies a con­

frontational type of mode, which 1s specifically what AID 

wants to avoid, and is likely to draw a negative response, 

as was pointec out in Chapter I. More important, it is en­

tirely unnecessary. The pessimistic view of the refor~ 

movement in Egypt seems to be based partly on lack of infor­

mation, partly on an inadequate appreciation of the con­

atraints faced by the Government of Egypt and partly by an 
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undue 1mpatience that may aeem appropriate in the West, but 

16 not in the East. The fact of the matter i6 that there 

has been steady, austained policy reform in Egypt since 1973, 

in both the pUbliC and p."ivate aectors. And this m:>me:-:~~. 

has continued into 1982. To push too much harder w:>~ld be 

to risk many of the gains that have been achieved. 

The following pages will outline 6everal of the areas 

in which p:>licy refo~ may be de~~e= desirable, a~d disc~ss 

the prog~ess tha~ is being made in each case. 

B. AR.E.hS OF PO:'lCY REFOR."~ 

1. P~tli= Se=to~ Liberalization 

A!~er the p~:>=ess of na~ionalizatio~ of all maj~~ in=~s­

try was com~le~e= in 19(:, a S~\'iet-style in=~stria:lza~i~:-: 

pclicy was ad:>pte':; cOi.se~~e:-:~ly the Egyptiar. pul:.lic se::~cr 

expande= ra~l=ly d~ring the 196:'s. The differe:-:t p~t:l= 

ente~prises were ccn~rolle= by thirty-eig~~ p~tllc orga:-:lza­

tions (moassasa~s), one for ea=h industry. By the la~e 

1960's, the disa~\'a~tages of a centralized syste~ were be­

coming apparent. Apart from the wage, err,plo}~e~t and price 

controls that were an essential part of governme:-:t p~licy 

(and w~ich will be discussed later), there were the us~al 

types of probl~~s relating to man~ge~ial auton:>~j·. The need 

constant ly to get centra 1 approva 1 for re 1a ti ve ly ur.l.rr,p:-rta:-: t 

decisions corr.bine': Wl th approval procedures that were le:-.gthy 

and bureaucratic were bound to affect the com~anies' pe~!or­

mance adver6ely. 
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A majo~ step toward rectifying this problerr. was taken in 

1975 with tne passage of Law llL• as part of are-structuring 

of public se ~to~ adm1n15tration. The hold1ng corr.panies (mo~s-

sasats) wen' abolished and replaced by aupreme councils for 

each 1nd~st. The idea was to take only the most l~?~r~a~~ 

decisions -- particularly price changes and 1nvestn.e~~ de:l­

~ions -- at ;he ·center" and leave the co~panies freer tc 

zuake day-to· ~ay dec isi ons. The boards of dlrectors (a:-.:: he:-.:e 

ir.-.plicitly '.he cha1rme:-.) were give:-. adcitio:-.al contrel over 

the operati.-r. of their corr.panies; they .ere t~l prepare the 

draft ge:le!.:1l plan, other plans for production ar.:: e~',,;:p::".e~~ 

replaceffien~, provision an:: develop~ent of finances, an= s: cn. 

Mere ~.?:rt.a:-.t thar. tr.e le;al 6tat~ient was the 

ir.-,rle~er.ta~lor. of the ne~ policy. In our conversati2r.s ~:t~ 

co:::pany ct.ainner., it "'as apparent that JrL3ny do feel tr.e::' t.a·;e 

6\.1bsta:-:tial autono;;::' ~ltr.:)'.J;~. there is always reo::". fer i:"' r r2\'e-

IIlent. O;.e rec~rring the.":'.e related to autono::-y ir. rr.a:':ir.; p.:r­

chdsing decisions. Above a certain lLr..it, rr~nagers ~',,;lc 

have to go thro~;h GOFI procurement proced~res, Which are 

tedio~s an= cause Ion; delays. (~~er. both Al~ a:lc GO:I prc­

ced'.:rl;s were ir.volved, the res~lt was a nigr.~.are:) 'I':-.e 

ceiling, however, hac been steadily raised, up to LE 3 ~il-

lior. no....·. Further, several chainner. 6aid that tr.ey co~lc 

freq~ently breaK up larger purchases into 6~aller co~?~ne~ts, 

e/l=h bel 0 ...· the ceiling. This type of ber.avior 1s clearly 

r~6s1bly only in a regLrne where central controls are not be­

ing Vigorously enforced . 

• For a brief description of the key elements in Law 111 and 
other Lmportant Laws, aee Appendtx II. 
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•• 

•• 

As a general rule, we had the impressions that &UCCe5~-

ful cha1rmen, particularly those making profits, hac so~.e-

what more autono1'1y than the rest.. "-"het.her this was because 

the government perr..itted it or whet.her these ~n~~~~s we~e 

aggressive enoust to go o~t anc take it is hare to s~r~is~ 

In principle, a pc:icy that consci::;us.y re ..ards t~e bes~ rr..1:-.­

agers ~ith au!)norry ta~ much in its fa~cr. 

ur.1for7.", cO:7.pre~e:-.si\'e evaluation syste::-. base~ or: s:-.aco·..· 

prices as a:-. 1r:tErir rneas..:re. 

be separat.e:: fro::- ~a~a;e~e~t. Fro~ o~r conversatio~s, ~e 

1st.ries, la~:r bocies a~c a=ace~1cs. There are tw: i~;:r~a~t 

chan:1els of m;Jve.-.e:-.t ir. tr.is dlre=1.1on. Flrst., ",,'it.:-. t.he pas­

sage of La~ 159(195:), it is now possitle for pU~:ic se=tor 

managers to fo~ w~.o11y-o",,";'.e= s'.l~.sidi~ries u:1cer La·..· 1 S9, w:-.ic~. 

would place these subsidia~ies in the pri\'a~~ sectcr. Ac­

cordin.;l}' they wO'.lld be m~cr. freer 0: gover:-.:. .:c.::~ cO:'.tr:':s 

than their mother co::-.par.ies. At least or.e CJ7.?':::-'Y cr.alrrr.a:-. 

•• Incide:1tally, it ap?ears that what Egyptia:15 ca:l "eco­
no~ic" prices are not the 5~~e as appropriate shacow 
prices; econo~ic prices are taker. tc mean prices that 
cover costs of production . 

See Section Two for further discussion, and Ap?er:clx II 
for a brief description of this law. 
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we spoke to already has plans to .et up such a corr.pany. 

Second, there is currently active discussion of a ne~ 

public sector law. Two proposals for public .ector reforr.. 

were under consideration in 1961; these have now bte~ re­

place= by a third. It is er.~died in a paper pre~are= re­

cently by the Ministers of Industry and E~ono~y, an= it has 

been discussed t.ice by the Suprerr.t Co~~ittee fer Policies 

and Econo~i~ Affairs. It will be presented s~~rtly te the 

Coun~:l of ~lnisters and all indlcationsare that a draft laft 

base= o~ the a~proa2h .ill be prese~ted tothe People's Asse;­

hly whe~ it next reconvenes in ~ov~~~er. Co~si~erlns the 

pass in 19E2. It is not unrealistic to 

fer its passage by rr.id-year. 

A~art fro~ the GoveIT~ent initiative on this rr.atter, rr.2St 

freed~~ c! a=tio~, a~d the~' are supported in t~is b~' the la­

ber unions, which pr0vide the workers' reFresentatives .h= 

sit on the boards of directors. The labor ~~ions are in fact 

firr. su~p=rters of greater managerial autono~y for the p~~:ic 

sector enterprises and public sector e~terpr:se refc~ sc 

long as their essential d~~ands are met for continuation of 

two sets of acquired rights: worxers' represe~tatio~ on the 

boards of directors and the current syste~ of profit sharing. 

cannot pre~ict at this time what opposing forces may e~erge 

in the course of implementation. 
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To turn to the proposed la~ itself, we believe that the 

8uggested changes are a significant Gtep towards the goal of 

m&nagerial autono~y. -The .eparatio~ of ownership fro~ ~ar:-

agement" is stated as one of the fD~I key principles c! t~e 

proposal. Certainly its purpose and effect are to pla:e ~=re 

dec1sion-~aking authority at the cO~Fa;.y level rat~er tha;. a~ 

the center. For exar..ple, our unofficial translatic;. of t~e 

proposal says, )'.' -- ce:-.­

tral authority is allowed to interfere in any ~anner. T~e 

cor.:pany's board of directors is the sole Z1..:th~rity tc de~er-

If.ine the cOi..pa:-.j·'s activity." In fact, the board cf d:re::-tors 

~ill have en~ar:ced powers under the la~. 

.... , ; ~Oversee::-.:; the p w_ .......... sector co=panies will be se~era: na­

tionalorga:-.:zatio:1s. Tr.e proposal paper goes to great le:-.:;:~.s 

to argue that the~e national orga;.izations are not t: be cor:­

fused ~l:r. the p~~lic organizations (~oassasats) that ex:s:e= 

d~rin:; 1962-75, and indeed, the powers of the national cyganiza­

tions are considerably more lir..ited. ~a;.y of tr.e p..:t::c c:-gar:­

izations' powers are er~died in the companies' general ass~~-

blies. Although tr.is appears to be a desiratle ste~, t~e pa­

per sugge s t s tha t the board of director s of the re 1eva:-.: ..~":.­

tional organization should serve as the general ass~-~:y of 

a company. ThlS wo~ld nullify so~e of the decentrdllzatlcn 

effect sought and, therefore, deserves revision. A r.~~er 0: 

key decisions including price and wage decisions -- are 

delegated to the c~pany's board of directors and of co..:rse 

this is a If~jor step in the right direction. (These are 

considered in greater detail in sections three and four belo~.) 
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Overall, the proposed law .eeks to give all public .ector 

companies the privileges given to Law 43 companies; this 

also vill imply considerably more managerial .utono~y. 

2. Private Sector Liberalization 

It was the CQntention of USAID/Cairo's Industry Sector 

Strategy ~nex to th~ Egypt FY196~ CDSS that the key eler.-,ent 

of change neede~ to a~hieve liberalization of Egypt's in~us­

trial sector is the easing of restrictions on entry o! the 

private sector into industrial activities hitherto exp:icit ­

ly or ~'F:icitly reserved for the public sector. Greater 

ease o! entry in the first place lea~s directly te expans~on 

of the share of the private secter in ~ndustrial product:cn. 

It also puts pressure or. the putlic sector enterprises tc 

operate on more cor.-.?etitively deterr..ine~ market terr..s, an':: 

to de::-.ar.~ fro::- the governr:-.ent authorities the greater ~ree­

do::-. of actiOi. n::rr..ally a\·ailatle to the private sector but 

not to the p~lic sector enterprises. 

Great strides have been made in liberalizing the pri ­

vate sector. By far the most ~portar.t atep was the passage 

of La- 43(1974). This was originally ir.tende= to enco~?ass 

joint ventures between Egyptiar. and foreign capital, but ~as 

extende:: to purely Egyptia;-. firr..s by ar-. ar.,endr',ent in 19~'7. 

Firr..s organized under this la_ are free to set prices, wages 

and e.:;.ployr;.ent conditions, can maintain foreign currency ac­

counts, can ir..port equip~ent and export goods without a li ­

cense and enjoy a generous tax holiday. That the la- Fro­

vided a .trong incentive for entry is clear. The private 

II - 7
 



.~ctor'& share in industrial investment rose from four 

percent in 1974 to 12' in 1975-78 and to 13' in 1979. GOrl 

estin.ates the share of private sector's share of the value 

of output of manufacturing to have increase~ from 2St in 

1976 to 32' in 1961. New joint venture inves~.ents apFroved 

under La~ 43 since 1974 reached a curr.ulative total of 1,626 

(valued at LE 9.0 billion) by end 1981, of which around 

1,OOJ (valued at LE 5.4 billion) were in operation or under 

constr~ction; a~out 30, of the approved investments were in 

industry. This is a major achiev~~ent, specially co~~are= 

with figures for private se=tor joint-sto=k co~pany forr..a­

tion u~der La. 26(195~). N~ ne~ co~?anies were for~ed dur­

ing 1961-71 and only 27 durlng 1971-61. 

Nevertheless, there is some feeling that La~ 43 co~lc haVE 

perfcrnec ~etter in the industrial sector, and it is therefor~ 

instructive to eXa7..ine the ir..pediments to private sector ex­

pansion. Although we did encounter co~plaints regarding go,­

ernment red-tape as a deterrent to private invpstment, the two 

most important reasons that more private funds are not being 

invested in industry are purely market ones: (a) the labor 

force is unreliable, ftnd skilled workers fre~uently leave for 

higher wages in other Arab states once their training 1s co~­

plete; and (b) high interest rates in the ~est ~ake risky 

investments in Egypt relatively less attractive. A large 

proportion of investible funds with Egypt-based banks find 

their way to foreign capital markets. Under these c1rcur.­

stances, it is fair to say that external conditions consti­

tute an important (if not the most 1rnportant) factor 
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inhibiting Egyptian private sector development in particular 

and industrial development in general. 

Two other factors,·however,mustbe mentioned. 'First, there 

continues to be a fe~r of possible nationalization, w~lch 

shortens the time horizons of potential investors. La~ 43 

explicitly rules out this possibility, b~t of course in 

principle such laws are always revokable. The bcs~ 9~aran­

tees against nationalization are political and econo~:c 

stability -- as these come over time, the confidence of pri ­

vate inves~ors will irr.prove. Sec~nd, private sector cO~ran­

ies face the possibility of public sector co~pe:itio~ and 

clai;. it is ~:air when the p~tlic sector co~par.ies are 

s~bsidize=. W:th the pricing p:licy ~~died in the ne~ 

putlic sector la~ (see section three below), this will be­

come less of a probl~.. 

k~other irr.p~rtant step in private sector liberalization 

1s the passage of La~ 159(1961), for which the executing 

reg~Jations were signed on June 23. This la~ sirr.plifies 

consideratly the procedure for forrr.ing joint-stock and l~­

ited partnership companies and m4kes it u.andatory for the 

relevant government agency to respond to an application for 

incorporation within thirty days. Further, La~ 159 co~?anies 

will enjoy all the priVileges of Law 43 co~panies, except the 

freedo~ to repatriate profits. Lastly, there is no bar to 

public sector cOwpanies fo~ing subsidiaries under this la~. 

Thus, we regard it as a major step towards the increased 

privatization of the economy. The issuing of the exec~ting 
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regulations, we believe, is an important signal that the 

process of liberalization begun by President Sadat will in­

deed continue under President Hubarak. Mention ahoulc also 

be made here that the corporate tax rate was reduced rece~tly 

from 41' to 32i, a further incentive fer private inves~,e~t. 

One barrier to private enterprise that does co~tinue 

is the requirement of Governrr,e~t approval for ne~ invest­

Jr,ents. 'Ie sur.-.e extent U'.is may be des:rat.le fr. an ec:)r.o::-.~· 

w~ic~ cannDt afford the costs of ex=ess capacity being b~:lt. 

At the s~.e t~.e, it is ~p=~ta~t tha~ the gcve~r~e~~ n=t 

play more tha~ a mir.i~a: coord:natir.; rele. The key, there­

fore, is the actual practice of the aF~~oval process. The~e 

are sig~s that tr.is is indeed being strea.-:i~ed. Re::-e:-.tly 

514 ne~ private sectc~ prDjects were approved -- all had 

bee~ presented ~ithin the last six months. And the Deputy 

Cha1r~a~ of GO:I declared that the turnaround ti~e wD~:d no~ 

be tt.irty days, the req'.:.ire."':'lent laid do~ ir. La... l5~. 

Another cause fer optir..is::- is the gro... ing conse~sus in 

Egyptian policy making circles that the industrial branches 

reserved for the pu~lic secter should be li~ited to bran=hes 

(such as steel u~king) which are considered strateglc fer the 

econo~y, but that the production of consur.-.er dura~les sho~:c 

be opened to the private sector. The chan;e in atr..osphere 

in this respect over the last two years is re::-Iarka~le. In 

1979, production of washing machines was opened to the pri­

vate .ector but the public sector co~pany Ideal was able to 

fight off attempts to divest it of its monopoly of production 
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of refrigerators. Today, although Ideal is still the only 

Egyptian producer of refrigerators, even such firrr. supporters 

Df public .ector enterprise as the Eg}~tian Federation of 

Trade Unions state as a matter of self-evident fact that re­

frigerator production is an area for private .ector co~?eti-

tion	 with the public .ector. 

3.	 Pr ic inc: Pol iC)' 

The most glaring source of inefficiency in the Egyptia~ 

econo~y is s~rely the distorted price structure. The need 

for price reforrr has been discussec for years nOa ~it~ little 

move.::-.e::t in actual practice. The -bread riots" of Jar.uary, 

1977	 in response to announced price increases served tc U.... ­

derline the dlffic~lties assDciate: wit~ pustlns prlces to: 

'-.." ......mucro . Our assess~er.t, based on our conversations - . 

range of people, is that it is extrenely unlikely that re­

tail	 prices of -6ensitive~ goods such as food ite~s, ~pop~-

lar"	 clot~ and housing ~ill soon be changed. In the prese~t 

situation of relative politlcal instability, ta~pering ~lth 

these prices would be too risky a path to follo...·. ~everthe-

less, it should be noted that the large subsidies to essen­

tial goods are a tremendous drain on the treasury, a fact 

that was pointecly mentioned by President ~~barak in his recent 

•July 26 speech. This point has alse bee~ attracting a lot of 

editorial attention recently. 

Certainly the pessimistic asseSSi.'ient does not apz:;ly to 

pricing reforr.. in other areas. There se~~ to be several 

areas of movement. First, as the econoj..y gets increasingly 

• He noted that aubsidies on bread alone cost the treasury 
more than the entire revenues from the Suez Canal. 
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·privatized,· especially following Laws 43 and 159, a s~aller 

proportion of output will have controlled prices. This is true 

not only be~ause the Frivate sector is free to aet prices with­

in certain lirr.its, but also because public aectcr co~~a~ies are 

freer to set prices when they are selling to the private se:tor. 

Further, public sector expansion is often taking p:a:e 

through La ....· 43 and IT.ay accelerate under La ....· 159. These "p~t.lic 

se~or" co=:-:t:-a:-.ies are freer of price controls sir.:e tr.e::· a:-e 

regarde~ as part of the private se:tor. In at least one case, 

a p~~lic sector co~?any raised its price by phasing o~t its 

prod~:tion and reylacin; it with production fro~ a S~~siclary 

joir.t venture under la~ 43, although this has nat~ra:ly bee~ 

severely criticized. 

Secor.~, p~tlic sector managers no..' frequently have the op­

tion to set prices for ne~ products. In practice, this is 

used to raise prices si~~ly by changing the original prod~ct 

s1 ightly. Of cour se this tactic cannot be applied everJ"..·:-.ere. 

For exar..ple, there is lirr.ited fleXibility to change the speci­

fications, and hence the price, of cement. But the technique 

is easily used in the pricing of pharmaceuticals. There have 

also been some price increases of existing products, either on 

an experiner.tal basis (e.g., soap) or if the goods are non­

essential. There has been talk of using this method to actually 

remove aubsidies on some consumer goods in an incremental ..·ay, 

e.g., cigarettes and toilet articles. 

Third, there is active discussion of an intermediate 

rationalization step with regard to public aector prices, 

namely to recognize the aubsidies involved explicitly at the 
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distribut~on .tage rather than hiding them at the factory 

level. This J& an import.ant. cor.ponent of t.he new public 

.ector law that was discussed in aect.ion one above. Speci­

fically, company chairmen are empowered to .et prices to 

cover cost plus an adequate profit marg~ provided these 

do not exceef. the ~port cost of the corr~odity. T~is kind 

of instructioi. has two prob1e::-.s: (1) the irr.?:;rt cost. is 

norr..ally ta~:ei. in::lusive of tariffs, se that. <Iff: rr.a~· ofte:: fin:: 

the ·cos~-plus" price to be lower than that of ir..porte:: goo~s 

in the do~est.ic rr~rket b~t higher than the internatio:-:al price; 

and (;:) there rr.ay frequeil t 1Y be excess de.":".an:: a t. the a:-.r.::-;'.;i.CP.:: 

prlC:e, a:-.:: it is un::lear whet.her managers will be per::-.:t.te:: t:: 

fin:: the ~arket price. Certalnly when the goods are a::t~a::y 

seld at subsidized prices it will be extrenely difficult fer 

the rnan~facturer te establis~ the free market price w~i::~ 

would be the aFpropriate one for signalling purposes. Als::, 

the need to cover cost is suitable only when the pr ices of 

intermediate goods have been set appropriately. Neverthe­

1~ss, the separation of the ex-factory price frorr the retail 

price will serve three very useful purposes: (1) it will 

provide better signals to beth producers and users of a wide 

range of goods, particularly intermediate goods that are 

priced correctly; (2) it is liable to res~lt in greater rna:-:a­

gerial autono~y where public sector firms become more prof­

itable; and (3) by making the subsidies explicit, it will 

increase t.he pressure to remove .ome of them or at least 

to clarify the extent of government support involved. 
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~. Wage and Employment Policy 

Another classic Egyptian problem relates to wage and 

employment policy. Here 8gain, major steps have been taken 

within the last few years to restore same type of ratio~al­

1ty to the labor market. The private sector, fer exa~rle, 

is now largely free of any labor-related controls. La~ 43 

and La~' 159 e11.r.:inate &ny 6alary guidelines. Under La~' 159, 

the only labor-related gUide:ines are that 6o~e w~rker rep­

resentation is required on the board, and 10i of net prc!it 

must be distributed to workers in the forr.. of bonuses (u~ 

to a maxir.:u::- of their annual salary). Clearly neit.her e! 

these regulations !IT.poses significant restrictions o~ the 

f irr..s. 

In the public sector, matters are not quite as sir.:rle. 

The stereotypical image of public sector companies until 

quite recently was that they were tremendously overstaffed 

due to governrrtent pol ic ies requiring the hiring of all grad­

uates, and were severely limited by government gUidelines 

on wages. We found an extremely different aL~osphere no~, 

however. The prirr~ry legal instrument for change was La~ 48 

(1978) , Which gave public sector cor.:panies con­

siderable freedor.: to aet their Oa~ err.plo}~ent policy. For 

example, the board of directors was er..powered to design, 

implement and amend the organizational structure of the co~­

pany and to determine hiring procedures. Each enterprise 

a180 was expected to devise its own evaluation and incentive 

.yst~m. Although base pay acales were fixed by the gover~er.t 
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and were uniform across companies, each company was given 

considerable leeway to fix bonuses, apecial and merit allow­

ances, incentives, etc. 

In practice, we found some variation in the actual 

1mplementatio:'l of this pelic}'. Many company chairmen fel t 

they were free to set their own hiring practices and ackno~l­

edge= that they were no longer under any great pressure to 

hire people they did not want or need. In fact, a freq~ently 

mentioned problerr. was a shortage of workers. So~e die still 

feel they had an overhang of surplus workers, which would 

need to work itself out through attrition or cornpa~y expan­

sion. With regard to graduates, it is no~ government p~l­

icy to ·delay'· their err.::;loylTlent by up to three years if ne::es­

sary and to absorb the~ in adrr.inistrative depar~ents rather 

than the cornpanies. Overall, therefore, companies feel they 

have some control no~ on their staffing levels. 

On salaries, the base pay guidelines set by the govern­

ment are unrealistically 10.. and, OJI their own, would lr.ake 

it impossible for public sector companies to compete ..ith 

the private se::tor or with employers in oil-rich Arab states. 

All corr.panies supplement the base salaries by • incenti \' € ,. 

payments that vary frorn .0\ to 150\ or even 200\ on top of 

the base p~y. The ·poorer" companies have less al::ility to 

make such pa}~ents unilaterally and hence have less control 

of their labor force. This 1s an important way 1n w~ich 

managerial autonomy 1s ~plicitly linked to financial sol­

vency of the company. Even the highest supplements, however, 
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do not appear to bring a worker's total compensation on a 

par with what he could make in the private sector or other 

Arab states. The biggest problet.; faced by publir sec~or 

managers is therefore that of lahar flight, particularly tc 

the Arab countries -- aomething that is in a aense e>:~er~=l 

to the econo~y. As in the case of capital flight occ~rr1~~ 

due to high interest rates in the West, there is lit~le that 

tackle this pro~l~.. One s~e~ t~at 

~igh~ ameliorate it somewhat, however, wo~ld be to let p~b­

lie sector co~pa~ies freely se~ their o~. ~ages, ~~:c~ w~~:= 

be possi~le if they were also free tc set prices. 

co~p~~e~t c! the ne~ p~~:ie sector la~ prop~sal. As part c: 

the nee= tc free p~~lic firr..s fro~ restrict1o~s a~= re~~la­

tions that ir..pede progress, it has been recog~ize= that co~­

pan:es sha~l= be able to set their o~. wage peliey, ~it~i~ 

so~e broad g~idelines. The proposal points o~t the s~ccesses 

achieved in the banking, ins~rance and petrole~. secters. 

Thus the specific econo~y-wide fixed pay scales wo~ld be 

e' 'nated and perhaps so~e vague rninirr,u;.. and maxirr.~ g~ide­

lines wo~ld be a~nounced. As leng as the rnaxir..~ fig~res 

are reasona~le, this will be a further i~pcrtant ste r in 

granting managers control over wage and emploj~.e~t p~:iCy, 

The syster. of incentives would cGntinue anyway where neces­

sary. COi.~ine= with the already-granted freedoms on hiring, 

this law ~ight CO~Flete the major reforms for labor pel icy 

in the public aector. 
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s. Public-Private Equality 

The treatment of the public and private .ectors is be­

eorning more4e~Jal. Of course the most significant develop­

ment is that there does no. exist a qrowing, dynar..ic pri ­

vate sector, in 5harp contrast to ten years ago. This is 

an ac~ievernen~ of major proportions that must not be fO~S8t­

ten. There still exist in Egypt strong forces opposec to 

suc~ developmen~, and it is indeed remarkable that libera:i ­

zation of the private sector has advance= as rapidly as it 

has. In fact, this raFid expansion rr~kes other refo~ ~ea­

sures, such as re~oval of subsidies, ~~re difficult to ~rle­

ment, since pr iva te sector gro..:tt-. has bee~. accor.:pa:-.iec by a 

w2~senin~ c! inCOffie di~~rib~tion. 

The most interest in; aspect of the public-private co~­

parison in Egypt is th~t pressure for equality of treatr..ent 

is no ...· corr.in:: prir..arily fro;7" the public sect.or side of tt-.e 

equatic~. At the same time, the privat~ se~tor is con­

cerned about dlscri.r.inatory electricity prices and access 

to foreign exchange, and the potential co~petition fro;7" 

subsidized public cOffi?anies. However, the private 6ectc~ 

f irli.s are not sub j ect to mos t goverr..~en t pr ice and wa~ e 

controls, and un~~~ La~~ ~3 and 159, have considerable free­

do~ wit~ re;ard to f0reign currencies an= trade transacti8ns. 

In this situation, it is the pu~lic sector co~?anies ttat 

are pus~ins for more liberalization, and for once t~e polit ­

ical leade~6~ip also 5eeffiS convinced that they must be free: 

80 as to be able to compete with the private .ector. Thus 

the ne~ proposed public .ector la~ calls for public ~ector 
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companies to be granted the freedoms and privileges granted 

to Law 43 companies. Note that the same proviGion was made 

for the private .ector under Law 159. Specific liberaliza­

tion of price and wage policies for the public .ectcr have 

already been discussed. 

For the pu~:ic sector co~panies, there will be a price 

for this freed~~ -- they will have to do w1tho~~ s~~sidize= 

inputs. As firr..s be;in to price on a cost-plus basis, in~er-

mediatei:.1'-"::s will be priced more realistically. Tr.e intro­

duction 0: rn=re rational electricity prices, at least 

industrial use, will als= be m=re easily acco~;lis~e~ as 

part o! t~ls process. ~e feel that the chances of t~:s r€­

for-::- co::-..:.:-,; a:::Jut are extre.'7.ely gocd, sir:ce all concer:-.e:: 

parties, inclucin; labcr, s-..:~port its general ~hrust. 

O:le ot~.er wai' in w:-.ic:-. the ha:-rnonio\.:s . -,-existence of 

pU~:ic and private sectors may co~e about is thr0~;~ an ap­

prcpriate di\'isior. of ind'Jstries be~·...ecr. pub.',JC ~nc private 

sectors. Si~ilar to th~ ind'Jstrialization 6lrategy ado~ted 

in India, thls wo-..:ld suggest certain ind'Jstries for p-..:~:ic 

sector expanslo:-. and reser".·e others - particularly cO:-.s-:er 

goods for the private sector. In this sch~~e, it is pcs­

sible to gelect those industries for ":r':-.ich p-..:l:lic sector 

production is most appropriate. 

spoke to indicated that this kind of division is under in­

forr..al discussion, althoug~ no specific proposal has been 

tacled. 
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6. Foreign Trade 

One of the most important elements of the open-door 

policy was ~rec1sely the opening up of the E~yptiaD econo~y 

to foreig~ trade. There has been great liberaliza~1on of 

foreign currency controls and also of trade itself. 

The liberalization of the banking &ysterr is dealt with 

in Chapter V. The creation of the parallel foreign ex=hange 

market is an ir..?~rtant step towards more market-oriented 

transactions. Since e~change rates are floating in m~s~ 

~estern cour,tr i es, thi s lI'.ay be deemed des irabl e, a 1thoug:: 

the superiority of floating over fixed exchange rates is 

still a rr~tter 0: SD~e de~ate. The private secte~ co~plai~t 

that they s::o~ld be atle to buy hard currency at the offi ­

cial rate is hardly tenatle; what 1s desirable is fer the 

public se=tor to use the market rate also. This will be a 

likely res~lt of ~he propDse~ public sector la~. It should 

then be possible to have a unified and free exchange ~arket. 

Laws 43 and 1~9 also removed licensing requirements for the 

irr.p~rt of capital ~quipment and for exports. 

C. SU!-,_'I,I_;RY 

To s~~arize, there has been substantial liberaliza­

tion and policy reforn. in Egypt during the last eig::t or 

nine years. The private sector has gro.~ ~no~,Dusly fcllo.ing 

Law 43, and the passage of La~ 159 is likely to reinforce 

that trend. The p~blic ae=tor has been the beneficiary of 

~~jor changes in managerial autonomy, especially through 

La W5 III (1 9 7 5) and 48 (1 9 78 ) . It is 0 u r 5 ense t hat i r. fa c t 
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the autonomy available to public sector managers is fre­

quently not used to its fullest extent: a sympto~ that the 

country ha~.limited abi~ity to absorb liberalization. Fur­

ther reforrr., however, is very much in the air. We can look 

ahead to a period when the public sector will be free 0: 

many mere restrictions and will be able to operate like La~ 

43 cOr.ipanies. ltiage and er.oployment policy has alre3::y bee:-. 

liberalized to a large exter.t and the ne~ p~blic sector la~ 

will basically cO~rlete the process. Major price re:c~~ is 

also to be expectec. 

This is not to say that Egypt ~ill be alm8st like a 

laissez fa1re economy in a fe~ years. The eXlstence, strensth 

anc continue:: gro~~h of the p~tlic sector are Lasi~ tenets cf 

ES::""Ftia:-. p::licy anc are not nesotiatle. They are see:-. as t.r.£: 

pillar or. ~~lch Egyptiar. independence rests. The subsi~iza-

tior. of basic co:::::.o'::ities is another pelicy or-. ",,·~.ich little 

rnove;..er.t can be expected. This is partly a matter c: p:::­

icy anc partly of pol i tical expeciency. ""-:-.at car. be e>:­

pected is for more rational pricing to occur on non-essential 

goods anc for subsidies to be recosnizec exp!icItly. p .......... ­'-" 

ducers of subsidizec goods ~oul~ then face more aprrOrrlate 

signals for the value of their output. 

lt would be unreasonable and unrealistic to expect p~b-

lic sector managers to be granted complete free~o~ to make 

invest.rne:-.t decisions. Such a~tono;-y cc~ld easily be rr.is­

used. The real goal should be to make t.he oversight proce­

dure simple and unburdensome. Co~pany chairmen we spoke to 
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did not particularly complain that investments they really 

vanted vere not approved. The key complaint related to the 

delays invo1ved in qoin9 through the tedious purchase proce­

dures. These therefore need to be strearr.lined. Perhaps the 

ceiling or. aetono~~us p~rchase decisions could be steacily 

raised as a re~ard for good perforrr.ance. For this last, it 

is vita~ that the GDE have a c~.Frehensive and uniforr.. evalu­

ation proced~re, which makes explicit the values they attach 

to their differe~~ ctjectives. AID ~ay usefully fend the 

set tin; u~ of such an evaluation syste~. 

This alse relates to the use of banking criteria as a 

way of allocatir.; invest~en~ funds. In an econo~y where 

prlces are as cistorte= as they are at present, suer. fina~­

cial-type criteria ~ay.e little sense fro~ the social p=int 

o~ vie~. As the price refor~s outlined in the ne~ pu~lic 

sector la~ co~e into effect, such criteria may becO~€ a 

little ~~re meaningful, although market prices are still 

ur.li~ely to approxir..ate true shado~ prices. More ir..portant, 

it is obvious that the Egyptian capital market is far fro~ 

perfect. Reliance o~ the market to allocate fun=s efflcient­

ly therefore does net even have a theoretical justification. 

The use of ecor.o~ic rates of return 5e~s ~uch m=re desiratle. 

The key points of this chapter are: 

(1) There has been a su~stantial ~,ount cf liberali­

zation and referro in the past decade. 

(2) The Egyptian econe~y has a li;..ited capacity to 

accept and absorb liberalization. 
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(3) As a result, reform must be of an evolutionary 

nature. 

(4) This eV(llution is progressing in a substantive 

way. Egyptians have indeed internalized the continuing 

need for further refo~. 

AID must consider these factors, the recent history 

of events and Egyptian reality as it designs a~ effective 

aid prograr... 

II - 22
 



•• 

III.	 AID'S PERFO~~NCE A~~ STRATEGY
 
IN THE I~"DUSTRIAL SECTOR
 

A. OVERVIE~' OF U. S. AID TO THE I~"DU5TRIAL SECTOR 

Between FYl975-8l, U5A!D obligated more than $1.4 bi1­

lion for the industrial .ector in Egypt, 37\ of the cu;..~la-

•tive t. 5. aid package. The following discussio~ briefly 

describes AID's ~jor activities in the ind~strial sector, 

their ach1ev~~ents and shortco~ings, and lessons for the fu­

ture as	 A!D develops a ne~ industrial assistance progra~. 

1. Obje:~ives 

AID's industrial progr~~s (described in Appendix III) 

have not ~erge~ fro~ a coherent and well-defined ind~s~rial 

strategy. Rather, AID's involv~~ent in the industria: se:tor 

began in an unstructured way, with the prL~ary objective of 

absorbing the high level of funds prOVided by the U.S. gov­

ernrnent to Egy?t. Neither the objectives nor the co~p:ne~t 

parts of the prograr.:s were designed to be corr.p1er..entary nor 

to fit into an overall strategy, although they did share 

broad goals and co~on activities to an extent. Exhibit 111-1 

.hows the key prograr..s and the services prOVided by each: 

• the COr:":~::>di ty Irr.port Prograrr. 

• direct project assistance
 

· the Industrial Production Prograrr.
 

• Development Industrial Bank 

• 
Exclud~g P~. ~80: the .hare drops to 22' if P.L. 480 
1s included . 

•• A detailed discussion and comparison of these prograr..s 
can be found in Chapter Five of the Phase 1 Report, ~ay, 

1982. 
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EXHIBIT 111-1 

AID ASSISTANCE TO INDUSTRIAL SECTOR 

Program 

Service 

CIP IPP Dir. 
Pro-

Dects 

DIB- PIE-· 

MOP 

IPI 

I TAP :o::a~ 

Training 

Cor.-.panies 

Financial 
Institutions 

x 
"'Y82 

x 

x x 

x x 

Feasibility 
Stu::y 

x x 

Loa:: x x x x x 

Tecr...~1cal/ 

Ma::age:':'\ent 
Assistance 

X 
~i'B2 

x x 
(to 
DIE) 

x x 

En\'ironmenta 1 
Study ane 
Equipwent 

x 

• Principally Private Sector 

Exclusively Private Sector 
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•	 Private Investment Encouragement Fund 

•	 Industrial Productivity Improvement 

Exhibit 111-2 s~.arizes the diverse goals .ought by 

AID progra~s over the past seven years. It 1s first appar­

ent tr.at the most co~~n objectives have been capital re~a­

b1l1tat1on and ins~1tution bUilding, the latter aimed various­

ly at ministries, banks and/or co~panies. Second, structural 

reforr.. has been sougr.t to date throug~ only two progr~.s, the 

IP? and the direct projects, and in both as 1r..r liec goals. 

Tr.irc, the largest single progra.. in the indus~rial sector - ­

the C!F, with 62, of all industrial sec~or expenditures - ­

has main~ained the si;.·r1e goal of balance of pai~ent assis~ar.ce, 

~it~8U: eXF:icit recognitien of other outco~es, fro~ the ob­

vious one of modernization of capital stock to the mere ab­

stract goals of increasec national income and productivity, 

sought through the less dr~.atic expenditures of other pro­

gra7..s. 

2. Achieve~ents 

The impact of AID's jnvolvernent with the industrial 

sector is mixed; in many cases, because of the delayed !r..ple­

mentation, projects have not advanced sufficiently to measure 

outco~es. Achie\'~~ents to date include: 

.	 Some modernization of industrial capital stock 

(principally through the ClP and direct projects 

to date) . 

•	 Bala~ce of paj~ents assistance (principally through 

the eIP). 
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EXHIBIT 111-2
 

ProgramIGOAL 
Balance of Payment .. 

Capital Rehabilitation 

Increase Productivit.y 

Structural Ref orr. 

Increase t-tatio:1al Income 

Institution Building 

Irr.pro\'e= En\"ironr.:e~t. 

Priva~e Sector Produc­
tivity/Efficiency 

E:1co\,;ra;in:; 1 0:1:; - t e::17. 
Le:1=~~:; 

Increase s~::'=:\' of an::..
 ~ 

de:-.a~= fc:- rr.anage."':'le~~ 

seI"'V1CeS 

Increese e:-,t: 1oj'!:1e n~ 

Expan s i a=-. of indust.rial 
..ect.ar 

lncrease productive use 
of t.e:: r-or-. c 1o:;y 

Develot: trainin:; 
_\0- .... .;te"" ..... gues 

eIP IPP biro DIB PIE IPJ 
~roi. ......,:)? nTh? .'oca. 

• • 
• 

• 
• 

• 
• 

• 

• 

• 
• 

• 

. 
~ 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 
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• Some	 institutional development (particularly in the 

DIB) . 

•	 Within AID, a better awareness of the problerr.s facing 

Egypt's industrial sector. 

•	 Wlthin GOE, the banking c~~nity and companies, 

greater awareness and experience in conducting feasi­

bility studies and in their use in makinc invest~ent 

decisions. 

·	 Increased experience with procedural iss~es, which 

could lead to more compatibility between the USh!D 

and	 GOE syste.:;:s, anc a willingness to exper i.r:",e~t 

(e.g., D!E loa~s be:o~ $1 million are no~ eX~'rt 

fro~ the C. S. carrier req~lrer.,ent). 

• A	 greater base of experienced project o!ficers with­

in AID to manage the syste~. 

•	 An establlshe= presence in the Egyptian industrial 

sector. 

3. Probl err.s 

The AID prograr.., despite its gro~ing achievements, has 

been beset by a nur..ber of proble::-:s which in large part ha\Oe 

resulted from the absence 0: a co~prehensive assesswe~t of 

need and a coherer.t operational st.rategy. Pro;ra17.s have net 

been targPted to.....urd any particular industrial sec-tor or set 

of institutions; instead, rather a shotgun approac-h has beer. 

adopted. Moreover, the rationale for A!D's approach has not 

been effectively articulated to the GOE nor would it be im­

mediately apparent to observers frow the range an= amounts 
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of money applied. Another result is the limited coordination 

and interaction among the various AID modes of assistance, 

even where goals do overlap. 

A .econd problerr. is the inconsistent and incoheren~ a~­

plication of decision criteria. T1Je IF?, for instance, in­

itially spe=ified only a ~inimur.. econo~ic rate of ret~r~ of 

15\; this was later supplemented by a IS! financial rate 0: 
return req~ire~e~t. As noted in detail in the Phase 1 re?~~t, 

the opaque evclution and ap?lication of these criteria led 

to conside~able confusion, uncertainty and frustratio~ on 

the pa~t 0: GOr! and the co~pa~ies as to the reas:~s fer 

AID's reJe=tions 0: proJects, as we:l as conside~a~:e tir.e 

and expe~se in feasibillty studies which could have bee~ 

cut short, had AID beer. ex?licit in its criteria at a~ 

earlier de=isio~ p~int. 

Yet CIF projects, on occasion as large as those 0: the 

I??, reguire no rr.ini...~. financial or econo...ic rate 0: re­

turn nor even a feasibility study; expenditures are jus~i­

fied in a four-to-six page -Activity Justification Pa?e~." 

In the direct projects, a IS! ERR and 15~ FRR were neithe~ 

necessary nor sufficient conditions for approval; one $95 

million project with both rates belo~ IS! was approved while 

another with both rates exceeding IS! was rejected. ~-~ is 

the discrepancy confined to putlic sector progr~s; DIE 

loans .pecify a 15% financial rate of return while PIE loans 

required a lSi econo...ic rate and a financial rate to "exceed 

the effective cost of funds.- ~he proposed Frod~ction Credit 
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froject has flipped back to a 1S\ financial rate of return 

requir~~ent. 

A third shortcoming is that discussions have focused 

on procedural issues such as procurement and contracting, 

crowding out more substantive dialogues on goals and policy 

change, and contributing to the slo~ and c~~er6o~e disburse­

ment of f~~ds. In the IFF, for instance, only $6 rr.illion 

out of $145 million have been disbursed to date, principally 

for feasibility studies. In the DIB only $21 million, 0: 

66t, of the available t3l.5 million have been disbursed in 

the s:x years of the progr~~ls operation. The PIE fund 

ap~roved sin~e 1978 only sr 8 million in loans out of the 

$)C rr.illion credit aval1a two joint investors have ~ith­

dra_~, leaving actual loan cor.~itments of only Sl.8 rr.:llion. 

The dire~t prcJects have fallen behind sched~le as well. 

The slo~ disb~rs~~ent has led to an~ther proble~: 

AlDis presence, with the possible exception of theeI?, has 

not been particularly visible. Despite the large sur..s o~:i­

gated for the industrial sector, AID is not perceived as a 

significant factor; in some circles it is even viewed nega­

tively relative to other possibl~ investment sources. AID 

has, in most cases, made little or no effort to -market" its 

funds, althougr. in the more recent IFI an explicit marketing 

component is built in. In a financial market where AID funds 

are perceived as costly, due to the generally market-level 

interest rates and tied aid provisions, more vigorous market­

ing efforts will be essential. 
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The lack of visibility, slow disbursement and excessive 

procedural emphasis have contributed to a lack of crecibility 

which has hindered the effective exercise of policy leverage. 

In the twc p:-o;rar..s where pelicy reforf:'. was 1.Ir.pl1ci tly sou;~.~ 

the IPF and direct project assistance -- it has nc~ bee~ 

real.iz~d. For exarr.;:.le, in the IPF the goal of struct.~ra: 

reforr. should have been state~ clearly and include: as part 

of the decisio~ criteria for inves~e~ts if i~ fac~ t~~se 

structural issues could be directly or 1n=~rec~ly relate: to 

productivity. In the direct projects, n~ pro;ress o~ ~ri:~~; 

has bee~ ac~.ie\'e~, but at least in the case 0: M~~.a::a~., b::' 

to reco=~ize ttat "the co~~a~~'s :ree­
~	 ~. 

GOE 0:'. tex~ile pricin; p.::licies and s~sidies m'..:s~ ta~:e ~:a:-e 

on a mu:-~ broader scale outside the scope of ttis parti:-~:ar 

prcje:-t. ,. 

4.	 Lessons 

AID's expe:-ience to date in the industrial sectcr has, 

despite its flaws, built a foundation fro~ wtich to build 

a ne·..· pro;ra:-. The follo·,.;:n; lesso~s s~o~lc be cO:is~de:-e: 

as AID develops its approach: 

.	 AID must adopt a consistent strate;y fer its act iv­

ities in the industrial aecto:- if it wishes to rr.~xi-

mize pro;r~~ effectiveness and policy levera;e. A 

piecemeal, -target 0: opportu~1ty approach" is likely 

to lead only to frustration on the part of bct~ GOE 

and U. S. participants. 
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•	 AID must take greater advantage of the potential fo%' 

interaction arnong 1t6 programs; the implementation of 

the IPI components, just beginning, provides a;. ideal 

opportunity for this. 

·	 AID rr.ust move beyon= the toe 1s of indh· i dua 1 pre J e=: 

and finan=ial leverage in order to influence pelicy 

effectively, incorporating, for exa.-:-.::-le, rnsre syste­

information intc its activities. 

· AID must a=2?t 6ele2tior. criteria consis:er.t ~ith its 

overall 6trate;y, ma~e those criteria explicit to the 

·	 AID mus~ re=~s~:ze t~at its rnoveme~t into a "_~=le-

6aler~ rcle carr1es ~it~ it the Willingness to give 

u? a detaile=, or.gcir.; over6ight role an= cor.star.t 

proced~ral hag;lin;; ~cth the wholesaler role ar.= ar.y 

goal of institutior. b~il=ing require that AI~ "let gc h 

of its hitherto paternalistic over6ight role to a 

sig~ifica~~ de;ree, as d~es the goal of max~~izi~g 

AID ' 6 li~ite~ 6taff resources. 

·	 AID rr.'.1st rr.:Jre vig:::ro'J5~Y market its progra::-,s to ensure 

wides?rea::: use of its funds a:-.d, equally 1.:T,?crtar.tly, 

to 6ecure its place as a visitle arld influe:1tial 

.ource of investment funding. 
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B. AID' 6 STRATEGY FOR THE FUTURE 

USAID has begun the process of developing a framework 

for its operations and addressing so~p of the issues deserite= 

above. The CDSS industrial strategy is evidence o~ this pr:)­

cess. lr. this 6eetior: we des~rite tr.is strate;::' a::= ...·::a~ we 

conel~de is the currer.t perception o~ the strate;::'. 

Boster: Vr:iversity stu=y. I~s the~e is to leverage currently 

ne·...· pIa:-.: 

neede= be~ore the strategy can be ~uceess~ully L.,...:::le.',e:':~e=. 

However, the Bosten University approa=:: does provide a fra~e-

work within w::1=h a truly co~prehensive strategy car: be 

develope=. 

2. USA!J's Ind~s:rial Se=tor Strate=~

In the FY1984 CDSS, USA!D generally adopted the Boston 

University strate;y. Thus, they support an industrialization 

atrategy, with ao~e e~pha5i5 on exports, and agree with the 

principle that pu~11c ae=tor enterprises need to 0Ferate more 

efficiently. However, they went beyond the Boston U~iversity 
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EXIIIU1'1' 111- j 

Income from Suez Canal, 'CL1n be "seeded'· to Crl.~<!tin(J productive Jobs would be created 
oil, tourism and from ~~ create productive ___)-.Jobs lS preferred __)~ by developing a large, ) 
remittdnces and , jobs or for v<!rious productive, labor in­
foreign aid 'Us~d to support economic reasons: tenoive industri~l 

additionL11 workers creation of jobo D sector Cindustrialitation) 
as government indcreancd demandl which focusea on exports 
employees use of labor- of manufactured goods 

real wages 

H 
H 
H 



StratcIJY to In shurt, t.hl9 strdl- Huwever, there dre both Moat problema 
Achieve lndus­ ______'.. egy would tiet up a .... dnd lidbilitics ~~to~d~uet!. induetrialization. 
tri ..ill ;tdtion I bult-reinfurcing F to indu:'>lrialization: 'would yield to 
Includc:i: proce:.>:.> in which a ch4n~ed policiQ8 

rdpidly expdndi.ng,
 
incrcdsc tho effi ­ ldlJor intcn:Jivo
 
cienc,. and the industrial 6cctor · inexpensivo labor
 
outpu't of gencrates further • large numbcr of women
 
eXisting industry rcsourccs for its who could work in
 
particularly pub­ own dcvelopment; industry
 
lic enterprise the exi:;tencu of · proximity to Euro­


attractive jobu in	 peanu/Arab markets·	 allocation of industry dimini~hed • adequate foreignadditional re­ the pres:;ure tor un- exchdn(jesources to needcd jobfi in · relatively high	 Nindustry that	 ....governmont;	 cducationwould otherwi&8 
and thc increasedgo to expand	 

I ' 

productivity and	 Liabilitieg
go~crnment cmloy­

competition inment or to otht:r 
industry allows a	 • pervcr~e incentivosactlvitieu with 4 
remov..ll of fiomo	 for private andlower rate of 
controls without	 publ ic mdna']Crgreturn 
sharp price rises • ditito~tcd prices

• obtain additional · ovenaaffing 
rcsources from • ineffective con­

abroad, including trol ~ygtcm
 

private	 invuat~nt • inddcquatu infra­

structure
•	 made it attr.ctive 
l"ck of tcchnicdl andfor Eqyptiaoa to 
profcu~ional per­Udve and inv•• t 
ucnnelin indulitry 

•	 chol\lJu the lJ\l~entlve 

•	 uubatantially uystum tor pul'llc dud
 
incredao tho rate privote JlIdndlJer~i to
 
of i nvcu t.Jnen t in inducu them to u~u lU~!i
 

indulit.ry cclp.1tal, moru lowr
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focus on investment by atating that their goals would best 

be achieved by pursuing two basic objectives in the area of 

industrial policy reform: 

.	 to expand the share of the private .ector in incus­

trial production by re~oving policy restrictions on 

entry and other policy discrimination against the 

private sector . 

•	 to increase efficie~cy and productivity in existing 

pu~lic sector industries. 

This vie~ was reinforced by the NEhC reaction to the strategy 

statement. 

The present con~ensus within USAID/Cairo is, to pa~a-

phrase the FY195.; CDSS Pclicy Issues A..--:nex, that AID 

be seen as ~even hance= ~ith respect to Egy?t's p~~:ic an= 

private sectors, or it may end up e..r.-.pty handec" in its efforts 

to proi:lcte Egypt's private sector. AID believes its aprroac=-. 

should be non-confrontatic~al, seeking to support refcr/. rr.ove­

ments ~ithin the Governr.,ent of Egypt, the trade unions and 

the public sector enterprises th~~selves for liberalization 

and reforr.. of the policy environment within which Egyptia~ 

industry operates. ~~ere the USAID Mission is divided is on 

the question of the extent of public sector refor/.. USAID should 

require as a pre-condition for further co~.itrnents to pu~lic 

.ector investment. The outcome of this debate will have s1g­

nificant ~.plications for USAID as an organization. 

Although the CDSS states that growth can be achieved both 

by increasing investment and by reforming eXisting policies 

III - 14
 



and procedures, the policy reform objectives in the strategy 

.e~~ to have be=D~e the do~inant theme. The issue of in­

creasec 1nves~,ent is viewec as a means to policy re!~r~. 

In our opi~io~ VSA!D rr~y wis~ to consider the implica~lons 

of focusing o~ pc:'ic)' refon: as the p:-ir.,e ve~icle fo:- e=::::"l~7­

ic gro~~r.. It ap?ears to us that if industrial gro~~~ basi ­

cally caF~~res the thrust of US~ID's strategy the~ the rrope:­

orga~~zati~na: re:e fer VS~!D w~~lc be to foc~s c~ ~et~~cs 

to increase inves~.e~~ (long te~.) rathe:- than focusing on 

meth~ds to b:-in; a~~ut re!o~. 

In the fc:l~~i~; secti8~ we describe areas ~~ere there 

is asree7e~t ~:t~ the G~~ o~ goals anc which act as a basis 

Tr.is sectia:-. re\·ie·..·s the goals, policies and progra;:-. 

orienta~ia~ of the GSE a~d AID, revealing the key areas of 

conse~s~s between the two parties. 

1. Goals 

As su;:-~arized previously in Exhibit 111-2, in the past 

AID's goals were developed on a prograr..-by-progr~. basis and 

not derived froi.' a single strategic approach. The most ir.l­

portant, or o!t-me~tioned, prograr goals included: 

· institution building
 

· capital reha~ilitation
 

• balance of paJ~ents assistance 

• increased er..ployment 

• increased productivity 
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As AID moves into the future, it has laid out a more 

developed set of 90als for its activities. 

The broad macro g~als which AID supports are: 

· increase G~? 

· increase er..ploJ~ent 

•	 ~.prove balance of pai~ents through reduced 1rr.ports 

and increased exports 

· increase the ind~strial sector's share of G~? 

The specific ind~strial sector goal expected to contri ­

bute to the rr~cro goals is: 

to ratjo~alize E;y~t's in:~strial sector se 
that i~\·es~~e~t and operational decislons 
are base~ on ~arket criteria 

Specific oejectives ~ithir. the industrial sector are: 

•	 to increase the private sector's share of industrial 

productio~ 

·	 to promote increased efficiency and productivity 

in the public sector 

To turn to GOE goals, one statement is prOVided in an 

unofficial translation of the rY82/83 plan. Six principles 

are presented, supporting two overriding goals of econo~ic 

stability and monetary equilibri~: 

1. Concentrate on consolidation and develo~ent of 

the economic	 performance of existing productive capacity. 

Priorities:	 Food 
Clothing 
Construction materials 
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2. Increase efficiency and productivity of the produc­

tive .ector, including supporting services that are linked 

to co~odit; production, such as transport, communication, 

education and health. 

·	 Gro_~h rate of 9.8i for co~~dity production 
V5. 6.1' for productive services 

3. Increase self-reliance/reduce balance c! pa~~ents. 

· Increase cOj.:~=i~y and service exp~~ts 

4. Increase investment throuch savings rathe~ than 

through inflationa~J deficit finance. 

·	 Attract Arab and foreign capital through in­
spiring confidence 

·	 Ope~ invest~ent channels 

·	 Overco~e aCb:~istrative obstacles an= burea~­
cracy .....~.ic~ ir..pe=e p~cject 1r.:?le~e:ltatio:-. anc 
manage;:-.en t 

5. Improve individual consU7..ption and the stan=a~d of 

living. 

•	 Guarantee the optir..U7. and effective distribu­
tion of total local output to satisfy the 
masses' cons~.er needs 

•	 Provide basic public services, such as educa­
tion and health, for free or fo~ a rr.a~ginal fee 

•	 Direct subsidies to those of l~itec inco~e 

6. Opt,1r..i ze use of hu:r.ar. ;esources 

Recognizing that government and service sec­
tors have abso~be= nur.erous .....~rkers, disguising 
une;:-.plo}~ent, increasingly .....orkers are to be 
directe= into the hig~ly productive manufac­
turing and construction sectors 

•	 Enhance rural develo~.ent, agricultural develop­
ment and s~aller enterprises in order to li~it 

migration to cities 
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•	 Training -- technical, adr..inistrative and 
management -- in both the p~blic and private 
sectors 

•	 The armed forces should play a role in provid­
ing vocational and professional training 

Additional goals citej by GOrl in a June, 1982 report, 

Industrial Ooportunities in Egypt, include: 

· establish integrated industrial zones 

· rationalize energy use 

· opt~ize use of ~ineral resources
 

• optirr.ize use of local ra~ materials
 

•	 strengthen open door econo~y, expanding foreign part ­
nerstips and giving priority to the Egyptian private 
sector to participate in joint venture projects 

·	 transfer of tech:1::1ogy 

·	 i~prove productivity thro~gh vocational training, 
scienti:lc pra=tice an= q~ality control 

•	 spread of ~.all scale industries throughout the 
country 

President Mubarak's July 26th speech also provide= a 

picture of the GOE's goals for the industrial sector, noting 

first that econo~ic reforrr. will take time and that sta~ility 

was the most important prerequisite of econorr.ic reforr.. A 

key point was the strong encourag~~ent of private sector pro­

ductive enterprises including rer..oving obstacles. Private 

sector develo~ent was explicitly noted as being perfectly 

consistent with continued development of the public sector. 

Finally, although .ubsidies would not be abolished, the fact 

that the speech ill~inated the cost of various .ubsidies 

lends credence to the notion that their budget costs are of 

.ignificant concern to .enior GOE policy makers and will in­

creasingly be di.cus.ed. 
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Furthe~ evidence of the government's intent to pro~ote 

the private .ector was presented at the Ministry of Indus­

try's recent meeting with industrial unions and industry 

leaders, to discuss -means of developing and pro~otin~ the 

private sector in order to play a more effective role in in­

dustr ia 1 devel op::1e:: t. .. 

In large measure, the::, AID and the GOE share a co~~on 

fr~~e.ork o~ goals for the econo~y, in particular both favor­

ing steps to~a~d: 

· ~ larger industrial share of national production 

· 1r.,rrov~~ent in the balance of pa}~ents 

· deve:o?~e::t of private sector industry 

Perhaps the principa: diverge::ce lies beneath the ~acrc g8als, 

whe~e there is a difference of e~phasis, with the GOE focused 

on equity concerns as well as issues of efficiency. 

2. Policies 

In terms of policy refor~, a consensus .ithin the GOE 

that refor7.' is forthcorr,ing was prevalent throughout our dis­

cussions. Yet, as noted in Ch~pter II, there is not likely 

to be a structural refo~ but rather a series of efforts that 

will continue the Egyptian econo~y's evolution since 19i~. 

The greatest area of consensus between GOE and AID lies 

in manag~~ent changes for the public sector, i.e., A!~'s list 

of constraints affecting the public sector. The proposed 

public .ector law will make significant progress toward eas­

ing ~?loyment policies and manage~ent policies; where there 

is less mcve~ent expected i5 in the area of decentralized 

financial and investment decision-making. 
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There 1s a broad consensus between GOE and AID 1n the 

.econd area of policy reforrr., privdte .ector constraints; 

i.e., the GOE is actively encouraging private .ector parti­

cipatlon in the industrial econo~y, particularly 1n certain 

areas such as building materials. ft~ether the exact me~~o= 

of that liberalization ~tches AID's list in the CDSS, e.g., 

tax re! oIT, d iscr ir..ina tory pr ic ing, etc. -- is unc lear. 

In the final area of p~licy changes soug~~ -- pr:cin~ 

and interest rates -- there exists the least consensus. The 

budget crunc:-. has g i ve:i the long-standing discussic:-: cf s·..:b­

sicles a ne..' urgency. In addi tion, the exper irne:-:ts and C1S­

cussio:-: of moving s~bsidies away fro~ the point of prod~~~ion 

to the distribution sta~e (i.e., out of the co~panies' 

gets tc the ~inistries) are ir..pcrtant 6teps. Ho~ever, there 

is a stron~ COi.:.".:t.r.1e:-:t to rr.aintain subsidies at least fc:~ 

... ...basic cons~~er needs, as a!fi~ed in ~ubarak's speech. oJ .. 

its industrial strategy A!D recognizes the difficulty of 

achieving reforrr. in this area, and expects it to take t1.r..e. 

3. Progra:::s 

In translating goals and policy changes into progra~s, 

AID proposed to concentrate on private sector capital forrr.a­

tion, public sector rehabilitation condit.ioned on refor7, and 

appropriate assistance in terhS of training and techn:logy 

adaptation. This is largely consistent ~1th the GOE view, 

as represented, for ex~ple, in GOrI's list of inves~ent 

requirements: 

. technical knowhow (including licensing) 
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• equity participation 

• loans 

• services (engineering, product development) 

• training 

• market access 

• management 

Thus, there is a significant consensus between the ~~E 

and AID in tems of goals and programs; where they diverge 

is in the ex~ent of policy reform to be achieved wi~h1n the 

near te~.. However, there is a sufficiently large area of 

agre~~ent that AID should be able to mobilize its finan=ia: 

reso~rces in a way that meets the mutual objectives of bo:~ 

co~ntries. 
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IV.	 AN ASSESSMENT OF USAIO'S STRATEGY:
 
NEW PERSPECTIVES
 

In the previous chapter we concluded that USAID's oper­

ational strategy for industrial development in Egypt is fo­

cused primarily on structural refor~ w~ic~ allows the public 

se:-tor to be tr.::::re efficie=-:t, ane stru:-tural re::>rT.' "":-.:::::. al ­

lows the private sector to increaSe its share of industrial 

productio=-:. T~is conclusion is reinforcee by USAID/Cairo 

offlcials w:-.:::: state that essentially they are lookin~ fer 

efforts at stru:-tural referr.. There is no cencerte= ef:crt 

to focus those funes either on specific sub-sectors or on 

products where Egypt has a cOl~.para ti ve adva."1tage. In essence, 

it appears to be an att~pt to establish a reward syste::- for 

"good be~avior," i.e., market-oriented behavior en the part 

of the Gor. Though USAID has gone throug~ considerable time 

and expens~ to develop an overall develop~ent strategy fer 

investment of its funds, it is our conclusion that the plans 

to carry out that strategy too narrowly emphasize achieving 

economic reforr.. through financial leverage. 

The essence of this strategy is captured by the cri ­

teria USAID has proposed to use to select progr~~ options 

for future assistance to the public sector. These criteria 

are: 

Continued aupport for the public aector should be 

based on interventions that promote "structural" 
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reforrr" i.e., reforms in pricing, e~ployment, in­

vestment, production, economic analysis and ass~ci­

atec po11=ies which would eventually enable or perr..it 

the p~lic sector to operate efficiently 1r. a ~~re 

cO~?etit1vely deterr..ine= ~a~ket envir?~~e~t. 

•	 Supp8rt fo~ the p~lic secter s~o~lc facilitate 

private sector 1n=~strial develo?~c~: by e~co~r­

an:: IT.ere e=i"':: ta~le ta>: trea~"7.e:-.t. 

als, fer ef:lc.ie~.tly cr.a:;:;e:ling f017".5 of: ass:~-

There s~o~lc bE stron~ pros?€cts fer rapic dist~rse-

Ar. an a 1ysis c! the 5 e proS ~ a:-- cr. a rae t e r i 5 t i ~ 5 rev e a 1s 

current CSh!D per=eF~io~s as to the p~~p~se, role an= f~~~­

tion of UShlD as a~ orgar.izatior.. The first t~~ chara~ter­

istics iJ..ply that the p'..lrp::se of CS;":D 15 to r-:-oi.iote stru~­

tural reforr... The ass~.pt1o~ is ~hat if econo~ic refcri is 

achieved it .ill have a greater 1r..?~ct or. econo~ic develop­

ment in E;i~t L~an merely transferin; financial an= tech~ica: 

res~urces into a systei that will ln~erently ~isallocate 

those res~urces. 

IV - 2 



Sjn~e that ~rgumpnt apparently has been acceptee by 

USAID, it appeaI£ to have adop~ed an organizl'tio:1al role 

which 15 coasistent wiLh that purpose. USAID no~ basically 

vie...·s it£el! as a:1 orga:-.izdt1o:: w~.iC'r. is a1multane:)'.;sly a:-. 

ad\'u~ate for eccn~~iC' re!~r~ a::e n pro~~ter of an econ~~ic 

ide~lo;J w~icr. is private &e~tor orie~tec. Its role as a 

reforT.' organization has in fac~ become its strate;y for 

econo~ic develop~~n~. 

In carryin; o~t that role USA!: no~ defines its f~n~tion 

as a wholesaler, actins as a financial instit~tion to trans­

fer b~lk finan~ial res~~rces on a conditional basis ra~her 

tha:". fc)c~5in::; s?ecifically 0:-. ad:ie';in::; e~o;.~;:-.i~ res.,;lts 

cc:-.s::"'ste:-.t a:-.= 

role. Ho~e~er, ~e are con~erne~ that placi~; str~ct~ral re­

fon~ as central to USA:~ strate;; is net in the best jnter­

ests of USAID or the G~ ... ern."':'.ent of Egypt. 

In o~r prece~ing chapters we have presentee our assess­

ment of the realities of the public se~tcr. ~e believe that 

there has been reforT.'. in the ind~strial sector and that there 

ha\'e been specific accor.'?lis~w":'lents to...·arc rationalizin; the 

putlic 5ector. In adcition our interviews ~ith key 1:1civid­

uals and our analysis of the reforrr. effort to date leac us 

to conclude that this effort is evolutionary in nat~re and 

proceeding at a more rapid pace than is generally recognizee 

by U5AID. 
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It is also our c~nclusion that support of the public 

.ector is essential for private .ector development. For 

exampl e, pr i va te investor 6 expressed to us the fear that AID 

withdra~al fro~ the public industrial sector could irenically 

backfire against the private sector. I! the putlic sector 

physical plant decays to such an extent that it is nc longer 

capabl e of produc ing the co:m try' s nee~s, they ar~'';f:, t~.E- Fr.i ­

vate secter rn~~ face increasec pressure anc ~ontr:! an~ e~e~ 

nationalization. Therefore, excessively e~p~asi2in~ e:~~ents 

of a strategy w~.id: preconci tions assistance to the p''':=:: ic 

sector or. an ill definec -significant refo~,~ of thE- F~~:lC 

sectcr r.-.a~· ha·.. e a ne~ative in'.pact or. USh!:'s tc 

achie~e its otJectlves as an organization. 

O~r intervie~s indicate that this ap?roac~ to refor~ 

has 1.1heren: .....eak:1esses. First of all, fro:; the E9YFtian 

point of vie~ it is politically unsound. An ind~strial 

strategy that dous not effectively deal ~itr. the p~blic sec­

tor ...·i 11 divorce USh!D fro:-;, a po·...erful oemst it uency gro\.:F 

(co~.?a=-.y cha i~,e:-. ane Gove:-nr.:ent of f ic ia 1s) whose ass istance 

is critical to any successful approach to a p:-ivate sector 

develop~ent strategy. 

Secondly, the approac~ is perceived as confrontatio:1al 

by the Egyptians regardless of the manner in .....hich UShID rnay 

state its case. Sho\.:ld funds be cut off at this time for 

future public sector projects, USAID will have effectively 

removed itself from a leverage position, even thougt it may 

maintain some presence through projects already under~ay. 
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There is no effective way that UShID can ~quietly" re~ove 

itself frorr. the sector without the GOE being aware of it and 

negatively teacting to it. 

Third, the quid pro quo approach to OShID assistance 

may have appeal as a leverage mecha~isrr. to so~e but in reali ty 

we believe it ~ill actually be counterproductive. The Egyp­

tians ha\'e internalize:: the nee:: for re!or::., and any oper. 

mov~,ent or. UShln's part to cor:c:ticr: its assistance to re­

forr may be a pclitical setback for those Egyptians "":-.:::: have 

p~rsued referT by maki:1S it ar. "Egyptia:""." issue. Re!c:7 cf 

the E;yptia~ p~~lic sector ~~st never be viewe~ as a C5~:: 

e!!o~~. Ttis p=i~~ has bee~ ~ace 1~ the USn!D c~ss a~~ has 

bee:-. s~star.tiat.ed by o~r 0\0,':': asseSS:7'.ent. of the fiit~aticr., 

Fourtt, a strategy W~ict bases assista:1ce or. the cO:1oi­

tio:-. of re!crT maj' ferce VShIC inte a position ~here i:-. ef:e:-t 

it ca~not carry out its inte:1tio~s, Ur.like 6o~e other dc~cr 

agencies, the USh!~ progra:7' is political as well as econo~ic 

- a fact kno....-:1 to the Egyptia'ls, Therefore, if it is true 

that there is a certain overall level of assistance w~ich 

must be pro\" ided to Egypt, the:: shi!ting UShlD funds fro:7'. 

public sector indust.ry to another "acceptab:e" sector in 

reality only becomes a financial shell-game with all its 

attendant frustrations, mis-spent energies and lack cf 

results, 

Finally, h3ving a strategy that places structural re­

fonm as a apecific goal or objective has a tendency to fo­

cus USAID internal management energies on an issue which 
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at best can be only marginally influential and at worst is 

politically d~ag1ng to the USAID progr~. These managerial 

energies are th'..:s d1litracted fro::-. pursuing other i6s~es 

as disb~rs~ent of obligated funds and establishing an e!!ec­

t1 ve issue or ie:-1ted dialogue wi th the Egypt ia:-1s. In s~:..ar:::, 

having a general strategy for econ~~ic de~elop::-.ent in E;y~~ 

w~ich hea~i]y e~pha5izes re!or~ as a~ otje=t1~e pla=es ~5h:: 

ir. a tenuous pc sit 1Or'. of advoca t in; ~ ide::l og~' an:: pre!er re:: 

methods rather than focusing on end res'..:lts. USA!~ in o~r 

R ""O ..c.	 FOR l'S';!D""'--
Our assess~ent 1:-1 Phase I of this project,and our 1nter­

v1e~s in this second phase lea:: us to conclude that ~s.;:~ can 

pla:-1 a ~2re effective role in assisting the Gover~.ent of 

Egypt t~ ~ake its ind~strial sector more effective in contri ­

buting to~ard gro..."'t.h, eq-.;ity and stability of the econo::-.y. 

In developing progra..~. options for support of the p:.:tlic 

sector in Eg:n::t we be 1ieve that US;"ID sho:.: Id operate fror:-. a 

ne~ organizational frdmework which: 

·	 Defines its role as a donor agency in clearer 

terms vis-a-Vis Egypt's industrial sector 

•	 Establishes a general strategy for fulfilling 

its role which has specific goals and objectives 

•	 Develops a more comprehensive role in atructural 

reform which uses mechanisms other than condi­

tional aid. 
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As a donor age:1cy, USAID can play an 1r.:p:>rtant part in 

the industrial sector. As we p:>intec out in our Phase 1 re­

port, US';:D ir. relation to ~:E anc cthe~ donor age~cies ~as 

reso~~ces ir. ha:~ cu::e~cy necessa~y fo: re~abilita:ic~ c! 

capital e~~ip~e~t. 

to: US~:: ~a~ ~:s~ to de!:r.e its role as t~a: c! !:r.ar.::a: 

fill a: t~e ~:eser.: t~.e. T~:s role may be de!i~e~ as a 

_..C ,...-­

role i 5 desc~ ibe~ i:-. me ~e ~e:a i 1 1~ the pro;:a.- or: 10:-. se: ­

role places us.;:: ~~C~ closer to two g:ours w~o are ce~t:al 

to in~us:rial de~elop~er.t, t~e ba~ke:s ar.= the c~air;..e~ o! 

p~blic a~c p~ivate sector co~pa~ies. 1: C~:: ca~ de:lr.e 

its role as a trid;in; ~ec~a~is~ fo: these g~c~ps, it ca~ 

playa part no one else at the preser.t ti::".e is able to 

carry out. 

Our second point is that as US.;ID better de!ines its 

role in the industrial sector, it should alse develoF a 

clearer strategy for fulfilling that role. For exa:-.ple, we 

suggest that the curre~t industrial annex to the CDSS should 
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ue more specific in terms of goals and operational tactics. 

Though policy reform i~ an adr..irable intent, m~re speciflc 

accor.'.p11s~:.-.e:'lt.s ,"h~'..:ld be stated w~id: are consis~en:. ...·:tr.. 
GOE goals, e.g., increasin; the caFit~l available use~ !c~ 

lon; te~ i~ves~.ent. 

pla~, then the CDSS i~ effect beco~es a lis~ o~ ttin~s tc de 

wit.h no clea~ly defined ap;:::-oac:-. tc ca::-ry o:;t trr: s~ra~e:;'.·. 

ticn and Vocat.iona: T::-ainin; projects will net. be li~~e~ i~ 

will be lost.. 

the tire is c:::::::-t'..:::e fo::- US.;:: to re\·ie·..· the B=st.o~. t.:~,::'\'E::-

so~e crit.eria fo::- its 1nvestr.,ent. 

Six o~ o:;r pr.a se ! rep::;::-t. Since UShlD is concerne~ a~::;t.
 

st rue-t u::-a 1 re f 0:7", we have suggeste::: tha t the a?proc: ::-. be
 

mere b::-oad base:::.
 

size 1t in tr.is one) that UShID fiho:;ld net. deal wit.~ e=en:~:c
 

refcrr.. base::: on finane-ial leverage alone. !t. rr:;st i~st~a=
 

rely on the ether mee-ha::i~~s ~e dese-ribed: ec=~~~ie- clalo;:;e,
 

econo::'.ic 1n!c~.atio:-., project selec" (on a.nc coc.'rc.:.r.at.io;.
 

with other dcno::- agencies. Ol:r conc_~sion froj., betI-. p:.ases
 

of this stucy is that USh:D has not positioned itself in re­

lation to the industrial sector to influence struct.l:rai
 

refor.m effectively.
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In summary our discussion and intervie~s ~ith key 

Eg}7tian and American personnel leac us to observe tha~ 

USA!D has fo~r basic organizational scenarios it car. 

fol 10 ...' : 

1.	 Focus prirr.arily on structural refo~ in the 
Egyptian econo~y ar.c only prOVide assistance 
contingent up~r. specific re!orr acco~~lish­
ments. There w~~ld be no s?eciflC strate~y 

for develop~en~ and re~a:din~ refc~ effcr~s 

w~~ld be on a targe~ of opportunity basis. 

2.	 Design a strategy for econo~ic develo?~ent 

b~t foc~s prir..arily on struct~ral refc~ ~hich 

mayor rr,ay not ac~.ie... e specific ec~n~:":".:'c 

res~lts. 

3.	 Desig:-. and fcllo·...· a st.rate~y ...·~.lC~. ai..-s sp€' ­
clfically a~ ac~ie~ing eccn~~ic res~:~s a~~ 

contr ib:.: ~es to s ~ruct ura 1 ref 0::-;:-.• 

4.	 Have nc strat.e~y and lo~y. for projects as ta: ­
gets of oppcrtu.:-.i ty to invest t:S;":D funds. 

As our phase one stucy indicated, CS;"ID has operatec 

under Scenario 4 ~~til the present tirr.e. Fro:":" an cr~aniza­

tior.al develop:":"ent perspective it is understanda~le ~r.~' this 

has occurred. For a variety of reasons it appears that US;"lD 

Jr.ay be in the proces s of repea tin; its pas t ro.! staY.e s by e:7­

phasizin~ the structural referr.. el~.ent while ign~rin~ ether 

ele:~ent5. Essentially it is follo.... ing Scenario 1. '1':-.:'s 

scenario does not see~ to be consistent with state-ents in 

the CDSS ~~.ich see::-. to reflect IT'.orf! reali&tlcally the Egyp­

tian	 s1tua~lon. 

We suggest therefore that USAID Cairo and Washingten re­

fine the current strategy and follo...· it in a way ~~.icr. achieves 

econo~ic results which in turn will contribute to structural 

refom:. The fol1o~ing chapter ana 1j'zes the Egypt ian in s tit u­

tions which USAID could use to imple..nent its strategy. 



v. INS'r!TJTlm~h.L ASSESS~r-;'r 

A. It-."TRODU:T!O~: 

The purp~se of t~is chapter is to assess the p~te~tial 

of various institutions and institutional forr-.s 1n the i~d~s-

trial sector to act as effective channels of funds or t: f~r-

ther other A!D concerns discussed previously, inclucin~ str~c-

tural refo~. ~~ere appropriate (e.g., a ne~ institut:c~), 

we descr:be brle!ly t~e characteristics of the inst:tut::~. 

In v1e~ of the particular interest expressed by US~:~ (i~ the 

scope of wcrk) i~. the ba~.f.i~~ syste::-. as a p=te~t:'a::y i;----­

ta~t cha~ne: for USA!: fu~ds, a ~ajcr part of tr.:s cr.a~te~ 

cO:1sidere:::' are: 

(GOE) 

· ~ir:is:rie5 

• New institutio~
 

· Existin~ tr.ird party institution
 

• Public sector co~panies 

· S~all-6cale e~~erp~ise func 

• Venture capital firr-.s 

• Stock rr,arket
 

· Banking syste::-.
 

B. THE I~S717~TIO~S 

1 . (GO:: ) 

Obviously, the GOE is a key institution in undertakin~ 

structural reforr.. of the econo~y, but is not dealt w:'tr. at 
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length here in vie~ of its coverage in earlier chapters. 

One 6uggestio~ put forwarc within USAID 1s that for positive 

al a..:-.:·.:~t of aid for use as GOE sa·..· fit - the -clar.;: c:-.e::-;:" 

approa:::-.. The probatle cisa~va~tages of 6~=~ a cire::~ a~-

proa:::-. tc str~::t~ral re!or:- we::-e set o-..;t in Chapte::- 1::. 1r. 

ac~:~i=~, we co~s~ce: that there is r.: ot~e::tive way c! re:at-

Ir. 

................ _....
~ ..... --_ .. cthe::- ir.stit-..;tior.s rathe::- tha~ 

or. G:::. 

2. ~:~~st::-:es 

The::-e a::-e a n~ber r-! liritations in respe::t to the 

~:.r.istrles a:-.:: t:-.ei::- age:-.::ies (as cistin::t fro:- G:OE) as \'e­

hicles fo::- struct-..;::-al ref:~ cr as channels of f-..;r.=s. 

are tainte~ in the eyes c! USA!D and of so~e co~pany chair~cr. 

see:-. tc ha·:e ves~e= interests in te:.-r.-.s o! their exist:.=-:; 

po~e::-s (e.g., fer inves~~ent an:: pricing decisio~s) Whl::h 

They also are s-..;tject to p::-ess~::-es c~he::-

Fina : l y, d e.- a :-. ~ so=-: 

USAID mana;e=-e~t rcs~ur=es wo-..;ld prcbatly be cor.sidera~:e. 

It wc-..;ld b~ ur.::-ealistlc, however, in the Egyptia~ e:or. ­

~y w:-.l=~. is likely to re.":'",ain hea\'ily co~:.itted to the p-..;blic 

sector, to expect liberalization of the p-..;blic sector to the 

exter.t that public sector co~panies would have co~plete 

v - 2
 



freedo:7. to invest., whet.her in ar..ount or in -terms of inves~­

ment de:-1s1on criteria. At best, the corr.pan1es wo~ld be pe~­

~1tted what.eve~ level of investment co~ld be finance~ !~~~ 

1nte~na:ly generat.ed funds plus a 6peci!ieo level o~ ex~e~­

Conse~~cn:1y, the~e is a nee~ tc 

1r.:p~ove the releva:-.: invest....7.e:-.: 1);".:11s and the a ..·a~e"'jess an::: 

ace e :: : a nee c:' reI e \.' a:-. ~ 1r. ':e s ~'":'". e :-.: c r i t. e:- i a .... .:. t:-.':" n t ~ E ~~ .: :-• .:.. 5 ­

tries i~ o~de~ tha~ obs~a=les tc the ope~a~:~~ c! CS~:: r:~~5 

are j,".:n.:..::-:ze:::. 

p:: : .: ~ .: ::all e';e: .
 

r e l a : .: 0:-. 5 :-. .::: s:-. :: ~ : c b (: C:-. e c:' i ...... :. s ~ alpe :- s ~ as': ... e c.: a l :J:;'; (:
 

tc ex.:s:.:n:; C5h:: p:-cJe::: ass:s:an::e). 

to d.:spe: 00 .... ::t.5 by de.-.c:15tra:in:; the irr.pa::t of exis:inS pcl­

icies, there::y inc~easi:;; press .... re for re:or~ and ma~n:alnins 

refcr~ as a la:-;ely lnt.e~nal p~ocess. 

S~ch an ins:itut.ion wo~ld proba::ly take the ferr 0:' a 

third pa~ti' ir.ves~~ent ba:;k, whi:-h wo .... ld be independent fro::­

botr. US;"::: and c;.':)E on a day-to-cay bas':"s. Its capit.al wc .... lc 

be provide:: by USh:~ and possi::ly c;.:-E (and potent.ially, ot-he:­

donors) or. an ann~al basis subject to review of perfor~ance 

and plans at. a strate;':':: level. It would operate with:n 
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strategic guidelines laid do.~ by COE in consul~a~ion ~i~h 

VSAID. Desirably, it should lend to bo~h the p~blic and 

private industrial sector. 

'The board rr.,ight cor:-.?r ise key representatives 0: t.he Egyp­

t.ian b~s1ness a:-;:: ba~,:in; eo=:-_-~~ity as well as of re:eva;-.t 

~inis~rles or p~~11c agen=ies. At officer level there sh~~ld 

be full capa=::y fer project preparatio~, appraisal, loa~s 

not be b~rdene~ by perceived pas: failures, whe~her c~ thE 

part cf G2~ or VS~::. 

'L· ........
r e :;''': :. :: e:- e:-. ~ s . Ir. oea,;. :;.~ ... - _.. 

terp:-ises .·ith::·-..:t raisir.~ t.:-.e p::itical c::f:c-..:lty 0: O'..7.er­

s:-.ip by t.he t:. S. Gc\,'ern.~I€::-:t . Finally, once esta~:~she=, a 

tt-ird party insti~utior. might be expe=tec to 

on USn!~ rna~a;e:-e:-:t reso-..:rces. De:-a:-:ds might be f~r~her re ­

duced if exis~in; A!~ rn~des were ratio~a:ized a:-:d cha:-::-:e:lec 

through t.he ne~ ins:itutic:-:. 

The majcr disa=va~tage rn~s~ be tha~ the ins~it~~ic:-: 

wo~lc be esse:-:t1~11y ~nother bank 0: ~hich Egypt has ma:-:y. 

It ~ulc be a further drain c:-: scarce ES}~t1an rr~~a;e:-e:-:t 

resources and eonsideratle t.1r.,e would be required (t~:: te 

three years) t.o estatlish t.he institution. 'The:-e ~~-..:lc also 
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be a substantial risk that neither GeE nor USAID would in 

practice adopt a hands off approach. 

4.	 Existlnc 
• 

Third Party
d 

Institution 

There are a variety of third party institutions inter­

ing: 

a) other aid agencies, e.g., IB?~, A:-ab De·:e:lop;-.ent Banr:; 

b) the Egypt-~. S. B~siness Co~nc:l; an~ 

c) the Al~~~: ASS0ciation of the ~ational Instlt~te for 

( ~\"-, 

The ad~anta;e cf using ancther aid agency wo~ld be that 

capac 1 ty ar.= proced'.:.res. Channell ing L'. S. aid ir. t:-.: s ..... ;:. .. 

wo-...:.ld, ho .....ever, s~bstantially re=~ce its visibility and 

probably red~ce the ability of USAID to direct the flo~ of 

its assistance to particular sub-sectors of the econo~~'. 

~onetheless, s~ch agencies and other third party instit~tions 

s~c~. as thcse listed ha\"e an ir.:pcrtant role tc play ir. a t'",c­

way dialcx:ue, ir.forrr.ing US';:D' s perceptio:-. of t~· curre:-.t 

econoj.ic scene on the one hand and stir..-...:.lating the c:r::::.::-.d­

.well for continuing refo~. on the other. Indeed, i: ~ay be 

pppropriate for us.;!~ to consider initiating a &~~ll, 

level dialogue group, co~?ris1ng Egyptians aware of the ~. S. 

scene ar.d ~ericans aware of the Egyptian scene, fer t~e p:.;~-

poses of assessing both econo~ic trends and ne~ initiatives. 
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5. P~11c Sector Co~~a~ies. 

Public sector co~pa~ies as agents of structural refo~ 

1ties a - ..... -c~-. -_-.. 

CO:7"pa:-.ies. 

a ~ .: 

c t. a .: :-:,,".: :--. 

u:;=es.:.:-a::.e l:::c:'::::-.~ 

S ~-·~~t"".-._~ -- - -_. 

pa:-~ cf t:-.(: ex.:s:.:.:-.:; S::-·~:-:'·..::-e ...... .:.:::-. is tc bE' re:::-~.e::, ; . 
... ~ 

is a:.s: tr:..:e t:-.a: t.:-.e::· a:-e bes: . .F- a:-e:: t:: \. 
~:1~ ..... 

... - .. .,:" _.
'-­ ... _...... t.:-.e:­ c:-.a:;ge=. c:..:::: 

a) ~ .. 

~ ..fer libe:-a:'izat..:.:::-....·it.:-.i:-. the	 exist.in; fra:e·..::-i:, e.=;., ... .; 

a " _ _:)'.; :.. ;e. ; 

to excha:1ge experie:1:es, ~lt~	 t~e a~ of stirr~lat~n=; a~= 

supp~rt1ns pre5s·~re for- re:o~ fro=:-. 1~side the pu:,11:- se=~:=. 

Ass~rance of financial suppcrt to ~itigate the ir..pact ef 
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change woulc also be vital -- for instance, financing of 

fuel efficie~t e~~ipme~t to meet the challenge of eco~o~ic 

electricity prices. 

The P:o~~:::io~ C:e~:: p::Je::: i~corp:rates a s~a::-

s ~ :~. ass:' s t a :-. :: e c :- '...: : = :-. a .: e 1.::" y-: : : a:-. t b e :-. e ~ : t s fer b: t :-. t :-. e 

private a:-.:: E~::t:rs. fer i:-.s:a:-.:e, 

t e:-. = t C be 1a:r: r i i. t e :-. S : .: e a :-. ~ a: 5:: rr.a J' be 1 a ::; e e.- ~ : :::' e : s i :-. 

La~ 159 co~ya~ies. 

of us.;:: or c;.:::, tt.::·,,:;:-. 6''':~Je::t to re;·..:la: re·:ie·...· c~ tr.e:: 

their role wo~lc be to p::vide see= capital to ne~ e~:er-

would operate .... 1tr.i~ strategic guidelines set by GO:: ii. 
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conskltat10n with USAID, which would probably include target 

rates of re~-.:rn. 

Such firr..s co-.:ld readily be involved with prlva~e an= 

public sector co~?a~ies, ~here the latter eztablis~e= La~ 43 

joint ven~~res or La~ 159 s~bsi=ia!"ies. 

estab:is~e~~ 0: s~c~ ce~?a~:es, these fir;..s ~:~lc a1s: be 

),59. 

• ... -=-...:..:_­.... -_ ..... 0:: in t~e 

. . 
~ :-...: : _...: e:: . 

_ .... '"l •• _~_ ... 

........ ··-1 r'--" cf e:-:~e::?rises' ca:::~a1 re:;:~:re-

rr.e:-.:: s . 

relation tc t~e private secter. As regards the p~:ic in=~s-

trial se::cr, t~e ~ivest1t~re of p~blic enterprise o~ne!"snlF, 

t h r o'~ :: r. p'': b 1icc: : e r in; so: s ~ are s t 0 bel is t e :: 0 nthe oS ~ c c ~'. 

Ex c r. a :"l ; e, i s nc ~ t.:-.:)~ ; r. ~ t c be p r a :: ~ i cal g 1ve:-. t r. e E;:.,' ? ~ ;. a:-. 

cor..:-.:'t..'7en: a~ least to r.".ain:ai:"l the prese:-.~ size a:-.:: :a:,",11­

ties 0: the public in::us~ria! secter. A provisien in La~ 111 

prohibits diluti::-n of the pu.blic sr.a!"e in publicly oo..::e:: 

companies. There are a:"l}.....ay a nt:..~.ber of other issues ...·r.:.e:: 

suggest that the stock narket is ~nlikely to be relevan~ to 

USAID's industrial strategy in the short and me::i~ te!"r.. 
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Existing middle c1~ss investors were badly burned by 

the nationalizations of 19£1 and the mer..cries of these still 

linge:r. There ~re at prese~t a s~al1 n~~er of lr.vestcrs, 

",itt: relatively large fort\;r-,es, ..~.':) co...:lc be p~!"chasers c! 

attractive:y Frice~ shares, if so~e 0: the Frc!ita~:e F\.:~-

lie sector co~?a~ies were F\.:t on the rr~rket a r-. 

approac:-. is very u:-.:H:e!y to be acceptat:e tc G:'EJ. " .... 

iss~es ha~e tc be ~a~e at par va:...:e. 

1a~ g~~e so~e tax acva~ .... a;es for cor?':)ratio~s tc 

s:-.ares a~~ fer ir-.~;,\·ic·.:a:s tc 0·...-:-. the..-. It ~,', be a re!a­

tively slo~ process, howe~er, to get enou;~ co~pa~ies i~tc 

the stock rrarket a~= i~ tur~ to get the:r sha~es c:str:b\.: .... e~ 

to s~a!}er investcrs. 

ticipatin; ir-. ne ...· La·...· 43 e:;~ity i~\'es~,en.... s a~~ cc-.;:~ t:-.ere­

fore be si;~:f:ca~t pc .... e~t:al p~rchasers o~ shares, par .... ic',,;­

1ar1y in 1igh .... o~ the ne~ tax 1a~s w~io~ g1ve 1ndivlc~a:s 

tax advantages fer b\;ying 1ns-.;ra~ce pclicies, thus i~creas:~; 

potential reso~rces of the 1ns-.;rance co~~anies. Frc~ tr.e p:;. r-..... 

of view of divesting public e~terprise o...~e!"s~iF, 1ns~ra~ee 
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cornF~~1es could constitute a ~iddle ground: ~~ile the 

larger ones are in the public sector, their owners~ip of 

p~lic sector industrial enterprises would 8til1 co;.stitute 

so~e rneas~re of de:e;.tralization away frorn direct ~i;.:stry 

o! In=~str: co~trcl. 

The utilizatio;. of the ba~kin; syste~ as a ve~i::e fer 

s··\-_~_... ­cri~e~:a. -- ... --- -­

joint ve;.t~~es a~e a:rea~y estatlis~e~. Finally, t~ei~ flex­

ibility as inst~tutions offers consideratle beneflts: 

could take e~uity or loan positions an~ in ma;.y instances 

are use~ t: d::;.= this, an~ co~ld offer other ne:essa~y t~si-

ness facilities, such as foreign exchange transa:ti:~£. 

rr. us t be sa i ~, h0'"e \. e r, t hat the r ole 0 f the banks ....e ~ : ~ be 

one of s~oct~in; the path of agree~ structural refo~.s an= 

not one of in~tiating the~. 

There are a nur-.ber of cautionary points, ho ....ever. 

Even if funds were available in the b~~king syste7., putli: 
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.ector companies would not apply for th~~ unless the te~s 

were right, in their vie~. Subsequently, if a loan were taken 

up by a F~t 1 i c lIector co",pany w:: ich wa s then unable to ser':':' ce 

the loan, there r:-,a::' be a pclitical difficulty of fore:::s'::-.~ 

videe l::a:-.s 

w~u:e have occurree in the absence of VS~:~, a:th8~~~ s':nce 

the r e 1s r e 1at': .: e 1::' 11 t : 1pte~. 1e:1 e i :1 ~ a t pre s e :: t, t :-.: sis 

u::l:kely t: be a pr::>tle.o.:-. /de~~ate pr::>je:::t a::;::-raisal ca::;a:::ity 

wo~~= als: be esse::tlal. It w::>~:c be desirable t: se:e:: 

those ba::ks ~illi::; an:: atle to take a sufficie::tly p:siti~e 

re~":iree tc ens..:re that ba:-.ks were the::-.sel ves cree: t- ...·: rt~.y 

a:1C als8 that the~' did not le:1:: to po~r risks, &i.-:-.;:ly be:a..:se 

it was aid money they were lending or because a loan guarantee 

existed. 

C. DET';!~D RE·:1E·.... OF THE BASi:H'G Si'STE~~ 

Tur:11n; nc'''; to a det ai 1ed rev i e·..· 0 f the ba:1Y. in; s::' s t~o.:- , 

it &hould be ncte:: that no other branch of econo~ic activ:ty 

has been as pro!ou:1::1y changed by the ·Open Door" }>olicy. 

After a previo~s transforr..ation in the ~asser years frc~ 

private owners:::p an:: operation to &tate o ...~ership and 

trol, Egypt'& banking syste::-. has beco~e a mixe:: syste:: 1:1 which 

private banks are playing an increasingly ~portant role in 

the aaving, credit creation and invesL~ent processes. 
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1.	 The Structu~e of the ~e~ Syste~ 

At the present time, the chief agency of cont~ol anc 

regulation is the Central Bank o~ Egypt (CBE). T~e CEE is 

expe~~ed to pe~fo~r the duties of a modern central ban~, 

ir..~le~entin~ m~neta~y policy and re;~la~ing the co~:e~cial 

hanks unde~ l~s central. 

The	 ee~e co~:e~cial hankins seoto~ is co~o~se~ e! fo~~ 

of Alexand~ia, Eanq~e ~:s~ and Eanque d~ Ca:re. ~hes~ ban~s 

co:,:,.~:-lsed the state syste;7 b£fo~e 197~, b~t since t~.e;-. t:-.f: 

in\'e s ~~ e :-. ':. he.; s e s, pe :"". s : ~:-. h:. :-. :: san:: ins ~ ~ a :-. 0 e c :::-r ;: :"". :. e s . 

2.	 Rc:e£ a:-~ Effe:::veness 

The 1:-.tent of t:-.:s sectio:-. is t:) desc~i:>e b~ief:~' t:-.E 

tutions in the E;yptian bankin~ syste:-, and to assess thei~ 

effeotiveness in ac~ievin; these desired ends. 

The C~ ~as esta~lis~ed in lO~: f~o:':' the iss~e de~a~t-

ment	 of the ~ational Bank of 

.. .
5?:)nsibilities inoludec holding g:ve~~en~ ae?:s:ts, a:t:n~ 

as a financial agent of the g=\'e:-~.en: and lss~in; n:tes. 

~ith the p~oliferation of banking insti~utions afte~ 1973, 

ne~ reg~latc:-y p~~ers were req~ired. Through a n~~er of 

legal measures, including ar.,ena:-,ent of the Banking enc Credit 
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Law 163 (1957), the Central Bank of Egypt and Ba~~i~; Syste~ 

Law 120(1975), La~ 43(197') as ~ende~ by Law 32(19,7), the 

CBE i 5 charge~ wi th the res?~:lsi~i1 i ty of controll ing tr.e 

volur.e and p~ice o! crecit a~~ re::~:at1n; banks d:i~; b~5i-

ness in Egypt. To a~~ieve these p~rposes certain policy de­

vices a~e avaiIa~le, 1ncl~=:ns co~tr:l c!: 

2. reserve re~~ire~e~: ratios, 

3. liq~idi~y ra~ios, 

4. loan/deposit ratios, an= 

5. ferei;:-. c~rre~::-y reserve re~\,;ire.":".e:1~s. 

Sin~e o~ly t~e las: c! t~ese cc~trcls a~~:ies to fcre:;~ 

'-'-~ l-··c,­C -_ .. ..~ ~-_ 

the ra~::e o! dire~t co~trc: c! t~e CEE. 

CEE cc~strai~t is a 15~ reserve re~~ire~e~t o~ !ore:=~ c~r-

· ... ~-c··~re:-.::-y de?~sit.s. They re~eive i:1terest on these CEE c _ ... _._- . ­

at rates close to L!BOR, 50 this constraint is not a costly 

one. 

A fairIv 5~all cha:1oe in one o! these ca~ createpolicy. ~ ~ 

destroy .,. o.~.,' .- ~ le-':'~~
..-_.,";or rr.il.10~S po_nes .... _ 1..

e& 

• The CEE has no device fer rnak:n; rar;:~a:,t he m~ney S~?~.y. 

!n ! act, o;::e:-. 

market operations, the most useful an= versatile of all t~e 

conventional tocls of policy, are cons?lcuo~sly abse~t fro~ 

v - 13
 



the CBE's list of policy instruments. There 1s no se::onda~y 

market for governrne~t 5ecurities nor reciscountins mechanis~ 

throus~ w~ic~ the CE~ ~ight trade in order to reg~late co~-

mercial bank reserves and le~~ins capa::ities. 

In fa::t the CE:: ca~ s::a~ce:y be said to ope~a~e a co~e~~ 

moneta~y p-2licy, fo~ it is i!"'. pra2tice the r.a~~.aic5e:-. c: the 

\cl~.. a .. e \' e - its de ...- , ...a - e":- F" -...., - s p" .-"..".. --:~.. _.:--'-- -- b~_, 

yea~s be~ ..... ee:-. 1975 and 19'79, g::::-\'e~:"_-e::t re:::'e':\'f:~ L~ ::,it: 
r..ill:c:-. a::~ s?e::t L£ 19,0:: r-.illio:-., U:~s p:-o~·.;::.:r-.:: a c.:.-'; ­

. ­.... - i,2~t r:::.:.c:-.. 

·~~r..;_~.(:'fr.::: :. ~:-." is t:-.at C ---- .... ­

\r-":ier-. the g=·"f:~:"...-e~: se:ls det: te the ce:1~~a: ba~.:'·. a~.:: s?e:-.:::s 

. ..a:-.::, 1. 

In Egypt, the ha~it c~ !:~a~-

cin; g:-2 ..... :n; deficits by ~o:1ey c~eatien is b~:l~:::; a ~a::=e~-

ous p0te::tial fer ir:!j.atio~ that is p:-ese:-.::y r.as:".e:: t::· p:-ice 

an::: reso~rce allo::atic:: co~trcls. 

Fro~ 1975 th~ou~h 1979, fe~ ex~?:e, CE:: cla:~s e:: 

gove~~er:t gre ..... at a co~?o~n:: rate of 42.3\ a yea~, ~hile 

the mO:-leta =-y ba Sf: (co~,e~c i a 1 ban;: rese~ves pl us cu:- ~c ... c)· 

outstanding) g~e ..... 23.8i a yea~. \lihe:: we note that ~~:- in; the 

sa.~,e pe~iod real GDP gre\o: at the rate of 8.4\, there is 
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eVide~~ly a large potential here for inflation. DU~ing the 

perioe co~~ercial bank d~~and dep~s~ts gre~ 24.5\ a yea~, 

,.~.11e 6a\'i~gs, t1r.:e a~:: foreig:-. curren::y deposits c;:-e·..· a~ 

a co::' r:) '.1:".::: rat e c! .. 4 • 8! aye a:- . T~. e r i s e in the de?: s .: t 

ac=c~.ts fo:- rr.u::~ c! the in=~ease= att~a::tiveness cf q~as.: 

on w~.:=~ rates a:-e net ce~t~=:le:: by the ce~t:-a: ba~~. Tte 

c;.. _ .• ' ..: _..... --­
the sys:e~ be li~e:-a:ize~ tc the exte~:: tha~ ccn~ers::~ c~ 

19B: the 1~ esti"-.ate cf ~2 t.a:: reache:: LE 12.6 ci:::..c:-., c: 

which t~ansa::tions ~cney was on:'y LE 6.3 bil:icn. 

The present ~od~s ope:-an::i c! the CBE does 

itse:f tc coping with in!lati~na:-y p~ess~res in a ~a~~et 

econ~~Yf ncr does it hold ~~=~ pro~ise a~ prese~t fc~ se~v-

ing as an efficient channe: fo~ VSh!D funes. Potentic.:ly, a 

CBE reeis::o~nt windc~ an:: 6e=~:-itles traein; des~ co~::: be 

......... .. " .. ­
~ 1- .... ....funes, co::'~ining e!!l::iency and rarie dis~'.lrse:~.ent 

mal calIon UShID manag~~ent res~~~ces. In vie~ of its his­

tery and burea ucra tic or ien ta t1 on, we sugges t that i:-. p:- a:: t ice 

the CBE wo~ld be a dlfflc~lt partne~ for UShI~ in inn::vative 

financial expe~imentation. 
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b. PUblic Sector Co~ercial Banks
 

ftith the co~plete nationalization of the banking sys~~.
 

. . .in 1961, oppo~tunit1es for financial innovation ~= ~.':=e!"::.:.-

zation virtually disappea~ed. Be~~een 1961 anc 19~~, ccn­

key 1nstit~~ions rnentione~ abcve. By the ea~ly 197:'s ea:~ 

d:tic~ to t~ese cc~:e~cia: ba~~s, the~e we~e spec:al:ze:: 

ba~ks es:atlis~e~ t= deal in ~=~tga;es, social se=~~ity f~~=s 

~c~inally pres:~:n; ove~ 

t ~. i sir. s : :.. t .~ : i c na: f r a-. e·..·:: ~ ;.; ..'a s the CEE, "':-. i c ~. l:::::' t. he 1a : e 

19£:' s, ha:: be::o::-.e esse~tia:ly the ;o\·ernr.ent I s pay;-:··as:e~ 

fo~ p~~:ic sectcr enterprises. By :he 1970's, p~~lic sector 

financial decision-~ay.in; prerogatives were concent~ate:: in 

the ha~~s of the ~inistry o! Ecc~?~~·. 

Clea~ly, in this kind of financi~l en... iro~.e:it. banki:i; 

the ba:--.;:ir.; syste.-:-. \o'as the i:istru:;e:;~ ")f the st.ate fcr cc:"'.­

troll in; ger.era: econo::-.ic activity. T:-~ tendency to~ar:: 

lending specialization may have produce~ sorne scale econo~ies 

and fostered narro.... expertise in 5pecifi:~ lines of co~_-ercial 

banking, b~t it also denied bankers the opportunity of 
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gaining experience in diversified banking operations that 

are the hall ~rk of modern ·6uperrr~rket" banking. T~~s 

Egypt entere~ the era of liberalization with ~ome constrain­

ing 1r.stit~tior.al deficitso 

Alt~~~~~ there are per~aps so~e resid~al de!icien=es 

suggest that co~petition w!th the private bankin~ l;ector is 

!n o~= vle~, invclv~.ent of the p~lic sect~r banks 

C '''~ -- .....tise ~! these banks in prcject e~aluati=n, to the .----~~ 

ciency in ge~era:o hltho~~~ their pr~sent e!!iciency ~a~ 

be less than that of the private banks, we reco~:..en~ t~a: 

increase lon~ ter~ capital fo~.aticno Learnin~ by c=in~ is 

perhaps the best teacher anc the modernization of the p~z:ic 

sector is clearly served by their inclusion. 

c. The Private Banking Sector 

Certainly the most int~restin; and propitio~s aspect 

t Egyptian bankln; and cre~it is the de\'el~p~ent of private 

banking since 1973. The private banking secter is d!\o:cie= 

legalistically into cOj.~ercial ~nc inves~~ent banking branch­

es, b~t, as far as the terr.. pattern of lending is concerne=, 

this distinction is of little practical significance. Most 

of the La~ 43 joint venture and branch bankers intervle.ed 

said their loans were mostly to finance short terrr. traci~, but 
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virtually all said they either had some two to seven year 

loans outsta~c~~s or were considering such transa::tions. 

Rollovers, however, ap?ear to be use~ with growin; fres~e~::y 

b~' b::-~~ p~t':iC" an~ pri\'atle se::tor borrowers so tr.a~ r.-e:::'.:...­

te~ 1e~=:~; is larger tha~ re?orte=. 

A: tho~;:-. or,: y those ha:-:ks wi tt. at 1ea 5 ~ 51 t E~y:::t ia~, 0"'7.t:-:· 

sti~ ~~y dea! l~ LE, the relative attraC"~:ve~~ss c! d:lla: 

o~~ res~:::-t:::~.. 

pl~s a s=rea~ c: 1.3E tc 2.50t. 

bee~ ra:se= F~o;:essively i~ re::e~t years. A~ p:ese~,t, t:-.E 

re~:':i:-e:: ~.::-.L-:..:: rC·.. e C~ cc;-..-.e~ci.a: lca::s is IE'!, ...-:~;. r:: 

Ot~er rates a~th=rize~ ty the CE~ are 13 tc lSi 

0:-. loa ~ s t :: the s e r \' i :: e in:: ~ s try, a ~ ~ a r-. a y, i:- '':'''- rat e c: l:H, 

'1'::'''; s t:-.e 

cost c: cc:-.-ercia! cre:ii~ i:-: p::--..::-lds ca~ no...· be set t~· the 

market, as lon~ hS the e~~ilibriU7. ra~e is not less than 

16\. 
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~~ile the present mixe= currency syste~ serves tc a~-

tract dollars an~ other currency earne~ by Egyptia~s w=r~in; 

abroac, w~e~ co~~le= wit~ the gene:ally poor ir.ves~~e~~ C11­

rna t e j t ten =5 a 1setc 9 e ne :- atE a ~. e >: c e 5 5 6 U P~ l yo: 1 C e :-. 2. =- : (­

in E;YF~ are trans~itte= to fcrei;~ e~rc=::la: ce~~e:-s. 

C ... -_· +--­_.""' ...... -­
ir. 1~::. 

. . 
e·::::e~.cc C.Ec:­s~.::~ a;e 

S ·---- _ .. c:;Iy ---_. -- t.::is \. ie·...·. 

197E 1979 1980 1961 

Tv?e c: B;:>-'" 

p .. \-., ; ,........ --_ ....... Se::~::~ Be ~;: 5 632 775 670 -76 

Jcir.t Ve~ture an:: Private 143 207 39E 660 

Ir.\-e S~~ e:-. ~ Ba~l;·. 3 120 9E 13~ 14£ 

Fc:-ei;r. B:-ancr. BarJ:s 243 261 2'"t. 42 

TOTAJ.. 1336 13£1 1~t3 770 

So~rce: Ce~tral -: -~ :- ...Ba:--.:': c: E-"~"

More than a hin~ of fina~cial d~alis~. is no...· a;::::::a:e~t 

in the Egyptian banking syste~. The develo?~ent c: t~e pri ­

vate ba~k1ng se=tor under La~ 43 is cha~sins the s~~u~~~~e 

of the industry, and two distin::~ ele.-e:-.ts a:-e no·...· e"·ice:-.:': 
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one resistant to change, defensive and b~reauc~a~1c; the 

other modern, expansive and geared to the world loa;.a~:e 

funds marke~. In the market for foreig:: currency sh:rt teIT 

funds, CO::=.:tlOr-.S a~ prese::~ close:y reser..=le those ces::ribe:: 

_... -_ .ta;'.es the price as give=-.. LC'::al bo r rc',.;e r s c a~. \ "-+";:.'­

. - ..- ­... c: .. 

. . ­... " ,-,;-- ,......~, __ \0..'tr-.(: 

\O;:-,ile several 

the p~~:ic sector have ass~red us tha~ the 8u~ho:r1~les ~:~:= 

not interfere ~ith this 8p~roach, ~e ca::not ~ s~re c: the 

o!ficial res?onse until it is tried. 

1s that funding through sO~le me::r.ar;is~. involVing the co:?e:ra~io:-. 
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of the co~~ercial banks is 50 pro~ising that ~lte~natives 

deserve consideration and experimentation. 

d. Isl~.lc Banks
 

The K~~an forbids us~~y ~nd the Sha~iah (religious la~)
 

construes t~is t~ inclu~e a~l interest pa}~ents. Pro!i~, or. 

the othe~ han~. is merit~~i~~s. 

thE- ir.tE-: 1: ~St: 0: res:~r::es. 

pre::t in al: fir.an::al t~ansa:t::ns. 

engage:: ir. be:t-. c:;~.~;ercial ar.::: investment barit:.ing. Their 

a n I 5 : a.- 1:: b a:-. k t a ;: e 5 e :-: i r. t e r;:- e :: .:. ate t e ~ j' s t a ,: E- .:.:-. a ne·...· 

ven~ure , the ot~er partne~s rr.~5t agree c:-: a s~it~~:e sche:­

ule fc~ retiring the ba:-:~'s eg~ity P:S:tl~:-:. 

banr.s to the p~~:ic. C~rre:-:t de?~sits are net interest 

be a r in g, \or':-. i 1 e EO a v in; s a :i C i r. \' e s t:-· e :-.: de?:; 5 i t i. ear n d i \' i ­

denc rates that are co~?etiti\'e with the c~rrent dep2sit 

interest rates offered by ordinary bany.ing institutions. 
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Holders of investment deposits must agree to leave their funes 

with the ba~k for at leas~ six mon~hs. 

It is too early to evalua~e the performance of the 

two Ir,ai:: Is:'a:~.ic institutio::s in EC;ypt. The ls1a;..i~ I::~e~-

national .Ba:;~: fo~ Ir. ...es~~e:-.~ a:-.:: De';elop7,ent, the o::e \';'s::­

since O~~ober, 1921. 

..1c:::?e: te:-:- ':':"'.\·es~~e:-.:s. C:-.:·; :':"'(' 

o~ lc::~e: te:-:- ca;:i~a: ~': i:::::·..;stry. Like the rn~re c~~~e~-

tiOi.a: ba:-.!:s, tr.ese i::s:.it-';~ic::s, ii. the ex: sti::~ e::-:::-.:::-':~ 

p:epa:-e::: tc -~ a substa::tia: s:-.a ::-e c:P '·· 

Se.- a :- :. .::- C· r ­

t \:€ I 5 : a:-.:' ~ b a :-. :.: s i:-. E:; Yt: :. a :- e .­..... 
very ~~~~ pa:-t c! t~e F=-':'-

The" ..·s c'- tl-e•• _ r.c:;-:;:s,.:, ~ c~·.~.n ...'C _ 

represe::~ a p~o~:sin~ cha::nel for USh:: caFital. 

e. Ca;:ita: Marke~ Ins~itutio::s 

Although the ope::ing of Egyp~ to m-.;ltinational ba::~s has 

increase= the availability of loanable funds, most len::ir.~ is 

of a short terr.: co~..~ercial nature, p:-o\'ide:: by pu~lic De.:-tcr 

banks. The table foll~ing 1s a synthesis of da~a take:: 
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fro~ A. D. Little, Revie~ and Evaluatior. of S~al)-S=ale 

Enle~E~ises i~ Egypt and CBE da~a. We suspect that these 

data may nc~ he co~?lete or comp~e~ensive. They are inc!~=e= 

here or.1y to p~ovide a sense o! prO?~~tlon and a cor.tex: !o~ 

discussio:1. 

Exhibit \'-2 

The Str~=ture of Cree:t, 19E:' (LE 1-'_..:; 

Public Sectcr Pr.lvate Sector 
Bar.!'.s Ba:-.}-.s 

Co=-:~.er­ Invest- COl7".-.er- !r. ...es:­
cial mer.t cial me:-.: 

(D:iE) 

Sho~t Te=-~
 

Co~~e=-Cla~ Crecit 56£2 18 72:' ';43 70~E
 

Te:-:- Loar.s: 

1 year or less n.a. 45 366 .; 31 

M8re thar. 1 year 41 65 52 63 221 

Tot.al 5903 12E 777 692 770: 

These data incicate that most lenein; (921) is s~.c=-t 

te~ co~:ercial crecit ane r.18st cree:.t (77!) is s~::;:: ie= b::' 

onl y e i ~ :-. : pe r c e :; t 1ste rT: ere e ;. t a :; = 0 r. 1y t. :-. r e e per c e :-. tis 

fc~ m:~e tha:; one year. As a:rea~y nc:e:, ho~e~er, r~_~c~ers 

ITl8S·. 1 ikely increase the real s:-.are o~ inte!7.1eciate ter:­

credit. ~evertheless, hankins institutions in E9YF: are 

largely engaged in inte:r~,ediatior. that provides fo:- cc:-.s~;:·­

tior. rather than caFital formation. Give:; the thir.:;ess o~ 

the organized capital market, it should he worth~~ile to 
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exa~ine two pUblic agencies which are of central importance 

in the capital formation process. These institutions are 

the Na~ional Investment Bank (~!B) ane the Development In­

dustrial Bank (DIE). 

f. The ~a tiona 1 Inves t.r.1e:-. t Ban;: 

'The ~ational Inves~er'.t Bani: (~IB) is a concei t ane 

control de\· ice fer p'.:.l:.: i c funes , rather tha:: a ban~: in thE' 

us~a: se:-.se. Esta=:':is~e:: by La·...· 119 (195:;, l\:E is p:-::-: c: 

an atte~?t to co::solidate, ratjo:-.alize ane Si;-.?ll!y the 

syste.- 0: separate budgets ane funes that previo~sly t.a::: 

co:-.:::licate:: state flT.ance. Its prir..ary p~rposes dre to !:­

pro~ress o! proJect i:-:::_e:-e::tatlon. Eac~ proJect has its 

O~~ ac~o~nt an:: the syste:- is desi:::ne= to prevent trans­

ferri:l; !t:n::s a.~on:; projects or to current acc:::-..:nt as has 

ha?~:le::: i:: the past. Abo'Jt 6C! of l\:E I s prcJects a:-e re­

. "'­the ~inistry .1 .. 
v t; 1\' e :: an e the ~ i n i s try 0 f F1 a r. r. in::: . At the pre s e ~ t tine, 

~!E has more than 10~: projects in process. 

The sc~rces of ~!E f~nds include pensicn fune cc:lec­

~.,..:­ticns, postal savings, pu=:'lic co~pa::y surpluses, &tate 1" ...... 

getary trans!ers ane borro....·ings fro~ the l\atio:-.a1 Ban~: c: ESy?t. 

We have bee:: tole that any operating deficits ~re covere:: 

the ~inistry of Finance. At the present time, ~IB's average 

interest cost ts abo~t nine percent, while its lendi~g rates 

range fro~ three percept on social welfare projects to 11! on 

export orientec projects. There 1s a ne.... list of propose:: t'rE 
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lending rates which is as follows: 

Export industry 6-13 percent 

Cons~ructicn and 11 "
 
prod~=tive ind~stry
 

Social services 6 " 

Housin~ 7.5 " 

Lane recl~.ation 6 " 

Utilities 7.5 " 

Most ~1E projects are for one year's duration or less, but 

so~e are for as ~any as three years. 

In conclusion, ~!B is essentially a funding channel fer 

de=ision pro=ess invclvin; the ~inistries of Plann:n;, Fi­

nance, Ind~stry, present 

func:n; de?encs on a fairly narro~ circle of public 

agen=ies. Foreign assistance funds attached to pa~~ic~lar 

preje=ts apparently pass to ~!B through the Ministry of 1n­

ves~~ent and Econo~ic Cooperation. Althoug~ ~IE merits con­

s1deration as a channel for foreign assistance, there ~ay 

be too many diverse bureaucra~ic in~eres~s involve~ fer it 

to serve the particular purposes of UShID at this tir..e. 

Indeed, a USAIC strategy based on funcing the ~I3 ~o~lc re ­

qui re a grea t ar."!::unt of pre l1.r.:inary di scussion dne co::-.:: ro­

mise, followed by ~ontinuous dialogue and conciliation in 

practice. 
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g. Development Industrial Bank 

The Develop~ent Indus~rial Bank of Egypt (DIB; ~as 

es~atl1shed in 1975 as a public Bector institution and co~-

menced ope~atio~s in 1976 by ass~i~~ the functions and re-

Private In=~st~ia: Se~to~ U~it of the Ba~~ of Alexa~=~ia. 

The D~E is ..:-.:::lly o"";ie:: by the ~i~1st~y of Fi~a:-.~f.', 0:-• ....·:-.ose 

be~al! t~e Ce~t~a: Ba~~ c! E~y~t exercises co~s~~era~:e 

t~cl ove= t~e ~a~age~e~~ a~d opera~io~s of the DlE. 

t~ies. 

&i~=e loa~s a~e nc lon~e~ ~a=e to the p~blic se=to~. (D:~c~s 

gene~ally restrict sub-loans to private sector organizations.) 

Up until th~ee years ago the various industrial national G~-

ga~izatio~s Frc~i=e= lette~s of guar~ntee for 10a~s to p~b:i= 

Follo~in~ the dissclutio~ 0: these natic~al 

or;a~izatio~s, s~:~ gua~antees were no lon?e~ availatle. ~e 

understan:: that the DIB has s~!!ered so~e difficulties _it~ 

repai~ents fro~ p~~lic sector co~panies and that res=he=~:-

1ng is undertake~ in preference to more drastic action. 

Interest rates vary, fro~ 14 to ~6, currently, depe~d-

1ng on the type and Bcale of the borrowers. Donors a:-e said 
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~o apecify .1nimum but not max!Jllwn rates of interest to 

borrowers. ~here is apparently consider.ble d~n~ for OIB 

loans a'. the interest rates charged. Effective interest 

rates are aomewhat above thoae quote~ aince borrowers have 

~o sake an interest free cash ~epos1t with OIB.. Repaymer.t 

periods ~y go up to fifteen years, although twelve years 

is the normal 1D4X1mwr.. Average repayment periods are aeven 

to ei;ht years including a one-to-two years grace period. 

Security for a loar. 15 preferably a bar.k guarantee but other­

vise a ~ortgage 1s taken over fixed assets. Foreign exchange 

risk 110 borne by the borrowers. 

We understand that nIB has had consjderable cHfficulty 

in ~rketing OShID finance to borrowers whe:. other financing 

has been available. 

Equity positions are rarely taken thougt participatior.s 

include b~~k6, a leasing co~?any and brick ~Qrks. Eq~ity 

participation does not usually exceed 25\, and boaru m~be=­

ship would probably be reqUired for a ~to)(e j. ,'1 excess of 10\. 

It 1& not essential that a loan acccr.::pany equity participatior.. 

DIB has a aubstantial project appraisal capacity, al ­

though there have been critici.~s in the past of bottlene=ks 

and delays on the appraisal process. 

Despite very real attractions, DIB is thought to be an 

unsuitable channel fo~ AID support to the p~lic industrial 

.ector for two reasons: 

a) its concentration on private aector financing; 

b) ita ~iff icul t1es experienced in past OSAID funcHng. 
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3. USAID Stra tegy aild the Ba~king Sj'ste~. 

The preceding sections point to .o~e conclusions that war­

rant being kept in ~inc whe~ considering policy optio~s base:: 

on vari,::'..ls uses of the eX1s"..in; syste.-. One is tha: t:-.ere is 

P' ..... ) . GeE fi~a~:i~; me:~~::s, w~rker re~1tta~:es a~~ ct~er 

by interest rate p:licy an~ by its nur.;erc~s restrictive p~:::::y 

P:>' •ratios. Ex:ess d::11ar its .. - . 

A s e :- :. ;-. :: p:: i. :-. ... c:: 1:":::':- ~ a:-. ::- e 1s t:-. a t d',,: a: nat ~ :- e c: t ~. (­

syste.- . 

ities 0: the m::-e tra~:ti~~a: p~tli: se:to:- ba~ks. F~r ... :-.er­

the O:rE c: r.:: lend the.-.selves rea::::y to t:s.~.:: ;:.-::s. 1:-. 

an,,' use c: t::e c:~.-e:-cial ba=-:y.i~; s::'ste:-, i:-.s ... .:t·..::i:::-.=.: c:­

contra:::t~al fe~t~res w:~:d ha~e tc be desi;~e:: tc ass~:-e t::at 

fun::s we:-e used in Eg l·r ":. in co~:orT.".a~:e wit:-. tJS;":: g:a1s a~:: 

not i~ fcre1sn c~rrencJ markets abroad or in undesirat:e pro­

jects in Egyp .... 

In conversations with the CBE a recurring theme con­

cerned the threat of dornes~lc inflation and the ir..pa:t 
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injections of USAID capital funds might have on local rnar­

kets. Stability as well as liq~idity concerns are natural 

ana appropr ia te for cen tra: banr.er s, lmc any ne.. ins ~ i t u­

clude co~s~:tation \IOlth the CBE, as well as the ~:~~is':.r',' c: 

Fina:1:;e. 

F~rt~er~~re, i~ our vieft the CEE represe:::.s c:::::s:::era~:e 

fore	 tt::s p=:en:.ia: ca:1 be realized, however, CEE nee~5 a 

g=·;er:-~-e:-.·~ cx?e:-.::.:.:-.;res r..:::re in line .... ::.:-. re ...e:-.~es .... : ...::~ 

rr.a:':e CEE's c:,:-.tr:::: c: ba:;:·: reserves easier a:-.:: t!".e ce','€::=::-­

fro~	 c::n:ii.·,;=·,;~ treaf'..rr'ypress-.;re to fir.a:.:::e de::':-.:.:s. 

Give~ these c::~s.:.dera:1c~s, we su==es: t~a: care!-.;: cis­

evalua:io~ of the ins:'1t~t1o~s inv::lve:: precede V~:~ in:er­

vention in the capital market. Finally, given the a~-.;n~an=e 

of shDrt terr. funds and the official concern fur ir.:1a:'10n, 

polic}' ahould be designed to convert short terr. funds ir.:.c 

long tenr. funds, rather than siJr.ply injecting extra l1q-.;~dity 

into the ayster... 
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D. OVERALL ASSESS~£!~ 

Our assess~e~~ of the various 1ns~itution~ sugges~s 

that there 1s scope for USA!D to make a multi-1~stitc~io~al 

approa=~ to s~pp:rt and ref~r~ the public 1ndus~ria: 

se=tor. The ins~itutional assess~en~, in the li~~~ of the 

vario~s criteria ~erging in the course of this c~a~~er, 

15 s~~arize= ir. Ex~ibit V-3. 
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EXHIBIT V-3
 

INSTIT TIONAL ~SS£SSME'T
 

~ 
(;.o~ . • lI:Slla Public s.. a. •. : r'~ 5: d , 

POICIU. .~ ~: 'Hnll- W~., It u~ St::or lJ'Iur· 1.1l' una: ~~l.r: 

c.p,~Uac, of UI•• lD.ll ­ "arc en" ,ru~ 5,st_ hn. I(flUtU tl : ltu'loDi IUIUu:. ",Illn P\lft~ 

1 ­ tc.:c.: I U Itno:­ illoItll refon 
a 

Ii 

1. '1:L1itl:~ Itrue-

I IIItun.: rdon • • • • • • • • 
l. AtUoprUI, • ~ 

~1!lclt I 1 t.&.­ rl • • • • 
of !,","l!t 

I 
.~ 

fJa bh ,be. ~1 

of I !. • • • 
~. P," ~: I 'uuaal I luwCIt\ 

a • • • • • • 
(1Cl"~ ) lie-, 1 ...• 

,. "-rlt: or IUlU- I I'• • • • •tua .1 
7. ~: cll em 

t'S~ U:.A,DUlI • • • • , 
( ,,~fttu.l \) -

•• Pc~:UI for flst·e 
't~flnC'\1 of • • a 

I~. 

•• 'rra lor H.-Iol ~I 
.c C"1:S Ie 11110,..,. " • • a a • 
1~-:1 

1 . P1~rS It ~le 

J 
I

• • • • ~ •ac: : ••• 

U. ~PIlH:U7 to' I LJcor • • • • • 
..... la.ll: tl~ ...:. crltlrl. 
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VI. PROGRAM OPTIONS
 

A. INTRODUCTIO~ 

Log ica1ly, any prograr.-. option must include four 

uistinct ele7..e~~s: a m~ce, a target recipient 9rou~, a 

cha~nel a~= the terms o~ ~~lr.h aid is made availa~:e. 

There are several di!fere~~ can=ida~es for eac~ of these 

e1~~e~~s. F~r~he~, a partic~lar sele~tio~ fer o~e ele­

me~~ ma\' be c~ite consiste~t ~ith a ~ide ranee 0: sele:­
~ ~ ~ 

tions for the o~her three. T~us there exist in principle a 

vast n~~ber of pcssiLle progr~ options, each ~itt a partic­

\.:la:- se:ectl~~. fer ea:t e:e:'".e~':.. 

Ex~iLit V:-} illustrates t~is idea. The ex~it:t c:~-

sists cf a tat:e ~it~ four cclUi.~s for the four ele~e~ts 

t r. a t a ~. y p:- 0 ~ :- a:- eFt 1 0 ~ r.: '.,; s teor. t air. . I r. des i ~ f. : :1 ~ a ~. c F: : c~. , 

one opticn r.:i~~t be tc use the bankins syste7. (char.nel) tc 

pr~vide prefere~t1al-interest loans (terms) for the ccFital 

eq~ip~e~t p~rchases (m~de) of La~ 43 anc La~ 159 co~par.les 

(tarset;. Clea:-ly r.'.a~.y su::-. co~\-'inations exist, alth:n;~:-. 

would not be reas~natle to try to channel funds throu~~ r.:in­

istries to La ..' 159 cu"-,?ct:lies. 'Ihe T.e)' p:int to be rr.a::e here 

1s that, giver. a strate~y, the approp:-iate selection 0: the 

elements becomes possible. Thus the development of a con­

sistent overall strategy 1s a necessary pre-condition to the 

selection and effective implementation of a prograr.- optio~. 
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•	 CdpU .. l 1'111 )C~Lb (luoln 
or equity) 

•	 c..apU<tl cqulpmcnt 
(ell' IaUdcl) 

•	 Trulnln~ 

m.ln"Kcmcnl 
VU~ .. tlllll.. l 
f ImUle 1.. 1 

•	 Inlurm.at lun/lIla Illt:lle 
fcuulhl11ty uludlcu 
ccunumlc .1111I1 YhCU 
torulllu, ucudlwru 
other dunur lleu 

•	 Wit hJrdwal I rum puh lie 
Hcctor (zero tundll1K) 
total 
Melect lve (IPI, ell', 

Iu:alth cunt lnue1) 

•	 l::xpurl cllcuuruKclllent 

•	 U.S. prucedural 
chun~eM 

• one ycur wa it InK 
period 

l-.:<III11lT \.'1-1 

TilE CIIMI'llN1":NT:j IIF 1'/(llClv\H 111'1' IlIli:; 

( 1.,111111'1:. 

•	 I'uld Ie :.c," IIII'. pcrl',lp:, (;111": (t hc Id lIuk dledl ul'pru.Jc h) 
cUIIJltlullcd 011 r~lllrlll 

HllllblrlclI (lhc 11'1' uppruoIch) 
I..£w 1 ~IJ ~UlllP.Jlllcb 

Uanldllt: (illdlvlduul ur
 
I..£w 4 J ~ UlIIp.1II leu cUlluurtlulII)
 

•	 lluldlnK ClIlIIp.lllleio. t·.~;., Ncw IUlld 
I ur llJle~ 11 1~ lnduht r y 

Nt~W	 111111 II ut lOll (IICW III1 rd 
•	 Spec Ule IlIdll:.t r Icu. p.. !"t y Illveullllcnt l)4wk) 

e.~ •• leedcr 111­
•	 Sw.. ll cnlcrpeluc tUlld

dUlltrlcli
 
Vcnturc c.lJdtul t h'mu


•	 kCKlun.. 1 t.Jq;clll 
•	 S t 01.: k m.1 e kc t

•	 Infr,uat rller lire (.dullc 
ur euupled wl1 h Cuntractur tlrmu 
companlcH) 

Exl~llll~ thled party lnut1.­
tutlun 

•	 Aucllun tundu 

Tt: IlII:; 

•	 I::quity pluu lu.. ntJ 

•	 l.oLltllt Al onc. wl/!1 u e w II I 
out pre! c:ecul1ul r .. tcM 

•	 t:qully, p"lwlbly tcml10rAr 

•	 Variable :ntcrcut ralclt 

•	 Luanu wltl. "crc.. t1.v~ 

fCdturcu," C.K •• proa£rt 
..lve lnlercut rateu 

•	 Turgcl Inlt:rcMt pa~nl .. 

Grantu 

•	 Kalntcnancc ot value 
requlrca&:ntM 

• Loan guarantees 

H 
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In the 5pecific prograrr options th~t fcllo~, we have 

conc:entratec largely O:i one ele.~e:-:~ in eac~ as beii.~ t~je 

key creative feature of the optio~. 'This key ele..'7,e:;~ r..i.g:-.~ 

the:-. have ass:-ciat.e:: .... ith it a lirite:: range o! ch:,:cE:s fc:r 

the o~her ele~e:;ts. ~e fine however tha: AID co~l~ fre~~e:i~-

. . .
cc:-.s': ::era ~ ':0:-.: 

ar. in:::;,:s~rlal i:ivestr,e:it fl:~:: 

au=tio~:n; fl:n::s to thE: fina~cia: 6vs~err 

1:-. ce­

lis~e= i~ Ex~.:~:~ V:-2. 

. . 
t a ; e 5 a :-. :: c .: 5 a :: .: c :-. ": a ; e s , t t. E: 

AID's s~rate;ic criteria. 
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EXHIBIT VI-2 

CRITERIA FOR SEl.ECTI0!~ OF PROGRk.~ OP7IO~S 

•	 Creates capital for long terr investment 

•	 Raz:~c dis~.:rse."7,e;-,t of fu:-.cs to productive units 

•	 Foru: for ecc~~~ic dialo~ue
 

Adapta~le to chan~e= circ~~stances
 

ta:-;e~ 

•	 Acapta=le t: ~~:ti~le needs in GOE and U5AID
 

econ~:7".:":- strate:;::'
 

Builds capa:-ity tc resp~~d to f~ture needs
 

·	 Strate~:..c i~ s:-:p~ 

•	 Linka~e ~it~ other d8nor agencies 
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B. I~'1)USTRIAL I~"VESTME!\T FUl;D 

1. G~al a~~ Approach 

The goal of the program is to promote economic gro~th 

and £~~10i~P.~t 1n Egypt by providing an industrial fina~ce 

fun~ for long terr.-. lending, accessible t~ both the p~t: ic 

afl~ private industrial sectors. The fund has t\oo", ke::' cl:.jec­

tives: 

•	 to pro\'ide long terr.- capital fDr ir.vest::.e:-.~ b::' 

le~gthening a~j leveraging existing Iiq~idity 

•	 to cre3te alternative so~rces of ca~ita: by stre~;then­

in; liny.ages bet\oo'ee~ p~t:ic sector fi~.s anc the 

rne~ti~; p~t:ic secter ir.vest.-.e~~ in Egypt, put:ic 6ec~cr f.:.r::-.s 

have develope:: little experie~ce with banking criteria, a~d 

cOi.~~.erc:'a: ba:-.kers ge:-.era~ly ha\'e little un~ersta:-.::.::-.:; c: 

the capat:lities an= lo~:; te~ inves~ent needs of p~t::c 

sector firrs. Bcrro~in; is lii..ited to short ter~ loans fer 

operating expenses, altho~g~ these are ap?are~tly fre~~e~tly 

roll e d 0ve r, dis:; ''': 1 5 Li :; Ion9e r terr. 10a:-. 5 • As not e :: pre ­

viously, the ba~kii.:; cor:-.:-'.:.:-.ity is re:u:::t.a~t to rr.ay.e le:-.:; ter::-. 

loa~.s, gi\'er. t!':e pe:-cei\'e:: r1s;'. 1r. the E9::·F~1a:-. e:-.\·irc:,,_-e:-.:, 

historically, an~ the OF?ortu~ity cost of funds w~:ch c:~:= 

be invested ~ore lucratively else\oo'here. By 5har1n; the rlSy. 

of Ion; terr. investr.',er-.ts, the fund will encourage greater 

pr i va te inves tr.';en t and thus pI ai' a key rol e 1n 1ntroc~clng 

and atrengthening linkages between the b~nks and public 
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sector companies. The fund will provide an ~poTtant learn­

in; experience for both parties, while si..multllneously Tria i n­

taining linkages to the private sector. 

The cr~a~ive ele;..e~t of t~ . .lie 0F:10~ ~s its flex:t:!l~Y. 

\;r.,ile its key fea~ure is the c~.an:"'e' ';t· iI/. ..• .. . a:--. ancorp:ra~e 

wice range of rr.:>ces I tllTge~s and tern.s. r.;rther I i ~ is 

d Yn a::-. i c a F:: r 0 a :: r., i ~ t h a • i t c a ~ e \' 0 ' i \... ~.. '. .• ..ve n.1 n~,A.)er 0_ c.:~-

ec~io~s over ti~e tc acco~-~~ •............ a .e the
 cr.a~;inq neeas 

interes~5 of bc~~ the GeE anc AID. 

2 . I r: 5 ~ i t '-'; ~ 1 C :--a 

h key tc the prosra~'s success is tha~ C. S. I~~=:ng 

~ill be c~a~~e::e~ t~rc~;~ a ne~, ince?e~de~~, no~t~rea~-

cra~ic ft::'".':: u:-.e:-.c~·berE:':: by exis:in'J sta!f c::- c:r.er age:'".::as. 

a. 

suer. as tr.e r--;a~ic~a: lnve:.tj,'er:~ Bar:L In tir..e, we expect 

it tc be se:f-;e~erat:~g, ccr:~i~uin; tc m:~ilize ca~ital even 

in the atsen:e c! A:: pa::-ticipatio~. 

3. Ooe:a:io:-.. 
.... -The fund shc~lc be ... .. 

1tiate= by a s'..:~stantlal co~."':".itrr.e:'".t fro~. the C. S., pe:-r.aps 

$50-100 rr.:ll.1c:-. a:-.r:t.:a:ly at the O'.~tse:.. The annual cc:-.-::"t­

ments coulc gradually rise to a level 0:, perhap~, $2): 

million. The incr~,e~ts woulc be based upon a revie~ 0: the 

tunc's perfoT~ance and the speed 0: disburse~ent. 



Another factor would be the level of partlcipatio~ bj 

other donors, including the GOE. Advantages of GOE par­

ticipation include the posslble enhancerr,e~t of a constructive 

econo~ic d1alogue an~ availability o~ local currency fcr 

lending. Olsadva~:a;es, at least at the outset, ~1;~: be 

the P:-''-'-~ial ris;: of a dElaye': startu::, anc the in::reased 

co~o -~ decision-rr,akins. S.l:.":larly, partiC.lpa:lc:-. by 

o:r.L ° ~eral or ~~ltilateral dG~crs, s~::~ as the ~:r:c 

of a clear lJ. S. idE~tity, offset by the gc:.r. 0: p.:litical 

ne-.;trality. Jci~: participatic~, whether by 

other dcncrs, als: o::ers the p:te~:lal tc c:l-.;te tie:: L. S. 

d:sad~a~ta~es c: other ac~cr participatic~, the~, A!: ~~5: 

\.. f' .t,.e -.::-.'::, a:-.':: fer pelicy leverage c::erc': l::y 

joint or sele C. S. fun::lng. The key te the f1::".d is precisely 

its flex.:.tility; it ca:-. start of: ""itL C. S. [-.::-.::::-.:; b°':"o bE 

· .deS1sne.:: tc ac::c~:c.::ate futl:re pa:rti~.i:-?:i::::-. t·,' c::-.Er d::-.:rs, 

incluClns the possiti11ty of an eve.:tl:al p:-.aSf:-::H':: c: c. S. 

par tic 1 pat ion 0 r 0 per a t i 0:-. a s are \.::: 1\' i r. S f -..;:-.': . 

b. The fun d ... ;. 1 1 s :-. i ! t a = r.-..~ c :-. res;:.::::-. 5 : ­

bility as possll::le, fer prcJect crea:l~~, ap::raisal a~:: a': ­

~1nistration, a~ay fro~ AlC a~': onte eXls:ing financ:a! 

1nstitl:tions. In other words, the f.:.nancial se=tor a~= the 

public sector co~panies, rather than hID, sh~-..;lc be=o~E the 
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driving force tc bring industrial projects to the fund. 

The question arises, ho~ can banks and public 6ector co~-

panies be encouraged to do 50? In order to answer this 

questi~n, we nee= te understand the types of risks that 

a:-e involve::. 

Banke~s face tr.ree maln kInds 0: rIsk. 

t~e risks o! 1055 throug~ default, interest rate fluc:~a:ions 

sr.:~: te~ lea~s to 1e~; te~~ loa~s. 

yea~ 1ea:-.. 

- =- .... 
t~ ~ir. c~::e: tea .,' :: ::: t :-. :. s less. t.a·,:'i.~ _. 

of a l::i.:: te~;--

c! re~a~7e~~ ~a~' be less favoratle t~a~ the rate a~ t~e t:~e 

the :oa~ lS ~a::~. 

rr.arke: j,,:::~.: nc: be S~:flciei.t ir. the case ef len::; te~r- ir. ­

d-..:st~:a~ 1ear.s. 

Gi v e i. tt'; e t e ~ s t r uc t ureo f the i r de p :) 5 its, the i., b a :-; ~; 5 

are ur.·..·:.lllr,.::; to lei.= long terr., since they would thei. face 

a large interest rate risk. As a basic principle, ~E ~:~ld 

ngrue that econor-:e agents shc~ld net be ferce:: to be~: rls~s 

over which they have no control. Thus it wc~ld be ceSlrat:e 
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for the fund to absorb the risks of interest rate fluc~ua-

tions, thereby giving banks greater freedo~ to lend long ter~. 

At the &ame time, banks &hould be expected to bear de~a~!~ 

risk, since it is their proper fun~tion to judge the de~:ee 

of ris~ involved and to decide whether to accept or reje:::t 

tha~ degree of ris~. Since the fund ~ill rely on t~e J~~;-

rnents of the banks regardIng the viat:lity of the proJects 

be~:-jg funded, it is vItal that ba,.;;s have a stro:-.:; in:::e'.t':\'t 

to d~ a go~d J~~, 

to bear so~e o~ thIS burden, althoug~ they a~?eared re!ucta~t 

to bear al: the cre~~t risk of pu~lic sector co~~anles ~~:ess 

they w€:re backed c:,: a G~veri..-e,.t g~ara,.te€:. 0: cC~:SE- a 10: t 

"1": :.5 c~u:d be part c: a rf:-

C1 S:: ~ "':':-. t fa:::.:: 1 t Y a t the Ce:: .~ ! a:. B;i. ;, t., "" :-. 1 c:-, i ,. its €: :: .: s 

be asked to bear any interest rate cr foreign ex:::han;€: 

risk, sin:::e they 1n!luen:::e n€:ither. 

deal 1r. tr.IS W3Y ""ith cor.-:.,ercial bar.ks. Curre:-.tly, ea:-:-. F~:::-

lie se:::tor corpany is instructed to d: all its inves:~ent 

.D __ 
t::. ••banking wit~ one o~ the fo~r maJor p~t:ic se::~c: ban~s. 

there is n: legal barrier to d:versl!ylns to other banks, 

Further, there 1s a keen a~areness in ESYFt today of the nee~ 

to look for ne~ channels for investible reSDurces. Tr.is is, 

for exa~ple, 6peclfically mentioned in the ne~ puclic secter 
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la",' . The ability of the fund to leverage additional priva~e 

fund!;, we expect, will be 50 attractive that 50~e loose~ing 

up of t!ffective central controls on firms' 1nvestIrlen~ de:-isions 

is ver} likely. 
The fun= co~]d participa~e then through three C1S~lnc~ 

mechanis~s, separately or as a hybrid: 

(1) The f~nc co~ld make loans to co~panies that are 

(a::= there:c:e s:-.a: :.:;; t:-.E- r .l£~.) 

As ars~e= ea:lie:, it is crItical tha~ the de!a~:~ r'c~' 

be shared by the f~nd and the bank throughc~t the peri:c. 

Ar. J' p e "" c e :-. ~ a :: e s~. a :- :. ;'. :: r a ~ i cis pes 5 i tIe : b a :-. ~. e : 5 \00' E- 5 ? : ~. i. 

rate ris~ w:~ld be berne by t~e fund.
 

w:-. a ~ u :-...... :. : 1 in:: tea c ce ~ t t e :T. S c: 10;'. Se r t t-. a :-. 5 e .; e :-. y E ;: =- £ ;
 

to allo~ for th:.s, the ba~~s co~ld recelve all their repay­

rne~ts 1~ thE ea~11e~ ~a~urities, w~:le the las~ fe~ ~iS~~
 

accrue ex:-lusively to the fund.
 

(2) The fun= could provide all of the needed f~~d5 :0: 

an 1ndustrlal project loan in the forr. ot a terr de?~sit ~:.th 
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the bank. This approach thus reduces the liquidity risk of 

banks traditionally reluctant to tie up their funds for 

long terr.- lending, while the banlt. faces all of the credit 

risk in return for the potential inco~e from the ter~ de?~sits. 

Like the flrs~ mechanis7.., this aFproach minir..izes the manage­

men~ drain on the fund and AID by relying on the proJect 

appralsa: capability of the bank or other participa~ing 

financ1a! ins~itution. 

(3) As a varlant of the second me=hanis~, thE fun~ 

f ......--. 
the ty?es of ir.vestrer.ts tf.at .... ::~lc be perr-.issible. ! r. c~ r.c r 

p:)ses the least a:::~inistrative b~rder: for the fund, t-..:t has 

the p~ssible clsacvar.tage of reC:..lClng the fU!1c 's contrcl 

.. selectior. .. - .• aover prcJe. c. . ar~ t4_'~~L il'::. ~C.I prevent speculation 

COr7.:tr,e:it fee 6~loulc be cLarge': cr. u:-.-.lsec funds. 

c. apFroaches are p~ssitle for man­

aging the fund, ~r.icr. ~ill operate in~ependEn~ly of ar:y ex­

isting Egyptia~ institution. The fund cc~lc be ffianaged ty 

a skeleto~ staff consisting of a Dire::tcr anc Assistar:~ D1­

rector, each ~ith previous bar:king experience, and approprlate 

clerical support. Alternatively, ffianage~ent of the func co~lc 

be contracted out to a professional financial manage~ent 
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firm such as an international investm~~~ b~nking house. In 

either case, t.he fund would be audited by an independe:-.t, 

accountant who would monitor disbursements, and advised, 

e.g., on contractual Arrange~ents, by an outside atto~ney. 

The staff or contractor wo~ld be resp~nsible for ~ana~e~en~ 

of the funes, i.e., treas~~y operations, if t.he firs~ cr 

second 0Ftlons were chosen. 

In either case the fun~ wo~ld be overseen by a b~ar~ 

'P _~ .. '" -::.' ­I"'i... _ ... __ ••
a~.:: 

bankers, g::ve:;:.e:-.t reFr-esent.at1ves and rr.e:.-ber-s c: 

nes~ cc=-_-·..:~.i~y, rc~atec or. a stcsg::ere': t::5is e\'Er-y t. ....:: yt:~:~. 

. .. bI t S:-.:-":':'C e e:- :: :-. as::' z e c t.hat 

loa~s, allcacy e\'a:~a:ec ty the ba~ks. 

e. E:i:::~:l:~"..·.- . 

lie an:: pr-i\'a~e banks, including foreign branc~ ba~ks anc 

Isla:-:.c ba~.:':s. Other- financial ins~itutions s~c~ as ins-..:r-­

or be 1eng t e syr.c 1 ca tes Ii.ar.a:: ec by ban;:s. 

ref 0 rrr" 0 r a 5 a rat ion 1 n 9 de\' 1c e s h :)'..; 1d the d e:-.an c ! crt he 

use of the fund exceed its availatillty, the Boare ~ay ~ish 
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to consider guidelines such as: 

high economic rate of return 

•	 Law 43 status 

•	 Law 159 status 

•	 industries in which Egypt hds comparative advantage 

•	 co~panies in a sector in which price controls have 

been lifted 

•	 co~panies i~ a sector in which private entry has been 

liberalizec
 

· lab~r intensive industries
 

•	 co~pa~ies participating in A~ experimental ffia~age~e~t 

autono~y pro;ra~ 

·	 joint p~t:ic/private sector ind~strial projects 

•	 co~?anies whose managers have participatec in fl~ar.­

cial anc manage~ent trai~ing prog~~.s 

· feeder ind~stries tc a secto~ dee~ec sisniflcant 

The Board may wis~ tc allocate a fixed proportic~ {say, 

SOil of the funcs to p~blic sector co~par.ies (lncluc:~; 

co~panies outslde th~ jurisdiction of the ~inistry of Incus­

t~y\ and the r~.ainder to p~ivate or joint venture co~?~r.ies, 

or alte~nat1vely allocate the funds on an open bas:s. The 

risy. of the latter is that large p~blic prcJects co~lc 

quicy.ly absorb all the func's ann~al capital, unless a ceilln; 

per loan were applied. Another approach would be to ear~ary. 

all funds, at least for the initial years, to a particular 

.ector, such as food processing or building materials. h 

proportion of the funds could be eanr..arked for s~all enter­

prise; the small enterprise portion of the Production Credlt 

Project, for exarr.ple, could eventually be incorporated ~ithi~ 

the fund. 
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e. TerT.is. The banks or participating financial in­

'stitutions ..,o~ld pay a fee for the use of the fund contrib~-

tion, perhaps the Central Ba~~'& ~~xirr.~. 1nduEtrial rate less 

a 5prea~ &~!fic1e~t to attract bank participation. 

rower w~~ld be lent, in tur~, the fu~~ contrib~tion at t~e 

CSE rate or less, depen=~n9 on whether concessional rates 

are necessary to attract berrowers give:-. ttle costs of tie= 

u. S. aie. A ~rc;ressive interest sche~e ~:;ht be e!!e~t~ve, 

especially fer ne~ b~sinesses, in wh~ch berrowers pay 75i 

of the CEE the flrst year, 6)~ the next, an= sc on, until 

fe:e:-.=:e. :- .... : s s y 5 t e:- 1!-p ::: 5 e s j;. t ere s t rat e r i 5 ;: 0:-. b:. t.:-. t:-. e ... ~ ..::. _.. - , 

with a t~: year grace peric=, is envlsioned (consistent. ~:th 

The h::-.= IT.ay wlsr. tc target so::-:e of the interest repa~'-

ments (e.g., 2! o~t of a l2t rate) for a particular p~rp:se, 

sue :-. a s v 0 cat i :J:-.':: : t r a i n i ng, 0 r a C' c 0 ur. t 1 r. :; 0 r n:a r. a :; e:-.e :-. t 

assista~ce. S-.;cr. peripr.eral pr:Jgr-a.-.S 1:'.;::y, c! cc·.:rse, a 

more extensive staff than the skeletal verSlcn envis:~ne= 

at the o~tset. 
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4. Advantaaes• 

The fund approach offers a number of advantages: 

•	 Flexibility to incorporate a number of donors, finan­

cial mechanisms, recipients and to .cco~Ddate chan;es 

over tiJr,e 

•	 Increases ties between the banking ~yste~ and P~~~lC 

ind-..:s~rial f1rn:s, w~icr. will be increasingly lr?:;:-~r.;.: 

as p-":~:ie sector firrr.s create spine:: Joint ventures 

•	 Leverages and lengther.s liq'~lCity fa:- ir.d~5:rli:l pro­

jects 

·	 Encourages greater investment fro~ the caFl~al rr.ar~:e: 

st.i! t 5 the burde~. of pro) e ct rev ie·.... a~.:: rr.a~.a ge:-.e~. ~ 

fro~ h:: tc the flna~:lal sys:e: ­

•	 Creates t~e bas:s fc: future re!a:-r leve:-a;e an:: 

·	 Po~entla:ly stren;ther.s links between hID an:: othe:­

d~r.:: r s 

·	 Coulc evolve into a rr.echar.is~ that could CO~SC_l::ate 

other hI[, prograrr.s suer. as the unspent portior. of the 

PIr fund and the s~all enterprise p~rticn 0: t~e 

Could be=o~e a revolvIng fund an:: hence a per~anent 

source 0: investible res~~r::es 

Vocational Training pro9ra~s 
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5.	 Disadvantaaes. 
•	 Startup time may be marginally longer than would 

~ required by direct funding of banks 

•	 Depending on the size, co~p~sition and veste= ir.~er-

ests of the board of directors, there co~lc bE p~te~-

t1al 1nfig~tin; over criteria, etc. 

•	 An excessively co~plex weig~tin; sche~e for ration­

or be a disincentive to bank participa~ic~ 

~ithout concessionary in~erest, at least in the early 

years of repa~~ent, participa~ts may be 

· AID insistence on rcvie~~ng every tra~sa=t:c~ (C~~-

•	 Because projects ~ill be 6creene~ thro~5~ ban~s, 

financial ra~e of return will undoubte~:y bE a~ i~~er-

ent criterIa. Thus, so~e socially desira~le Fr:Je::s 

with	 lo~ financial rates of return ~ay be screene= c~t 

be~o~e eve~ rea=h1ng the fu~=. 

6.	 AID Crlterla 

Structural Re~=~ of Pu~!ic Secter. ProJects co~lc 

.	 , . r..a t e r 1 a _ s I •be funde= in libera112e= sectors (s~ch as building 

The	 introduction of putlic sector co~?ar.ie6 to the cc:~~ercial 

banking syste~ will encourage autono~y. 
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Private Sector Support. The fund will be accessitle 

to priva~e se=tor industrial projects, and could encourag? 

joint venture 6Fino!fs or ventures under Law 159. 

·~~~~~~'a·L !ns+l·t'·+l·or~' .~ra~oe-e~ts The f .. r.l~ L':."."t:-- -;: ..... -~ . ~ ..... . ...... n ••. ••• w - .. ­6ft .... 

... ­rel y or. the £xpe:-t i se anc capabl1 i ty 0: prover, f inane i a ~ .1 .. 
6titutions, with~u~ 5etting uF a bureaucracy of its ow~. 

The fun::, by 

to banks, w:ll conserve 1-.ID res~'.;rces. 

a ra r :,:: Cls:>..;~se~e:-.~, pa:-ticula:-ly if cisser..lr.a~e: a:-::-.:: a 
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c. AUCTIOl\ 

1. Goals and Approach 

The goals of er..ploy1ng the auction process are to dis­

burse capital res:)~rces quickly to the 1ndustr1.il se:~=.r of 

Egypt. for use 1n Ion; ten: 1nvestr',ents at least · ist ir. ten:.s 

of scarce USh:~ manage~e~t resourc~s. Throug~ d£si;~ c~ the 

approac~ tc be fo:lowe~, it sh~uld be possitle tc e~co~ra~e 

the l1bera112a!i~~ of the putIlc sector an~ the ~eve:=?~e~~ 

of the private sec~cr. 

The bas:: aFFrcac~ would be for USAJD to pu: up fer 

bidd:ng a SUF~:Y of non-neg:tiatle venture ca~it.l certi!l ­

cates, w:rt~ 5a~ $:~:,O~: ea:~. Tnese could be cc~ve:::~:E 

'0 .... _ or share i~ p~=le~ res:urces ~it~ other dDno~ ~ge~:ie~. ~.-

din; w~uld be ty 1nvitatio~ only. A variety of bld~ers c:u:~ 

'Ie attract Isla::.ic Banks and those adverse to pa~'in; 

explicit interes!, there would be no contractual reference 

to interest pa:{7.e:-.t. Ins~ea~, USAIC wou!~ specl!Y when 

pe "'l''''''';;~ pal..-e-"s for a su_-cess~~:~l~'--_._ bl'C' -- ... a· WDU:~ce.· .... l·~l~ .. e 

fall due, bu! tidders ~uld specify the a:-.r.ual a.;.:;un!s t~.E~· 

propose to pa~·. In stating its terr..5 for bidding, CS~:: 

would ffia~e clear that a successful bidder's paJ~ent strea~ 

should includE venture capital dividends as e return on 

UShID's cor..::.itment of resources to £gYF!ian enterprise. 

..... -..... .1'.1.... ­
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The wide range of choice available to fir~5 ~n de~er-

miT-ing the size distrib~~io~ of the pa~~er.t stte~ per~its 

each to take fn~o account the lengtt of the project gesta­

tior. pe:'"lO=, start ut= ces:s, brea~, eve:-. p::ints ana su::r. 

t: Sf: fr. \o.·~,:L:-. 

ceo.; 1C cr.J8:.e Ar, ar:~ rei=':.l a: e c:. s ~ :',:r."" 

rat ear. :: cal c; : ate the pre 5 e :-. t val u (- c : p a :::-, p :r c ;:'::l S f-:; F::::' ­

.. b . . b' .. 
''''';:' 0.; ~ C E- 5 f: _ f: :: : e :: [: ~ C '•.: \0.':,:' c : , ~ : 

2. 1:"".£~.:~·,,;:,::-~~.=: fe=~::e:",=,~~~------ -_.. _._---~---

J...:t.e: ­

ticipa~t i~ innovative fl~ancial ope:rations. p,,,":,. i 1 E: \..T S '': ;: :: E: .s .... 

that the possibilities of ccllat~ratio~ ~ith the CEE s~~_l~ 
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be explored, we are not sanguine concerning CSE's usefulness 

at this time. 

G:ve~ this app~aisal of the CEL, 1t seems bes~ to rely 

c~ the prop~se~ fun~ C~ O~ a tra~lng desk lodge~ i~ O~[ c~ 

t1,;ticr.s o! \,.:-.:.:!. L:S;'.:: ....,0":: c be a me=--~e::-. 

a ..--..: ....• l"~.:.. :: 

\rr- _..:.-- ...... .:i •ex::e:-tise ..... _ c_";:t::' c: rr.a:-ket ..-..~ 

c ~"·_··cIt lS C~:'~E t:-. ~ :- ... -- ­

t i 0:-. c: a ~ ~ e:-:-. at:. \' e r;,;: esc: a ~ t 1:: r-., t e:7. S ~ r.:: C;:.: 2. : ;. : :. ::- 2. ~ ;. ::-. s . 

It see~£, ne~e::-t~e:ess, t~a: t~ere are ce::-:air. r2.J::r s~::-a~e=~ 

e:!icie~~y c: t~e p~ocess ir. te::-~s c: t~e a::o~a::c~ c: re­

s:::~~ces. 

could be der.o~ir.ate= i~ eit~e~ pc;,;r.=s 0::- c::llars, b;,;t, s:r.:e 

the p:-irary P'~=-poSt? 1s to pL:t ca:;:ital fL::-.cs 1nto -the r.ar.:::s 

of dc~es~ic caFital users, 1~ see~s that the choice s~::-..::= be 

one most favorable tc local inc;,;st::-y. It see~s reascr.at:e 
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that the certificates should be denominated and paid for 

in pounds, with th~ provision that USAID would convert pouncs 

to dcllars at w~ataver rate the bidder is authorize= to 

trade curre~=y. 

'The pro:::e.~,s t~at are ass:lciate= wit~. Er,arketi:-.g fi:-.a~-

cial res~~rces that ~re tie= to Ur.:te= States pro=~re~e~t 

are not ~ i c; '''; e tot he a ~ =tic:-. p!" 0 Ce s s a s a 'W a~' of d:. 5:: ''':!" 5­

in; 

dea: 'W:t:-. tt'.e pro:::e::-, i:-, its 0 ..0;....·ay, so::-.e d::s=~ss:'2;. :5 

It s~~u:= be noted, howe~e:, t~at t~lS 

..... ,...; ..
D '- __ ~ • 

poses the a~=tl:~ is i~te~~e: to serve. 

to F::~':=e a ~ea~s fer ra~:= c:s::~rse~e~t o! CSh:: res:~:ces 

at least CS;":;:: i..a:-.a:;;e:ial. ccst, tr.e:-. s.:....-:-.::::.C1t1' i:-. ope:-a::o:-. 

pci~~s t= the a:te~~a~ive of le~tin; bidde~s dis=o~~~ t~e:~ 

propose= divide~= pa~~e~t 6trear..S ur.tll L. S. pr2=~re::-e~t be­

co~e5 ~arg:r.a:ly attractive. I:, or. t~e other ha~=, t~e 

bid=ers ~ig~t be aske= to propose ex=ha~ge rates the~ fi~= 

accepta::le for converting pounds to p:-ocur~,e~t dc:lars, 

as well as their pa}~er.t schedules. Bld=ers could the~ 

trade one cost against the other in deterr..1ning their op­

t1rr.~~ compreher.sive bids. 
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Concerning risk, there are so many variations p~ssitle 

on the the~e of risk reduction that, given the prese~~ s==pe 

of w~rk, perhaps SOie general ass~p~ions anc broa= p::~::~:es 

will s~=f1ce. 

bic=e:5 t~e~5e:ves. 

te:es~ r::'s:':s b:::-.e b~' ba:-.:'.s. 

Ass·::..r.~ t:-.a: t:-.E re~"':::-.5 C:-. a:~e::-iatl\"e asse~s a:e :-.:~ pe:- ­

a:-.c va:i~~y cf inc:\'1d~als and fir7".s tc: c:f:e:e:-.t 

.. -.at tr.e p:e5e:-.~ ti:""E, ho ....·e\'e:, d:vers~!l:at::::-. c:es 1:-. ­

clude lon~e: te~ ind~s~ria: loans, as loa~ asse~s a:e "'-- ~.-.... -­
cent:a-:ed in s:-.::rt te~ trace cre=:t a:-.d the e·...:::::d: ::a: ra: ­

keto One 0:'\'lC'..:5 reas::::-. is the ge:-.eral cli:7.ate cf u:-.:e: ­

A."'l~the: is the 

relatively higr., if ter.-.porary, level of interest rates a=:'road 

and the relative risklessness of the eurodollar rr~rket. La::k 

of m~dern industrial experience perhaps plays a part a1s::. 
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At any rate, to offset the perceived risks ass~ciatec ~:t~ 

longer lencing to inc~stry, USh!D ~igr.t conside~ in=lucl~~ 

conditions 1~ its auction co~tracts whereby it 5~ares de!a~lt 

anc in t ere 5 t r 1 s J.~ w1 t r. sec0]1dary 1 ence r 5 in d ire=t pre?::: :- tic:-. 

to the duratlo~ of the GeCO~~3ry len=lng to w~icr. tlccers cc~-

IT.it the~selve£. 

Banks ca~ also be en=o~ragec tG bid fo:- VShI: a~=:::~ 

funes by o!!e:-in; flexlt~lity in li~tillty ~!~age~e~: a£ t~ey 

T~:-n:~~ next t= t~e que5:io~ of resc~rce a::c==::=~, 

ability tc prod~:e sccially desirat:e res~lt5. Gi ve:-. t~;e 

6tru=t~re of p:-ices i~ E;y~t, a strc~~ case ca; be ~~~( fer 

inclu=:n~ contra:t~al restrlctions c~ t~e ty?es cf lean£ c:­

inves:~ents fer ~~:c~ VS~I~ res:urces ~ig~t be usec. Re­

liberalization of tr.e putlic se=tcr co~lc be encou:-a;ec t~· 

explicitly i~\'itin:: blCS fro~ flrr.-.s or representatlves of 

sectors that have engaged in co~?etitive pricing, palc 
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J ncenti ve wages, introduced ne .... products or pern.i t te~ the 

entry of corr.peting private .ector fim.s. In effect, in~o-

vative and progressive firr..s could be chosen and re~arcec. 

Thro~;~ 5electl~~ cf rate of returr. cutoff points, US~:: 

could ir.fluer.~e the efficier.cy of res~~rce allocaticr. ar.= 

by varyi~; t~e cuteff p~ir.ts a~~r.s d1ffere~t t~~s or c:asses 

of bidders it could previde selective e~courage~er.t or re­

ward desiratle be~avicr. 

It see~s clear that the auction approach provlde5 sev­

eral attractlve advar.ta;es. 

~ir.is:ra::ve C:5:. 

the effective de~ar.~ fer 

capital ir. ESYp: ar.~ it co~ld be cor.ductec wit~ little cr n: 

It s~=~:d have broad appeal, as Isla~:: 

institut1or.s nee~ n=t be disco~raged by deal1n; lr. ir.te~est. 

Finally, the possit,ilities for including attractive te:-:-s fer 

bidders ~u;sest that in operatior. the auctior. process c=~:d 

vatior. in the p~t,l1c sectcr. 

5. Disa~var.ta~es 

The pr ir.a ry d i sadva:itage of the auc tion s)'s te.- is t~a t 

UShID would have no voice in ch~0sing the spe:iflc proJects 

financed by the resources it provides through the auctio:i 

process. In fact, the nature of the process is .uch that 

precise control is not pOSSible. We do suggest, however, 
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that through dev1ces suct: as those mentioned above, the 

broad dH'is1ons of resource allocation could b: strongly in­

fluencc':. 

could be reduced tc an Acceptable level. 

6. J.. .. - Crite:-:a 

S~ru=tural Re!crr. of the Put:ic Sector. Use of selec­

t1vity in invitation and accep~ance of bids coul~ re~ard flr~s 

Fund s pa 5 sed tf.:- :y.;g~. bank 5 tc f i rr.:s '""0:': 1d i ncrea se 1 ir.:';a g E: 

The a:.:=tion process w:uld in­

'T- C: , •• '--a' Ito -a ... ~e-~-· S..... _ _ ........ - 1"\ 0';: ._ .....
 

w::::.; : ~ r e ::..: ire a r. i r. i:".?: : ad:: :. tic;-. t 0 b:.: rea uc raey a r. :: \10': u : d r e ­

lyon the proje=t evaluation and other ele~ents o! expertlSE: 

ir. the ba:-.:'::ng cor.-:-.:.;:-.ity. 

Econo:-ize C:-. A!~ ~ar.ac~.e:-.t Reso·~rces . This 15 o:-.e of. 
the major a~trac~ie~s of the aucticn process. 

prOVide fer extraordinarily rapid disburser.-ent. 
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D. STRATEGIC INDUSTRIAL FOCUS 

1. Goals and Approach 

This op~ion is bolder in concept than the other t~::.. 

Essentially it w:luld focus a significant amount of inte;ra~e= 

USh!D reS:lurces (financial, training, technology, ir.:c~a~is~) 

on one or m::.re specific sub-sectors of industry w~ic~ ~:~:~ 

be chose~ because they represe~t the core of a~ Egyp~ia~ e::­

no~ic gro~~~ strategy. It ~ay relate either to the basic 

industrial develcp~e~t 0: the cou~try or to the bUlld~~; u~ 

of its internat1o~ally co~pe~1t1vc indus~rial stre~;t~. 

In this respect we nc~e that ir.:lue~tia: E;yptia~s see 

the de\'elcp=-e~.t 0: their ccu::try or. narro..; l1nes r..:\"i~.:: !r:~ 

~-C:._-___ ... v.·In con~ras~, as tht 

University report ~e~~ions, the -Far Eastern pattern~ c! ee­

velop~.e:"'.t has S~:l·..7. hc·..·, for a cou::try wi~r. a large, e::~=at€:':: 

labcr force the asse~~ly 0: parts pro::'uce:: else;..·here 1:-. tr.t: 

worle may be prcfitatle. Mcre:lver, it beco~es possit:e 

forge a ba ck ...·a r d l1r.ka 9e to rr.a:-. u f a=t ure eq1.1 p::-.e:-. t a:-.d a f ::.:-..·a r:: 

a country like Egypt ou;:-.t tc co;.:ple.-:-.er.t the need to de·..e:'c;: 

the basic industrial sectors of industry. 

The goals of this option therefore would be to: 

· reduce the balance of paj71ents deficit 

• increase export .hare of GNP 

• increase industrial growth 
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This would be accompl~&hed by USAID assisting the GOE 

In developing and implementing on an incre~ental basis a long 

tern. econo~ic growth strategy. One concition of the succ~ss 

of this or~ic~ is to ma~e a conside~atle effort, at a ve~y 

high level, to dis=uss with E;yptia~ authorities the useful­

ness of the -Far Eastern pattern~ 0: develap~e~: w~:=~ s~:~ld 

parallel the strengthe~in; of the ca~~try's key bas~= i~~~s-

tries. It wauld involve a broa~ range cf aid fro~ ecc~:~:: 

studies to sigr.iflca:-.t ar..:)~.ts of cap:taL All w:'~:~ bE: 

co~ld grac~ally ex?a~~ to others. 

A ce~:ral feature of tt.is optio~ ~uld be tt.e a?p::~:-

me:-.: b~' the pres~de:-.t of a tas:': ferce co:,:".posed of a li.-.::e~ 

nur.be:- 0: t.ig:-. level C. S. alid Egyptia:-. business~.e::, e>:::e~-

a developing country context. Tr.ls panel be ex?e=te~ 

to playa vital role va:-iety 0: areas s-..;c:-. as ad­

vising on expart pra~ctioli and the p~rs-..;it of overseas ~ar-

ke~s c: 1~ the 1de~~i!ica~io~ of p~~e~tla~ co~s~ra~~~s ~: 

gro~th a~d &~ggest1ons fer their 8vo1da~=e. 

A professional Se=retariat wo~ld be re~~ire~ to coer­

dinate activities and to liaise betwce~ parti:ipati~g i~s:i-

tutions. It WQ'..ll d, however, be k ~?t to a ro.: nir..'r' 1e';€:: of 

staff, ~ay.ing use of independe~t professionals for ffi'..l:~ of 

the work involved in this option (including the detalle~ 

analytical and appraisal work). 
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To be efficient, this option should bP. backed by a 

significant amount of assistance - several hundred rr.illion 

dollars. Provision of the aid would take place thr~ug~ a 

routed throu;~. t~e p~tli c or pr i \'ate sector hanKS ar-.::/cr 

throug~ the ~:E a~d D:E th~u;~ we have re~arKee e:se~~ere 

on the inad~isat~lity of using these last tw::: i~stitutio~s. 

Ii. fact the target is ~:::re 1r..p:::rtant tha~ the c~ar.ne: in 

tr.is opti::::-., 

3, Operati::::-. 

The approac~ has twc funda~ental thrusts: 

tl the prc~is~:::n of aie o~ an integrate:: basis.
 

Focus
 

~e cons~der that USh!O sh:::uld mcve rapidly to fcllo~
 

up the B~st::::-. University st'..ldy ...·it.~. the ai;.- of ir.'.prcv:r-.; data 

in those areas where it was re~arKe:: as being wea!:, i~ creer 

to est.atlis~ m:::re conclusively the co~parat.ive advant.a;e of 

enter a pclicy dialog~e with GaE at the ~inisterial le~el 

intende:: to de:~.~:-.strate the co~.patat':'litJ' of GOE ec:::n:J~.i= 

goals, the B-cs'.:.or. University rep:::rt reco~__ e:ldatic,r.s a:-.:: tr.is 

strategic industrial focus approach to prcv1~ior. of C. S. aid. 

This process need not taKe unduly long in our vie~. Ir. 

order to further USh!D industrial su?p~rt as rapidly as pos­

aible, however, we suggest that there is a need to m~ve 
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concurrently wi th establ1sh1rHJ the framework fur an econo::-.ic 

st.ra tegy l>.S proposed above. UShID sho~1 d as an act of fa i ~:-. 

consider the provision of aid to one or m~re of the i~::~stries 

of the type 1is~ed ir. the Boston Uni ver s1 ty report as be::-.~ 

ones 1~ w~i=~ E;y~t has co~parative advan~age. Esse~:ia::y 

these were ei~her base:: or. local ra ...· rnateria:s, espe:-:a::y 

those W~;~~...... \"...,..a"'e COS" I\.· to ..... a~':; the 1;;._.'c..r- ...·e r:a .._w.'· ... a' r-r .LJ. ~--'- .1 s·~~'"~ ,.- - .. __ 

...... ..--'-'. ,... ... 

inte~sive use o! lab:r (s~:~ as ~icro-process~rs or rea::y­

rr.a::e garrr.e:-.ts \ . 

s~:~ a pattern of develop~ent 6~o~ld take place i~ a~ 

pro::;.;:ts, r..a~· nct re::-"::':-t: a dc;-:-.estlc rr.a:-ke:, b~t fc:- c::-.e:-5, 

may ce;-:-.~:-ise a:-. 1::-.::-:rta:-.t hor.-,e rr.a:-ket prese:-.tly fi:le:: by 

ir.':pcrts. 

~e believe tha~ this app~oach offers a potentia: d~iv-

ing force fer econo~ic gro~t~. 

One obstacle te the e!!icient delivery of is t~at 

it 1s ge~e:-ally 6~:-ea:: over a variety of dlf!ere~t ~:=es. 

Thus, fer ex~.~le, at present there are fo~r genera: cs~:: 

pro;ra~s devote:: to increasi~; prod~ctivity, bettering ~a~-

age:7',ent an:: moderr.izing tec:-.r,ology (i .e., IF:, I':';"::, \"':": a:-.:: 

IPP) . In our view, by conce~tratlng these co~pone~ts i~ a~ 

integrated way on a .elected ind~stry or enterprise (0:- even 

to a project within an enterprise) the contribution of eac~ 

of the cor.:ponents may be enhanced and the efficiency of C. S. 
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assistance much increased because all the facets of the aie 

would be applied together on the same prcje=:t in a very pra=:­

tical way: for w~1ch ever industry or indu6tries USh!~ fo-

C l 1 c;ed up;:,r., the s~p~ly of equip~er.t w~uld be inte;ra~e~ 

te=:r.r.ical assista:-.ce to 1.r..pro\·e Ir.a:1oge::-.e:-.t ar.:: Fr~::~:ti';;':Y 

to the 6ta~~ards req~:rej to use the e~~ip~er.t m2st e::;. ­

cier.tly. 

C v_-··".. _....: a:s: be 

to ge:1erate activity ir. feeder ind~stries. The ir.ter-re~a-

_ .l.- .... _
B::::: :-. t"" -- - _ .... 

ar.r.ua_~y t:::: a ~arke: ra~e, it is unlikely in the s~::::rt ter~ 

tha~ G~E be expe:ted tc dis~ar.tle its stru=:ture c: ir.teres: 

rates di!!erer.tiated by type 0: industry. Conseq~e~t~y, ne­

gotiations wo~ld be necessary on which proje=:ts w~~ld be 

financed by w~o::- within the overall industrial foc~s. 

4 . 

Suc~ an approa:h w~~ld be welcomed by GOE so long as it 

did not lead to unbalance~ growth in the e:ono~y as a whole. 

Dependl.r.:; 0:-. the industry, it could meet ~::iistry 0: Fl.i.ance 

desire to ena~le pu~lic enterprises to change their produ=:t 

~ix and achieve greater Fric~ flexlti11ty and profitability. 

Looking ahead so~e years, if UShID were to withdraw, 1t would 

leave behind a capability for assessing the total res~urce 
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needs of an indus~ry (physical, financial, information and 

human) and more 1mportantly a key change of err.phasis in 

economic polic}'. 

As me~tioned earlier, a co~prehe~sive integrate= and 

focuse~ approach 1s likely tc be mor~ effective tha~ a 

·targe~s of opport~ity ap~roacr." an:: CO''':::: also have a:-. 

ir..p~rta~t de~o~s~ration effect for other ind~stries. Further, 

it co~:c well achieve the most econo~:c use of existing 

asse:.s. 

\o;t: co;-.sider tha~ the option offers a cirect a.:-.~ e~!ec-

tive ...·aj· of li:-.king aid and 6truct~ral re:or;-. T:-.e ar~roac:-. 

pricir.;, m:re e:ficie~t 6ta~fing practices, a~a;"\::o:-:e:-.~ c: 

e:;:..:al ter;-,s. Alte:-r-.atively, rr.:;ve!':'le~t ir. t:-.ese areas c:;..:lc 

be par~ of the criteria for selecting the ind:..:stry tc be 

assisted. Finally, the approach is corr.patitle .:th the 

conse~s'.ls goals of USAID and GOE of 6eeking 1rr.prove~ balance 

of pay:r:ents and increased export 6r.are of G::r, e:7',::loyr:-le:-.: 

and ind:..:strial gro.th. 

5. Disa=\'a~ta=es• 

There i6 concern within USA1D at the relatively poer 

track record to date of aid to particular industries. \o;e 

auggest, however, that the particular er..pha6i6 of this op­

tion, i.e., meeting a particular manufacturing need .ithin 

an industry and applying integrated aid to it, offers greater 
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potential for success tha~ failure, especially if, before 

the choice is made a care!ul study of the i.ndustry or sec­

tor has bee~ undertake~. 

It IT'-"' •.. be arg~ed tr.a~ there are differences i~ s:::a:, 

eco~o~~c or ?~:it1cal culture betwee~ Egyp~ a~d the Fa~ Eas~ 

'Tc S''':''- 1..:;: tr.is a::::~oa::. ii. re:a~.ion to specified \;S;'.1;) 

cri~e:ia: 

Fa:.l::.~a~e S~n::~·.:ra: Re::rr. Tr.is oF-~io~ offers p:te~.-

11 be r a 1 .:. z a ~ .i c:-. i~ t~e ind~s~ry se!e:tion crite~ia 

P .,..;->:­._"-­

flexib:.lity tc be ac~ieved'
 

Pro~:~e Priva~e Se=~or. This would be fac:.:itate~ either
 

to es~a~:1s~ jcint ve~~L:re co~?a~1es or by a1de~ p~t:.:.c se: ­

tor activity ge~erati~g activity in feede~ 1ndL:s~ries. 

Cr.a n:.e: of FL::-.ds. As ~en~io:.ed, the target of a:.d ; ..­~ 

this optio~ 1s mere irr.?ortant tha:. the channel of funds. h 

qovernrr.e:-.~-to-90vernrnent qra:-.t may be appropriate if the 

highest levels waive the bureaucratic procedL:res. Other~ise 

this option ougr.t to use the banking Iyste.::-.. 
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UShID Ma~a3e~e~t Res~urces. The opt10~ w~uld re~~ire 

a 11r..ited staff for the board of directors Se=retariat, but 

the de.-:-.3:-.::: 0;' UShr: ma~age::-.ent res:Jurces would be r..i:-.i::-..=.l, 

by co;.=e;.tratin~ a~.i;.istratic;. 0;' tte Se=retar1at, i;.=e?e~-

T:-.: s ...". ~ .. 

act as a crl~e~ia tc c~~ose the ~PP~CFriate c~a~~e: 0: f~ncs 

des=r ibe::: a:":ve. 


