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Glossary
 

APCP 
 The Agricultural Production and Credit Project
 
(263-0202)
 

Bank 
 The Principal Bank for Development and
 
Agricultural Credit (PBDAC)
 

BDAC 
 Regional (Governorate Level) Bank for Development
 
and Agricultural Credit
 

CAMD 
 Center for Agriculture Management Development
 

EDP Electronic Data Processing
 

EMCIP 
 Egyptian major Cereals Improvement Project
 

ESF Economic Support Fund
 

EWUP Egyptian 
Water Use and Manaement Project
 

FSN Foreign Service 
National (Employee) 

FY 
 Fiscal Year
 

GDP 
 Gcoss Domestic Product
 

GOE Governmient of Egypt 

IMSP 
 Irrigation mianagement Systen Project 

IRR Internal Rate of Return
 

LE Pounds Egyptian - US41 = 
LE 1.35
 

MOA Ministry of Agriculture
 

Mesqua 
 The final canal in a water delivery system just
 
prior to farm or plot
 

NARP 
 Vational Agricultural Research Project
 

NES 
 National Extension Service
 

PBDAC 
 Principal Bank for Development and Agricultural
 
Credit
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PID - Project Identification Document 

PP - Project Paper 

PVO - Private Voluntary Organization 

PSC - Personal Services Contract 

RRT - Rice Research and Training Project 

SFPP - Small Farmer Production Project 

USAID - United States Agency for International Development 
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PROJECT PAPER 

Agricultural Production and Credit Project
 
263-0202
 

.* 	 SUMMARY AND RECOMIENDATIONS 

A. 	 Project Title
 

Agricultural Production and Credit Project
 

B. 	Prolect Number
 

263-0202
 

C. 	Source of Funds
 

Economic Support Fund 

D. 	 Total. Project 7oount 

AID 	- $123 million, GOE - LE 150 million
 

Proposed AID FY 86 O51igaLion : .135 Million 
Proposed AID FY 87-9-2 Obligation : $8 Million 

Propos.d GOE first year coniribi-ori : LE 42 Million' 
Proposed additional GOE contribi'Aons : LE 108 Million 

E. 	 TeLms
 

To GOE: Entire amount as a grant
 

F. 	Grantee
 

Grant funds will be made available to the implementing 
agency, the Principal Bank for Develornrent and Agricultural
Credit (PBDAC), and to the Treasury of the Government of 
Egypt. 

G. 	Coordinatin2 Aencies
 

USAID/Cairo, the Ministry of Agriculture and Food Security.
 

H. 	Implementing Agencies 

The Principal Bank for Develor-ment and Agricultural Credit,
 
and the Ministry of Agriculture and Food Security.
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I. Life of Project
 

Seven years: PACD September 30, 1993.
 

J. Project Goal
 

To increase agricultural inve:3tment, agricultural productivity,
 
and farm incomes in Egypt by supporting deregulation of the 
agriculture sector and introduction of a market based incentive 
systeal. 

K. Project Purpose 

To provide farmers with new technology, improved financial 
services, and expanded access to input supply, so that they can 
take advantage of higher returns to investLnent in a deregulated 
agricultural sector. 

L. Environrenta. Soundness of Project 

The activities of this project in regard to A.I.D. 
environir2ntal procedures qualify for a negative determination 
in cccpliance with the requirer~ients of 22 CFP 216 (Section 
216.3(b) of Reg. 16).
 

M. Project summary 

Historically, Egyptian farmers have been xiiong the most 
productive in the world. Previously, tey not only fed Egypt, 
but also provided surpluses for export. This began to change 
in the mid-1970's when annual growth in the agricultural sector 
leveled off at only two to three percent. This slow growth, 
accompanied by increased doi;-stic consumption, resulted in 
increasing annual agricultural trade deficits which by 1985 had 
reached $3 billion. The share of agriculture in real GDP 
declined from 29 percent in 1974 to 17 percent in 1983 and 
production had shifted fron crops in which Egypt has a 
comparative advantage tcW-ard crops with a lower economic 
return. In recent years, annual growth has been near zero.
 

The disappointing performance of the agriculture sector is
 
primarily due to a policy environment which does not provide 
farmers with incentives for increasing economically productive
 
investments. In addition, the government system dictates the 
area for key crops and availability of inputs. Farmgate and 
retail prices on many inputs and outputs are controlled and the 
end use of a major number of agricultural products, including 
he level of exports is mandated by the government.
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During the last decade, USAID and the GOE have sought technical
 
solutions to increase production. USAID/GOE projects have
developed technology that permits a 50 percent production
increase in cereals. The Small Farmer Production Project 
(SFPP) has also shown that a combination of new technology and
 
credit can increase production and incomes of even small
 
farmers. Horticultural and livestock production, which 
operates under less restrictive market conditions, has shown 
that Egyptian farmers will respond aggressively to an incentive 
based policy environment. However, government studies indicate 
the bulk of agricultural investments flow into economically
 
unsound, but financially very profitable enterprises.
Recognition of the severity and, extent of these policy effects 
has convinced high level GOE officials that policy changes must 
now be made in tandem with technical progress and institutional 
develo~nent to achieve increasessignificant in production.
USAID strategy is to support the GOC 
 in their efforts to

analyze the potential impact of the policy reforims and minimize 
the temporary hardships ill3sed by the shift to a more 
market-responsive sector. 

While the GOE is developing its new agricultural structural 
reform program, thu Agricultural Production and Credit Project
(APOP) will begin to institutionalize systemn davelopied under 
SFPP to transfer new technology and make credit accessible to 
small farmers and entrepreneurs providing farm related 
services. Funds ($23 million) will be used for technical
 
assistance,. training, auid coi,,rlodities.
 

The bulk of USAID project funds (,fl00 million) will be dollar 
denominated perforrmance payrments to assist the GOE to move 
agriculture towards a free market structure and will be 
transferred in tranches based on impementation of planned

changes. One indication oF performance will be the GOE making
funds available to expand the capital base of the Principal
Bank for Development and Agricultural Credit (PBDAC). The 
amount of performance funds relex:sed will be determined by the 
Bank's need for adJitional capital to meet the demand for 
credit which is expected to result frcm policy reforms. With 
this increased capital base, PBDAC can borrow LE from local 
banks to further expand funds available for farmers and 
businesses supporting agriculture. 

Depending on actual demand for credit, deposit mobilization, 
and cost of borro.ed funds, the Bank should be able to more 
than double the amount loaned. These funds will ensure that 
sirall farmers and entrepreneurs have financing available as 
input subsidies are removed and opportunities created by policy 

http:borro.ed
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reform. 
As the government decreases its role as direct
importer, distributor and investor, PBDAC will expand its
clientele to help private companies develop as suppliers of
inputs and services. 
This expanded credit activity and
technical assistance to modernize banking activities inover
300 of the PBDAC's 750 village banks will reorient the Bank as
primarily a 
financial institution and allow it to diminish its
role in controlling input supply and marketing. 
This approach
will support expansion inagricultural production as policy
changes are implemented. 

N. SvUiary indings 

The Project Review Coanmittee has reviewed all aspects ofproposed Agricultural Production theand Credit Project and findsthat it is financially, econcinically, tecnically, and sociallysound, and consistent with both the develoirent objectives of
the GOE and those of U&ID/Cairo as set forth in USAID/Cairo'sFY 1986 CDSS. The Project Review Cc -nittee hasdetermined furtherthat PDDAC is institutionall.,administering capable ofthe project as disCrssed in the Project Paper. 

0. Recarn.entiIons: 
That USAID/Cairo approve a Grant for k.23 millionin increme-nts to be fundedover a seven year p-riod, begiining withmillion in FY .'3586 for the Agricultural Production and CreditProject (263-0202); and
 

That the PACD Ye established at September 30, 1993. 
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II. BACKGROUND 

Egypt was self-sufficient in agriculture for 5,000 years, and

its nonnal crop surpluses were the basis of the great dynasties
of antiquity. Early in the Tqentieth Century, rapid population
growth entered the equation, placing steadily increasing
demands on the agriculture sector. The Green Revolution and 
other technological innovations have demonstrated that 
agricultural productiivity can be increased dramatically.
Egyptian farmers are known to be capable and productive when 
given adequate incentives. And yet the Egyptian agriculture
 
sector is stagnant, with no real growth in recent years.
 

A. Problem Analys'j 

The existing policy enviroment of controlled crop prices and
input distribution is inhibiting agricultural production in 
Egypt, resulting in a spiraling agricultural trade deficit. 
This policy regimen is inpleirnted by existing institutions for 
agricultural credit, extension, and input.distribution. The 
GOE has recognized the severity of the problem and indicated 
its intention to deregulate agricultural production. Hc,,;ever,
financial resources and technical aosistance are required to 
make this difficult transition. 

1.Sector Ir:%ct of Curient Policies 

The Egyptian agriculture sector was producing a balance of 
payn'ants surplus only 15 years ago. Ho;ever, beginning in 1970 
the GOE increasingly tightened the regulation of agricultural
production in order to provide cheap fod to the urban sector. 
Crop prices were controlled and production quotas assigned. In
order to persuade farr.!rs to produce at low crop prices, it 
became necessary to provide credit and inputs such as 
fertilizer at subsidized prices. The government increased its
 
control by becoming the sole distributor of these inputs. The

impact of these regulatory mechanisms on the agriculture sector 
includes the following: 

Production is controlled through centrally planned land 
use and cropping patterns, rationing of fertilizer, 
chemicals, seed and machinery. 

Farm returns are influenced by regulating crop and input
prices, and by dunping subsidized foodstuffs on the market. 
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Marketing is controlled by requiring farmers to sell
certain crops to the Principal Bank for Development and
Agricultural Credit (PBDAC) or government cooperatives
often at below open market prices and by controlling
exports of certain crops.
 

Input distribution is controlled through public sector
monopolies and restrictions on private sector rates of
return, including complicated regulations on trade.
 

Technology diffusion is limited by restricting farmers
making credit purchases to "packages" of inputs whichnot efficiently meet their needs. 
do 

Credit is restricted by regulating interest at rates
unattractive to cuTmrrcial lenders, by high collateral
requirements, aand by limited portfolio of eligible
inves ts.e,i ts. 

Controlled crop prices and the centrally regulatedprocurcment input andcontrol system have resulted inagricultural economy. a stagnating
Unreleased gover.nment statisticsindicate a deterioration of agricultural productionterms in realin the period 1980-1984. The problem has been magnifiedby Egypt's popLulation grow.'thwhich rate of 2.9 percent p.r year,requires 0qui.valent

just 
increases in agricalturo- productionto keep up in per capita terns. Rural-urban migration

further comr.Lounds the problen. The pop:~Uationdoubled since of Cairo haathe late 1960's, andgrown almost other Egptian cities haveas rapidly, leadingj to spiraling demandsubsidi:aed food. These for cheap
factors have pushed foodself-sufficiency (dcnestic production divided by domestic
ca)nsuinption) into a steadily downward trend.
 

Maintaining subsidies 
in the centrally managedsupply system imposes a considerable strain on 
farm input 

Direct goverru-ent the GOE budget.subsidies to agricultural40 million in 1981 credit rose from LEto LE 62 million in 1985.
soared from LE Inp[t subsidies100 million in 1978 to LE 340 million in 2983,as allotments of fertilizer 
and other inputs were increased.
Nevertheless, signifi*.:ant shortages inparticular types of
fertilizer began to appear inlate 1985, and agricultural
production declined.
 

2. Rural Reulatory Mechanisms 
A variety of GOE and local government organizations are
 
involved in the implementation of agricultural policy. 
One of
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the most important of these institutions is the Principal Bank 
for Development and Agricultural Credit (PBDAC). Another is 
the MOA's state cooperative system, often combined in rUral ., 

offices with the National Extension Service (NES). In the.past
both PBDAC and the co-ops have been centrally involved in the 
regulation of agriculture. However, it has been d6monstrated 
in pilot projects that PBDAC, with the assistance of extension 
agents from the NES, can be reoriented to help increase 
agricultural production. 

a. PBDAC
 

The PBDAC is a holding cinpany for l- governorate banks which 
implement GOE policies in credit, input distribution, and
 
marketing. Encompassing 750 village banks throughout these 
governorates, PBDAC exerts a very powerful influence on
 
Egyptian agricultural production. Loans are provided for the 
credit purchase of PBDAC-suppliod inputs, and cash loans are
 
restricted to s[pzcified crops. Credit and production inrputs 
are heavily subsidized, but 1I;iited availability generates 
shortages and requires rationing. 

The Bank is heavily dependent on GOE subsidies, which 
canpen,:,ate for the difference between CT mandated low interest 
rates for short term loans of 3.5 to 6.5 percent and the 
maximu2l legal rate of 13 percent. In 1985, the gross margin on 
lending was a negative .75 i.,arcent withovt the subsidy and a 
positive 5.6 percent with a subsidy. Even with the subsidy, 
interest rates of 13 parcent are insufficient to prevenu some 
erosion of Bank capital due to inflation. 

The PBDAC's input distribution function is designed for control 
rather than active merchandising. Heavily subsidized inputs 
such as fertilizer are rationed and provided at a fraction of
 
their real cost. Annual plans for input supply are determined 
upon the inistry of Agriculture's technical recorjiendatioris to 
achieve national production quotas, while maintaining discrete 
land use patterns. Actual input quantities are negotiated with 
other ministries and are subject to the availability and levels 
of funds for agricultural subsidies, foreign exchange, and 
state oeined prcduction. Even if the PBDAC wished to supply 
additional inputs, it does not posse;:s the necessary foreign
 
exchange. The Bank's monopoly on subsidized fertilizer and
 
many other inputs combined with numerous other government
 
regulations prevents the private sector fram responding to 
farmer needs.
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b. National Extension Service
 

The MCA's state cooperative system, often combined in rural 
offices with NES personnel, mirrors the policy environment,. 
Regulatory and agricultural management activities overshadow 
efforts to transfer new technolocy. Extension agents have been 
associated with implementing mandated cropping patterns, quotas 
and regulations relating to agrarian reform laws, pest control, 
input delivery, machinery scheduling, and data collection. In
 
March 1985, a Ministerial Decree specified extension's
 
educational functions, and though progress has been substantial
 
throughout the most productive regions, the increased emphasis
 
on providing technological information is reportedly incomnplete 
in soir outlying districts. (See Annex 8: Referenced
 
Documents.)
 

Most extension agents are untrained in appropriate farm
 
technologies and have little contact with researchers and
 
technical specialists. Furthermore, current GOE priorities for 
regulated crop production require only selected technological
packages. Without policy changes, extension workers face the 
unenviable task of technology low,selling" for mandated, 
monetary return crops to farmers who are interested in high

cash return investints in vegetables, fruits, and livestock. 

B. Aqficulturl1 Sector Policy Dialogue 

The GOE has been considering policy reform and assessing 
strategies for increasing agricnltural production. AID has
 
concluded that policy reform and deregulation are of pivotal

importance, and there is consiLerablu overlap in their 
respective positions. 

1. GOE Policy Reform Proqrain
 

The GOE has indicated its intention to restructure the economy
 
and the policies which impact upon the agricultural sector, and
 
to modify the operating procedures of the state organizati.orns 
which implement those policies. The agricultural economy must 
be transformed from one emphasizing central planning and 
regulation into a systen responsive to the economic signals 
genetated by a free market system. The agricultural reform 
program presented to USAID and the IBRD by the GOE in June 1986 
consists of nine measures: 

Liberalize prices for all crops in three years, except
 
cotton, sugar and rice;
 

Liberalize cotton, sugar and rice prices by 19987
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Eliminate quota delivery (compulsory procurement at
 
fixed prices) for all crops except cotton, sugar and
 
rice by 1986 and on the remaining crops after 1995;
 

Eliminate mandates on cropping patterns except -for
 
rice, sugar and cotton by 1989. Price arid opportunity

will determine farmers choice, which is likely to be
 
for high valued crops with export possibilities;
 

Limit state ownership of land to 4 .percent, used for
 
agricultural experiments and crop testing; all new
 
land will be sold to the private sector;
 

Liberalize import prices so that subsidies are
 
eliminated;
 

Eliminate input distribution monopolies of the public

sector and include the private sector; 

* Encourage young people to operate small modern farms; 

Proxiote applied research through contracts with 
reseaLch centers and institutions. 

2. USAID Policy Orientation 

USAID supports the GOE's reform strategy for agricultural 
develo[nre:]t in E.r'pt. USAID considers pricing policy, e::,rlicit 
controls over aicultural production and quota deliveries to
 
the GOE, and the lack of private sector involvement in 
providing services and inputs to farmers asmajor factors in 
the disappointing performance of the sector. USAID also
 
believes agricultural policy reform must be implemented faster
 
than the GOE has proposed. A model policy reform program is
 
outlined in Annex 7E.
 

The following series of policy reform outputs reflect GOE/MOA
 
and USAID concerns and are based upon a long series of
 
descriptive studies and analyses undertaken by the GOE.
 
Because USAID/COE policy analyses and discussions are
 
continuous, specific reform targets may change. The list below
 
reflects USAID's current orientation. Within a three year time
 
span, the GOE could implement, at a minimum, the following
 
policy reforms: 

Cotton procurement prices raised suLstantially to
 
induce farmers to plant more cotton area and to plant
 
earlier;
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" 	Red meat prices reduced to induce farmers to plant

less area in long-season berseem and to eliminate
 
uneconomic feedlots;
 

" 	The marketing of maize, broadbeans, and all
 
above-quota rice privatized to assure efficient, fair
 
prices to the farmer;
 

* 	Input subsidies to fertilizer and farm credit
 
eliminated to encourage private sector competition;
 

Private sector exports of oranges and other high-value
 

crops legalized and encouraged.
 

3. 	Policy Reform arid the USAID Portfolio 

USAID's policy "orientation has brought Jixbut a decided shift in 
stratey toward support for policy .ialogue with the GOE in 
support of policy changes. All of AID's resources allocated tc
 
the 	agricultural sector are used as forum-s for the polic'
dialogue. GOE policy changes can result in substantial 
additional AID resource.; being committed to the agricuitural 
sector.
 

USAID has restrucLured its. agricu.ltural j-roject portfolio to 
make larger commitments of resources fossible. USAID's 'ast 
agricultural portfolio consisted of suveral relatively small 
projects focusing on improved agricultural technology, and i.3 
dissemination to farmers. USAID's future portfolio will be 
concentrated on three subsector projects: the National 
Agricultural Research Project, the Irrigation Managerent 
Systems Project, and this Agricultural Produ(;tioi ani Credit 
Project. The planned $200 million mnendment to the Irrigation
Management Svstei.ts Project, the $130 million National 
Agricultural Research Project recently signed, and this $123
 
mill.ion project will provide substantial. resources in support 
of GOE efforts to reform the sector. These three areas of
 
program concentration have additional capacity to productively
 
use AID funds.
 

In addition to their use to support the policy dialogue, all
 
three are highly canplementary in the developient of Egyptian 
Agriculture. New technology is essential for farmers to 
capitalize on improved irrigation systers. Credit is required
 
to put new technology to use and for irrigation investments a't 
the farm and mesqa level which are the responsibility of
 
farmers. Improving the irrigation system to provide a more
 

http:Svstei.ts
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reliable supply of water to farmers will increase the
 
productivity of existing technology as well as the new
 
technology to be created.
 

In sunary, USAID's strategy is to maintain strong support for
 
GOE policy reforms and at the same time provide funding for key

elements in their agricultural developnent strategy--the

creation and dissemination of new agricultural technology;

improvemient of the River Nile irrigation distribution system;

and a farmer responsive agricultural credit system.
 

C. Small Farm Production Project
 

The APCP is in many respects a follow-on project to the Small
 
Farmer Production Project (SFPP), a very successful pilot

effort to introduce new credit systems in 74 of the Bank's 750
 
village banks (see PES, Annex, 8). 
 Since 19*79 USAID has
 
invested over $45 million in SFPP, and agricultural production
has increased considerably in project areas. lo'.liever, the SFPP 
was not designed to deal with Policy reform. It skirted major
government policies, such as mandated cropping patterns and
 
centrally determined 
 crop quotas, winning farmer acceotanc3 byconcentrating on crops providing high jonetary returns. SFP
 
did not improve the inEi.it distribution or m!rketing syst:-;.,
either through tie Bank or in the private secto.r. The project

strategy 
of creating strong village linkages betweeii credit,
extension and research has not vet lk7.en widely copied.
Modified credit systeis have not been established throughout
the PBDAC and the efficiency and financial viability of the 
Bank as a whole has not been strengthened. SFPP demonstrated 
that iimproved credit and technology will increase agricultural
production. However, it is apparent that relaxation of 
controls on crop prices and input distribution could generate
 
even greater increases. The APCP is designed not: only to 
expand the SFPP systems from 3 to 11 governorates, but also to 
encourage deregulation of agricultural production. 

D. Other Donors 

Several multi-lateral donors, including the World Bank, African 
Develop.asent Bank, and the European Economic Co munitv, have 
provided loans of $294 million to the 1OA and PBDAC during the 
past six years. These loans have financed fruit and vegetable
developwent, agro-industry develcimnent, fish farming,
agricultural inlots and farm machinery. 
At this time, the 
World Bank is considering financing the Second Agricultural
Development Project. This .139 million loan would support the
 
GOE's program to promote increased agricultural productivity
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through the introduction of farm technology packages,including

farm machineLy services, in seven rice-growing governorates in
the Nile Delta. Similar to other donor-funded projects, this'project would provide only minimal technical assistance to
 
PBDAC.
 

The APCP, while complementing other donors' efforts in the
agriculture sector, will be the first to link policy reform
with credit resources. Furthermore, the project will assist
 one of the key organizations responsible for iinplementing GOE
agriculture sector policy. Strengthening the managementcapabilities of PBDAC will improve the imple-ienLation effortsin other develormxent projects adrini!iz-rzI +Hirii,, nn?, 
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III. PROJECT DESCRIPTION 

A. Project Goal and Purpose 

The goal of APCP is to increase agricultural investment,
agricultural productivity, and farm incomes in Egypt. The 
purpose of the project is to provide farmers with new 
technology, improved financial services, and expanded access to
 
input supply, so they can take advantage of higher returns to 
investnmnt in a deregulated agricultural sector. 

B. Project Description
 

APCP is designed to ca.nprehensively address basic factors 
presently inhibiting agricultjral production in Egypt. It 
supports policy reform by encouraging the GO, to expand
acricultural credit during the transition to deregulation, when 
the remova. of subsidies may cause sc. e input prices to rise,
increasing tlhe credit requiremants of small, farmers. APCP is 
in~creen!:ally funded, ",wit annual obligations cor iticmn- l on .GOE 'prog in polic, and .:ith nts mTado i.ness reform iisbursc, 
respornse to GOE capitalization of the Princilpoal Bari! for 
I)Dev.-.F3ni: of Agricultural Credit (BDAC). The project also 
provides technical assist-ance for PEDAC, small faLmers, and new
private sector distrib Te pohcyJn[LtJ Ttois reform cmni>onent
 
interacts aith the credit and technoloqjy eiements so that the
 
effects of all are oreatly enhanced.
 

1. Policy Reform 

Tie GOE has proposed a policy reform program involving
liberalization of contiols on crop and import prices,
relaxation of crop production controls, ofand elimination 
public sector input distribution mfrnopolies (see list, section 
II.B.l.). USAID agrees with this program, but thatfeels its 
implementation could be accelerated. USAID considers these 
reforms vital for achieving the prcject goal and purpse. 

2. Annual Review and Incemental Fundina 

total USAID 
on GOE policy reform is very substantial. APCP's $123 million 
in AID funding is linked to the policy dialogue with the COE,
along with 4;330 million in additional funds frcn other 
projects. The incremental obligation of these funds is 
conditional on GOE progress toward agreed policy reform 

'Thie agriculture sector funding which is conditional 

targets, as well as the prior GOE capitalization of PBDAC.
 
Further inducement is provided by World Bank and I.-1f
interest
 
in similar policy refor.ns. 

http:refor.ns
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A high level USAID/GOE camittee will meet annually to develop
 
targets for agriculture sector policy reform for the coming
 
year and review program and policy reform progress during the
 
previous year. This annual review process has been used ,
 
successfully in the USAID water and wastewater sector portfolio 
for the past three years. Funding for monitoring activities is
 
included in APCP's evaluation budget.
 

The basic content of a proposed COE agricultural policy reform
 
prograri has been discussed and generally agreed between the GOE 
and USAID, but' it remains to specify and refine these concepts 
into agceed annual targets for policy -eform. It is not 
possible to specify annual benchmarks for the life of the 
project with any cet'tainty. Analysis of potential reforms and 
discussions between the MOA and USAID are continuous, so we 
expect that the reform targets for each new year will be 
specified in the context of changing conditions and the ongoing 
policy analysis. his is a major function of the annual 
perfor-once reviews. 

As a b sis for the first year distuL-sements USAID believes the 
following baruch:-:ks are approprirte. The-se are not final 
targets, beingj subject to negotiation between -,OA and USAID. 
Ho,:evrec, they rLpresent USAID's policy analysis to date, and 
are indicati.ve cf 
capitalization of 

the 
Pi'3DAC, 

level 
we 

of 
bel

reforns which, 
iuve iust be made 

along 
to 

with 
reach ~OP 

policy targets. 

Price Increazes for I(ey Crops 

- Announcement in Decemlber 1986 (bcfore planting 
decisions) of a 50 percent increase in cotton prices for 
1987 cro).
 

- Raise prices to end users of cottonseed meal in October
 
1.986 and cottonseed oil in October 1987 to reflect
 
c.i.f. import value, calcalated at the free market 
exchange rate. 

Elimination of Controls on Meat Imports 

- Eliminate government barriers to private sector imports 
of red reat by abolition by Dece , r 1986 of the 
requirement for approval of i.port licenses for red meat 
by the GOE. 

Elimination of GOE Monopoly on Input Supply 

-	 Pass new laws permitting free private sector marketing, 
import and inland transportation of all basic as well as 
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compound fertilizers; abolish the requirement for impor.t

licenses for fertilizer; all by Spring 1987.
 

Decrease Subsidies on Fertilizer
 

- Announce that during the 1986/87 crop year, prices for
 
nitrogen fertilizer will be raised by 50 percent.
 

The long term matrix of target benchmarks will be developed

from the proposed GOE policy reform program already listed in 
section iI.B.I. These reforms are considered vital for
 
attaining the project goal and purpose, and the project's
 
incremental funding is designed to facilitate their
 
irlementation. However, the specification and timing of hie
 
reforms into agreed annual targets must be negotiated by USAID 
and tie GOE in their annual review meetings. 

3. Expansion of PBDAC Capitalization 

Capitalization of PT.DAC is inade(uate to meet the present
credit requirements of farmers. Loan discurseaments must be 
rationed: due to liited capit.al funds, an] credit is available
 
only for cpecifirtx- inputs and crops. Der.:x'ulation of the
 
agricultural economy is e.-pected incr demand for
to j-

credit. Higher crop prices will imotivate " :,r.'2rs to expand the
 
scope zlnd intensity of pl-antirIj. Removd' ;-E subsidies on

credit, fertilizer, and machinery will idi::.-se the cst of
 
agricultural production.
 

The APCP will expand rural credit by supporting increased GCO 
capitalization of PBDAC of LE 135 million. 
Interest earned on
 
loan activity will be retained by the Bank and added to the
 
capital fund annually. The project will pr.ovide $100 million
 
in performance payments to the GOE over the life of the
project, with incrental disbursements contingent on increases 
in PBDAC capitalization. This requirement is in addition to 
those imposed by the policy reform discussed above. The 
disbursement process is described in greater detail in the 
Financial Plan (section V.). 

The increased capitalization is intended to provide base ter.a 
redevelopment of the PBDAC in order to improve its financial
 
viability. 
This will allow the Bank to borrow additional funds 
from ccmercial banks and meet increased demand for credit as 
investment opportunities are opened up by policy reform. Under
 
this project, the GOE and USAID will assess the capital

requirements of the Bank and begin a orogram for sufficient 
retention of earnings to assure adequate long term
 
capitalization.
 

http:capit.al
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Except in SFPP project areas, PBDAC currently charges between
 
3.5 and 6.5 percent interest on its short-term small farmer
 
loans and between 13 and 14 percent on business loans. The
 
loan funds made available to PBDAC by the GOE under this 
 -
project will be lent by the Bank at the highest legal rates:

currently 13 percent for short term loans and 16 percent for

business loans, with an additional 1 percent service charge on
 
both types of loan. Even these higher rates are barely

sufficient to keep inflation from eroding bank capital, but
 
they remove most of the subsidy from interest rates and put

loan activity on a more 
realistic comrercial basis. It was

demonstrated in SFPP that farmers will pay these rates when

adefquate incentives are provided. will mnitorUSAID PBDAC
 
lending to assure that interest rates are increased and that

funds are reaching project ;.eneficiaries, small farmers, and
 
businesses supporting agriculture.
 

By the end of the project P3DAC should have expanded its
capitalization by at least LE 135 million. The additional 
funds, along witi higher interest rates and the retention: of
earnings, will place the Bank on a firi[rr financial basis. It 
wi31 have expand-Cd lending to farmers and private sector
businesses supparting agriculture, facilitating the transition 
to c-erec'laLLcn and contributing to the project goal of higher
production and inccome. 

4. Jmprove~ment oF Credit and Extenzicn Services 

The PI3DAC w.-ill be reoriented and improved to better serve small
farmers and associa''ed village enterprises. The SFPP has 
demonstrated that this can be acca.-ipl ished by the application 
of technical assistance and training.
 

a. PBDAC Staff
 

The project will expand and upgrade the financial capabilities
of PBDAC at its headquarters in Cairo, in district offices 
located in each goveL-norate, and in 350 village banks in 11 of
Egypt's 17 governorates, To accmplish this the project '..'ill
provide a tecun of advisers to provide technical assistance to 
PBDAC. 
 USAID and the Bank have identified financial
 
mJanagement and analysis, credit and investment, personnel
administration and training, and private enterprise expansion
as areas for assistance. Management information systems will 
be developed to provide p-rtinent, tiimely information for
decision-making, with impzovement of the existing manual 
procedures at th: village level, and computerized systems for 
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eac/h governorate. Developing the precise scope and content of
 
the program will be an early priority of the technical
 
assistance team, working in concert with PBDAC.
 

b. Village-Level Teams
 

The project will develop village-level outreach teams equipped
 
to provide both financial and technical services to farm 
operators. These teams include a bank manager, a financial 
analyst, and an extension agent from the NES. Similar teams 
were developed under S-YPP, and the necessary inter-agency 
cooperation and coordination of training efforts was 
satisfactorily arranged. PBDAC will train bank managers and 
financial analysts in all aspects of farm enterprise, including

formulation and analvsis Of farm budgets, estimation of net 
worth, and financial analysis of agricultural investments. The 
tejas will be. trained and put in place as the PBDAC cei.pletes 
it organizational arrangemints in each governorate. 

The extension agents will be trained by the Ministry of 
Agriculture. It was previously noted that the ',?A has already 
redefined the role of exterision age:ts from crcp requlation to 
technical assistarice. }.,ver, these .orkers have ,e-gr,2r 
knowledge of appropriate tecinology for farm projuction, and 
require cosiderable training. It was d2m,)nstrated in SFPP 
that they 
technical 

can be redirected and 
sup[ort to farimrs. 

trained to provide useful 

c. Technical LsistaI'c?and Training 

Technical assistance will be provide,- by the project under 
host country contract. The project budget includes $9.6 
million and LE .72 million for this technical assistance. 
RFTP for a long term technical assistance team will be 
developed early in the project by USAID and FBDAC with the 

a 

The 

assistance of a mobilization team secured by USAID under 13E 
(8-A) regulations. During the development of this RFTP the 
consultant will work with USAID and PBDAC to scecify the exact 
conposition of the technical assistance team and its detailed 
work plan. At present the suggested cmpsition of the 
technical assistance team is as follows: 

" Team Leader (credit planning, management, and banking) 

" Credit Spacialist
 

" Quality Control and Loan Classification Spcialist
 



" MIS/Accounting Specialist
 

" Finance, Planning, and Budgeting Specialist
 

" Business Lending Specialist
 

* Marketing Systems Developnent Specialist
 

" Personnel/Training Specialist
 

Details on the suggested team and its technical qualifications
 
are contained in section VI. It is anticipated that the team

will be in place by JunaI, 1988. It will remain for five years,
 
providing 360 person months of technical assistance. In 
addition, the project provides for 45 months of short-term
 
technical assistance, which includes the pre-mobilization team
 
and sL~ecialized requirements of the technical assistance texn.
 

The team will provide technical assistance directly to PBDAC 
for the dosign and installation of managerrent and financial 
systems. It will participate in technical de'.eJ.opc-xmnt of Bank 
staff by direct advisory support and by contributing technical 
curricula to PBIDAC's training program. 

Te project budget includes $3.3 million and LE 4.06 million to 
suppor)t training of PBDAC staff and village-level teams. 'The 
PBDAC training prograi:t is adequate, with gocxd management and an 
experiencn! staff. It has training facilities at head..!quartcrs
and at many governorate and district offices. The Ministry of 
Agriculture also has a capable training staff and adequate 
facilities.. 

Preliminary plans call for training up to 9,500 PBDAC 
employees, but the final number of trainees and types of 
training await the management and training needs assessment 
which will be conducted early in the project by the 
mobilizaticn team. Many training packages have already beenl 
developed by SPPP, and will be available where applicable to 
APCP's finalized training needs. The technical assistance team
will assist in further development of training curricula, and 
participate in the training of trainers. The majority of 
training will involve short courses given in country. Overseas 
training will be primarily short courses for middle 
managoirint. No long term overseas training is planned. 

d. Required Equiment and Services 

The design of a management information syst,(::m for PBDAC is very 
preliminary at this point. It is necessary to develop a final 

'22 
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design of the MIS before equipment can be specified andordered. 
However, studies of PBDAC information requirements
and capabilities indicate the contours of a system involving
conputerized information processing at the governorate andheadquarters level and a streamlined manual system at thevillage level. The project budget includes $4 million for the
acquisition and installation of 13 computers at PBDAC
headquarters and the governorate offices. 
It is not feasible
to plan for computerization at the village level until manual
 
systems are improved and electric supply becomes more
reliable. However, the project budget includes funding forseveral hundred calculators and other necessary office
equipment and supplies for village banks. 

Tfhe project requires mobility on the part of host countyproject officials, since it covers 350 villages in 11governorates. Both PBDAC and MOA officials are recired to
travel frequentl:iy between headcquarters and governorate
district offices, and district officials 
or 

must cover the circuitof their villages in order to supervise project implementationand provide follcwup. The project provides 4 vehicles for eachof the 11 g,.vernorate bain!,s for(2 PTDAC, 2 for ..,,), 6 forPODAC hcadquarer', and t..'o tor tOA headquartcrs, for a totalof.52 vehiclo. TIhe budget includes 9.0,00 for thosevehicles and *75,000 for spare parts. The budget also providesdollar and LE funds for necessary services, inciudeswhichrefurbishing of space for c.-Triuter centers and classrooms,maintenaric, for c¢mupters, vehicles, and other co:utioditi.es, asWell as funds for project monitor.ing and evaluation. Noconstruction is planned for this project. 

5. Private Enterprise Sup-ort
 

The project will foster the emergence of privale sector iri itdistribution' and service firms. wrKstThe important mechanismfor this is policy reform, which is central to this project.The GOE will eliminate its monopoly the marketingon of nFp.,cs,liberalize imlort quotas on fertilizer, withdraw, su sidies
i.nputs, and pass laws permitting free private 
on
 

sector marketingof fertilizer and otheer inC.uts. PBDACThe will voluntarilyphase down its sub'sidized input distribution function in orderto better focus its expertise on providing credit and technicalassistance to emierging input supply firms. The project
provides technical assistau:-e for this new PBDAC role. 
The technical assistance team 1.1ill assist PBDAC to phase downits input distribution svstc m and assist new firms to performthis vital function. The cunposition of this team may bechanged after needs assessments are completed and opearatioiial 

http:co:utioditi.es
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plans are finalized, but at present it includes three members
 
who will be involved in privatization efforts. The business
 
lending specialist will work with local business councils to
 
specify needed regulatory changes and identify opportunities

for new business activities. The macketing systems developnent

specialist will assist PBDAC input distribution facilities in

winding dovm, and support emerging private sector suppliers in
 
measuring demand, assessing feasibility, and estahlishing their

business. The p.rsonnel/training srecialist on the team will 
help PBDAC. identify workers to be displaced from inlut supply
positions, designate new PBDAC staff or village-level team 
positions, and arrange training. The team will monitor PBDAC 
progre:ss in phasing down its input distribution function. 

Project activities with PBDAC will be coomplemented by the 
existing Private Enterprise Credit Project, which works 
priarily through ccrmercia. banks. This project provides
borrowers with foreign cirrency for investj'e2nts and working
capitad requireirents. The portfolio al:ady includes a larae
number of agiribixsinoss clients. ks controls are liberalized 
and a free matrket envirom.-er.t is established in the sector1lending criteria under this project v;ill bc assessed to
facilitate and increase the flow of resources and services 
available to the private sector serving agriculture. 

6. End of Project )tatIs 

The project outputs include agricultural policy reform, the
expansion of rural credit, and strengthening of rural, credit
institutions. Deregulation the agriculture willof sector 
allow a market-driven ecnor.iy where farmers are free to repond
to price incentives. The availability of credit will allow 
farmers to to deal with the higher costs of unsubsidized credit
and production inixits. By the end of the project the following
conditions will prevail: 

Farmers will have easier access to all inputs, including
credit, at market prices. 

Private dealers will have increased their share of the
input supply oparations, with PBDAC decreasing its 
operations. 

Farmers will be using improved technologies disseminated 
by village teams and private sector input supply firms. 

The number and share of loans to small farmers will have
 
increased.
 

http:ecnor.iy
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Farmers will be using greater quantities of inputs in
better combinations in response to market signals.
 

These conditions will allow farmers and subsidiary businessesto respond to price incentives with a more diversified array of
inputs, contributing to the project goal of increasing
agricultural investnpnt, agricultural productivity, and farm
 
incomes. 
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IV. PROJECT ANALYSIS 

The Agricultural Production and is toCredit Project designed
increase agricultural production through policy reform, the 
provision of support for the expansion of credit, and technical 
assistance to improve rural institutions. Extensive research
 
efforts were devoted to assessing the feasibility of the
 
project and the optimal design for achieving its objectives.

.The full reports of these analyses are presented in Annex 7. 
The following analysis is intended to focus the relevant 
findings of these studies on the feasibility of the project, 
and summarize their basic conclusions. 

A. Project Analysis 

The policy reforis vihicih are a central ccinponent of 70P"p are 
intended to increase agricultural production by relaxi.ng the 
pervasive coiitrols w*hich diminish farmers' incentives and 
inhibit their access to inputs and techlnoloqy. The project
 
uses increihental funding which is conditional progress inon 

policy reform to both provide incentive to the host governrent

and ease the transition. This mechanism is described in detail 
in sections III and VI. US-NID has been involved in similar 
incremental funding arrangements in its water and wateater 
r/ortfolio over the past-. tre'2 years, and has found it to be an 
effective approach to policy reform. 

The project provides 4;100J million in performance pa7,ments in 
response to prior GOE expansion of rural credit. ln concert 
with policy reforms, this is exp-2cted to considerably increa.se 
agricultural proluction. Econanic analysis of the costs and 
benefits of the project yield an estimated internal rate of 
return of 39 per-cent in terms of value to the economy.
Financial re'turns to the farm loan activities are very
attractive. 
nhe Economic and Financial Analysis is sLUtimarized 
below, and the full report is contained in Annex 7-B. 

The project is designed to improve the financial cap-bilities
of PBDAC. The Atninistrative and Technical Analysis assessed 
PBDAC in detail and concluded that it is the appropriate choice 
for impleienting the production credit elen-nt. Experience 
with SFPP demonstrates that PBDAC can absorb technical 
assistance and training, successfully redirecting and improving

its services. The Aministrative and Technical Analysis is
 
sturinarized below, and the full report contained in Annexis 7-A. 

http:increa.se
http:relaxi.ng
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The National Extension Service will provide extension workers
for the village level outreach teams, with the MOA providing
training facilities. 
The SFPP demonstrated that extension
workers can be trained to provide useful technical assistance­to farm operators. 
7-G. 

The training program is described in Annex 
I
 

The Social Soundness Analysis of the project concluded that its
benefits far outweigh its negative consequences. The analysis
is surrnarized below, and the report appears in Annex 7-C. Theproject has been declared exempt from any requirement forenvirormental impact studies, since it does not include anyactivities directly affecting the environment. 

The Foreign Assistance Act (FAA) Section 611(a) requires thatno agreeimnt or grant involving an obligation of over W100,000of U.S. funds shall be made until financial and other plansnecessary to carry out such assistance and reasonablya firmestimate of the cost to the U.S. of the assistance have beenmade. The financial plans necessary to carry outassistance proposed in the above 
the 

FY 1936 authorization, as wel.las estiriates of ,:the cost to the U.S., have b-,en preparej and
prescnt:d o- d2scribedi in this Agricultural Pcduction avnd
Credit Project Parer. UISAID has reviewed these plans and foundthem re sonable and accurate, and certifies tihat thereqair e.nts' of FAA 611(a) have been Allmet. sLpacificinterventionps r -quir Ed for thie implementation of the project
have been ientified and costed out, and a phased plan
developed fcr incremental annual authorization within theconfines of GOE p-ogress in agricultural policy reform and
available AID resources.
 

B. Su-inary of Economic and Financial Analysis 

Tle purpose of the economic and financial analysis is toestimate the degree to which the project's benefits to theEgyptian econory as a whole exceed the costs, and the degrze towhich the financial (cash) benefits provide sufficientinvestlment return to project participants. The dual nature ofthis project (policy reform and farm credit) hoaever, suggstsa separate analysis for each element. Of two,the the policyreform elemnent presents the most difficulty in attempting toestimate costs and benefits both with and without the project.Although economic models for the sector and economy exist andcould theoretically be utilized to estimate potential gains andlosses nationwide, currently available data and technical
expertise are not sufficient to the task. 
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Nevertheless, partial analyses by GOE, USAID and other donororganizations provide a wealth of studies which indicate thatpolicy reforms are essential to induce the gainsagricultural production required 
in 

to meet Egypt's needs.analyses provide a -Thesepartial measure of net benefit to the
agricultural sector if the policy reforms were to drive the
sector to an open, world market system immediately, to be
sustained for a ten year period (not a likely event, since the
magnitude of reforms will require several years to
accomnolish). (See Annex 8). 
 The project provides for the
acquisition of sufficient technical assistanceevaluate to monitor andthe econcmic impact of the reforms.and ccplete As more reliabledata sets and elem2nts of the economic model arc
generated and tested during the initial years of the project,policy reforms can be more precisely tailored to achieve the
desired outcace.
 

An analysis of the credit element is more straightforward, andis based upon the methodologies developed to e2asureand benefits the costsof tie Sall Farmer Production Proj!ct. In termsof value to the economy, the project has a high internal rateof rettu-n (39 L'ecent) and the finaricial returns to the farmloan activities range from 
419 percent 

36 pe.rcent (machinery dealership) to(Niaize production). Thie calculatiow, forest.aites are theseshow,:n in Annex 7-3. Farm enterprise budgetsa variety of crops updated 
for were to reflect currentandi technical recnx-iendations. 198G price,; 

reflect actual 
The loan mix was projected toSrMP experience and project goals forlending to increasednon -crop/non-li vestock purposes. Finally, current
shadow prices were used to calculate econcmic 
costs andbenefits. 

C. Summary of Technical an2 Administrativ:e Analysis
 
The primary GOE 
 institution responsibleadministration for projectis the Principal Bank for AgriculturalDevelopiient and Credit. This Bankachievemnt. has a strong record ofIts affiliate banks in each of Egjypt's 17agricultural governorates operate a total of 765 village banksand 4,307 agencies and provide Egypt's 3 million farmers withinputs and some credit. 
Unlike most agricultural credit
institutions, the PBDAC has achieved a very strong record ofloan collection since took over rural credit anddistribution from inputthe cooperatives in 1977. The purpose ofproject is to reorient the activities of the Bank 

the 
towards anexpanded credit clientele and reduce its dependence on
subsidies and input distribution. The Bank's strongaccomplishing record inits objectives and enthusiastic support ofproject concepts make it
an appropriate organization to
implement the Agricultural Production and Credit Project. 
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The Small Farmer Production project has been working with theBank since 1980. 
Through SFPP, improved loan evaluation and
 
technology transfer systems have been implemented on a pilot.,

basis in 74 village banks in 3 governorates. The project has
 
as of June 1986 extended more than LE 6 million in loans to
 
almost 46,000 small farmers and rural agricultural businesses.

The project has overcome the Bank's initial skepticism about
 
lending to small farmers as a result of very high loan
 
repayment rates. 
 In 1984, the GOE made the decision to expand

SFPP to 8 additional governorates. To support this effort, the
1985 Midterm Evaluation team reccmmended changes in team

composition. 
 Part of the team is now based at the P2DAC
headquarters in Cairo and has been working closely witji
headqarters staff in the areas of training, MIS/Accounting,
and bu.siness credit andlending, loan classification. 

APCP will continue SFPP programs to increase small farmer 
access to credit and ensure the financial viability of the

Bank. The project technicl activities will expand SFPP
systems to 330 village banks in eleven governorates. The

project technical assistance team will wovk with P3DAC to

improve managemront: systems in thZ bunking activities. Policy

reform objectives will also be supjx)rtcd by expanding lending

to businesses s,:pp.)rting agriculture to increase private sector

particiNat.ion in input distribution.
 

The Bank; management has played a key role in developing APC?
 
concepts and planning for their implei:.Kntation. The Ban!-: has

taken tie lead in developing the relationship bet}ween the

National Extension Service, the the Veterinarian Service,

Agricultural Research Center and university research

personnel. The arininistrative cequirer.,nts for the project,

particularly rci-orting on use of funds, well within
are its the

capacity. With technical assistance, the Bank plans to develop

additional programs 
 that ,;ill improve its management capacity
and reduce costs associated with current and planned programs. 

The National Extension Service is already cocp rating with

PBDAC. Tdgether they have already begun to lmpler,-nt SFPP
systems in the project governorates and have even requested
Bank cooparation in implementing th"ir national program. 'The
National Extension Service is coordinating with the Bank on 
every administrative level to provide planned technology
transfer activities. The Director of the National Extension
Service is a membL2r of the PBDAC Steering Carittee for SFPP 
expansion and has been personally involved 'inthe governorate

wide expansion in Assuit. 
Some project training will be
carried out by the £OA Training Dapartment, Center for
Agricultural Management Developgnnt and other local 
organizations. 

V 
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D. Summary of Social Soundness Analysis 

The analysis examines the project's compatibility with thesociocultural environment into which it will be introduced, thesocial consequences, benefit incidence and potential spreadeffects. 
The initial estimates of social impact are positive.
The full social soundness analysis is found in Annex 7.
 

Where there is real and tangible movement on dismantling of
pricing policies and crop controls, farmer receptivity to use
of new technolcgical inrxits will increase resulting in anincreased decand fo" credit. The flexibility brought about bychanges in P3DAC oParatiorls will enable farmiers to choose typesand amounts of inputs and will add to farmer receptivity.However, the policy reform agenda is inc:emental, and farmersmay initially be reluctant to change their prcductiontechnology. GeE mp-lenenters pre-red tobe Pust continuepolicy and aministrative reforms, even if the initial seriesdoes not result in an itmediate p Go]Iuccion increa.'se. 

Even under the reformed licy nd structure,
project. benefits are not cTuar;. deed to the poorest. Largtr
farmers will hav. (; -- ter acce-s to crtedjt, Leca ,se they arebetter credit ris,.. To alle,, im .al " er farrrs aacezscredit, the toproject aill intrc-,uce the SFPP mod l in aljozt
half cC the villace banks. 

During the transition of i.rm supply to the priva e cector-,farmers in reiote areas with initial ly exccssiv i r ,uttransaction costs will have to be procectcd. Additionalfracturing of tLhe extension service should be minimized throughprojec.t impler.nt%-ion r.hnisms which help safeguard theintegrity of the tfl2S at least from the governorate dCon to the 
farm level.
 

The metamorphosis of the PBDAC into a more bank like
institution appyears feasible but should be accanpIished with a
regard for providing alternative eiployment opportunities and
 
training.
 

The potential spread effect for this project has been madeapparent by.the pilot SFPP effort. Thiose eleants whichcontributed most to this effect must b identified andincorpcated into the new project. Information regardingextent of private enterprise involvement in the agricultural
the 

sector is not readily available and would be useful to projectstaff in planning and measuring the impact of their privatesector initiatives. 
 The increased availability of rural
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agricultural credit is expected to impact favorably upon women, 
as will the improved efficiency of Bank operations (i.e. with
 
training, data processing, etc.).
 

E. Environmental Considerations 

The purpose of this project is to assist the PBDAC to improve
financial services (institution building) while encouraging
deregulation of agricultural production and trade through
policy reform. The pcoject will provide US dollars to cushion 
the effect of policy reforms as the GOE provides the rcquired
additional loan capital to the PBDAC system. Additional US
dollar contributions will be provided for technical assistance,
 
training, evaluation and minor amounts of co.odities
 
(vehicles, conjUter and office equipment). These do not
 
include activities directly affecting the ernvironr -inu;

therefore, an initial enviroimeutal examination is not required.

(exception 22 Ci'R 216.2 (c) (2) (i) (x)).
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V. FINANCIAL PLAN
 

The Agricultural Production and Credit Project will be jointly

financed by AID and COE. AID will provide a grant of $123
 
million, and the GOE will contribute LE 150 iliion over the
 
seven year project life. The project consists of two basic
 
elements. The capital component involves $100 million in USAID
 
performance payments and LE 135 million in GOE capitalization
of PBDAC. The funding arrangements and monitoring mechanisiiLs 
are discussed below. The institution building caiiponent
involves *23 million in UaAID and LE 15 million in GOE 
funding. This ca7:onent provides technical assistance,
training, and ecqiiixient over a 7 year period to strengthen the 
institutional capacity of PHDAC. Cost estimates and financial 
plans are presented in section C below.
 

A. Funrdinc Mechanisms 

The GOE has develo.' d a structural reform program which
 
includes the framework of a more detailed plan for the
 
agricu Jtu-al sector identifying major pDlicy changes to be
 
imple:.ented ovcr the next three years. On an annual basis, 
 the 
GOE ".,d USAID will discuss the up-.cc/iring year's progra. and 
review the impleientation and impact of the previous steps.
'The bulk of project funds (jZ1, millicn) will be dollar 
denc-minated pcriforFance pa, ments to supV)rL the COE's prcgr:am 
to move a-iculture towards a free maret structure and will be 
transf(erred in tranches based upon imple;irctation of agreed 
upon changes. One indication of . rfccmance will be the GGE 
making at a min .m' the equivalent local currency available, to
capitalize the Principal Bank for Development and Agricultural
Credit (PBDAC). Conversely, the amount of tunds released by
the GOE to capitalize the PGDAC will be determined by the
Bank's need for additional capital and loan funds to assure a 
sound lending program and financial viability.
 

It appears that there will be enough demand for small farm 
loans to assure that funds provided by the increased GOE
capitalization of PODAC will be loaned at the highest allowable 
interest rates. A review of current SFPP experience indicates 
no difficulty in lending funds at the highest allowable 
interest rates for amounts no greater than $5,000 per loan. In 
1985, 27,000 loans were made by the 38 SFFP village banks,
which represents an increase of 34 percent over 1984. More
 
than LE 19.5 million in loans was disbursed, at an average of
 
LE 800 per loan.
 

Extrapolating these rigures over the three year policy
-performance period and assuming only 80 of the project's 350 
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village banks are brought into the SFPP program (avery
conservative estimate), 
the 	credit funds required to meet the
expanded demand for loans of less than $5,000 would exceed LE300 million, which is far in excess of the LE 135 million madeavailable through the performance payment mechanism.
 

B. 	Monitoring Utilization of Eryitian Pounds Associated

with the Performance Payments
 

Under APCP, one of the criteria for performance payments
disburselents will be the 	provision of additional GOE 	 ownedcapital to PBDAC at least ecq.iivalent
perforinance 	 to the amount ofpaymc.nts. This will be in the 	form of retainedearnings or direct capitalization. 
Increased capitalization
will allow PBDAC to expand lending to the agricultural sector,
particularly small farmers ard 1,.sinesses supporting
agriculture. 
Under VI-CP, the project will review pouiLd lending
made at the interest rates specified in the Grant Agreeveiet
(highest prevailing rates pe'rmitted by the central bank for
each typ2 of lelrring activity) to
funds being made 	
assess whether increasedavailableare 	 to qiiall farmers and 	husiressesand 	 if suhsidizcd lnding prozjrams are 	decreasing. At aminilpw.u, future perforrance dasbursunts 

upon matching 	 .ill bl,conditionalincrease in U-e arnour t
a 	

Of- fundsavailable 	 madeto Lm-all farners and businesses at the:-,- higher rates. 
The p!:r'jeC(t will. de.'eJ.op and inll - 'JLns11 " .4,SITCCo,:; I-"I/ac:t, system's illPBDLYC headguart -:s and 350 Ku,,Sillageto clas: <y andmonitor loan activities by type or. borrower,
classification 	 A :,i tar loanrsystem was used by SFPP, but itto project loans 	 was cmnly appliEdand thus provided little infor;borro;w,'ers under 	 ion aboucthe 	Dank's regular lending puogran. UnderAWIC., 
applied 

SFPP lending and classification procedures will be
to the entire village bank portfolio, rand IMS reports
will provide a much.more accurate profile of the 	Ban'sclientele aid 	lending artivity to ;nall farmers and rural 
businesses.
 

Concise classification and monitoring of loan activities willhelp to keep project funds focused on "s-allfarmers and private
sector agri-husinesses, and detect any diversion of non-project
subsidized Bank funds 
 to large farmers. Under SFPP, theproject made a capital grant of almost $ 26.5 million which was
used,directly as loan funds. 
These were used in 1985 to make
over 50 thousand loans 
to small farmers and rural entrepreneurs
at non-subsidizai interest rates of 10 
to 14 percent. However,during the same period the lending at subsidized rates for
poultry and livestock project ex.panded dramatically. 
In
 

http:de.'eJ.op
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1984/85 alone, LE 600 million was lent at an effective 8
percent interest rate to larger farmers. 
 Under APCP, the
project will look at the amount of capital funds provided to
the Bank, the amount funds borrowed against that capital, and
the uses and interest rates charged for those loan funds.
 

Under APCP, AID will receive several additional types of
information on PBDAC's expansion of lending. Current PE'DACreporting systems provide information on purposes of loans,
repayment rates, interest rate income and subsidies, and nuber
of borrowers by farmsize. (See Tables attached to Annex 7-A,
Administrative and Technical Analysis.) Also available arePBDAC credit limits by crop and by type of loan. Thisinformation will provide a baseline for estimating currentlending to small farmers. In subsequent years, updatedinformation can be used to evaluate change in amountinterest rate charges on loans and 
if seasonal 

to srrmill farmers. For exatople,crop loans expand by LE 300subsidies are phased out anr, 
million as fertilizer

93 percent of P,,,',s 2.96borrowers millionare znall farirers, the:n an estimated 2.75 millionfarmers re(:eived LE .79 mill ion. Data on intercostsubsidies can also be income andused to estimate averaqe inter-est chargedfor dciftorent tp:s of loans and dccuient trend in interest 
rates, 

Early in the roieencaton process. hese existing systrmisbe ie,dified to provide Letter information 
can 

to PDAC managementas well as AID. Fcr example, a cl.assification for businesslending and interest incomrie can be added. Loan rc.gu.ationscollateral onfor other types of lending can be reviewed to seethe small farmers are eligible for 
if 

which these types of loans aridtyp-es of loans are made at project interest rates.Although PJDAC keeps data on loan volume by term and purpose,the Bank does not keep inforw.t-on by size of loan. Datathe PBDAC and gcvernorate bariks can 
from 

be used to develop apartial profile of loans by size and term. This informationwill permit a better estimation of the number and size offarmers being served through PBDAC's medium term prtfolio.This information 
developing 

will be very useful to PDAC management iniTproved internal loan quality evaluation prceduresand ptovide AID with important baseline information on PI3DAC'sclientele to assure AID that PBDAC is expan-3ing lendinq atcloser to market interest rates and that funds are reaching
intended b-neficiaries.
 

C. Cost Estimates and Financial Plan 
Detailed budgets are included for project funds that will bedisbursed according to traditional reimbursement mechanisms.
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Table 1. Estimated Pudgt (o0000) 
 for Agricultural 
Product on t Credit
ProjeLct (263-0202), Eqypt, 19t&C
 

u.:Project 

Total
 

LE 
 Totil i $ Eqcjiv (D)Eqtiv L I USAID + GDE
$
I....LE zI - LEI.35 

I $ EquivS I
 

1. e ec njc~j Alo anI(A~-(
Short Tor-m (A ----- ~~ . - - - ) 

- - ~ - C - - - - I (A)
Lon T-. .o700 -­

- - - - - - - +-- c6) (D) I 
,0700_ 

----

Project Support 7,200- 7, 00 _"- 700 
I7,200
-
 1,700 
 1,700 1 720 
 533 I 2,233 

Subtotal7,900 
 1,700 9,6002. -720 10,133
Training
 

Non Local, No., 
fegree 
 I ar0 
Coo I ­ -I. 2,$ - i .. 80o
I00 4.060 
 3,007 1 5,507


Subtotal 

bOO 
 2,500 I- - - - - - - ­3,300 1 4,00 
 3,007
3- 6,307
Conmudtiet
 

Computer, Preparation 
I
V h0le 000
En ,00 
 4,0--0


Spare . t -- 4,000
Spare P1rt7 Iz G~ 000 1 1,700Office Equipment, Suplig 1,257 2,059
- I1, 1'o ­135 75
1- 1,723 1- - - - - - - 626
- - - - - - 612 1- - - - - 1,937
Subtotal - - - - - - I7 ­ - 5-- ­5,--
 115 
 ,0
 
Sutoa 
 5,065 l135 6,200 I 2,5264 . S e r v ic e s ,,0 1,8371 1 13,071 

Maintenance
Refurbishing
ReorbI 

Rrpar - -- 60
I 230 44I - 170 44
 

- 170- 2,604 1,t,9iVC- 1,929Evaluaticn ant 
 Audit 1 -ncon1 1,000
700 7411 741
200 I
9001 
 0 
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 1,493

S~~~~~b~~1----------------------------
-~ 


Suttotal I
PrcOject Subtotal 700 i---------
I 14, 4,5 200 00 4,6745,5:5 2C),000 3,477 1 4,t771 12,000 
 6,869 
 2a,889 

Inflation 
Contingency 1,000 1 1,511
- 1 2,511,000 1 
 1,200 
 9 1 
 2,889,
 

I

Project Total 


3,00 
 I ,240 11,23? I6. Capita~iziatiIn 34,209
 

-I 10, I.I I 100,0001,0
7. 0000I
Policy Performance 10,00 
 II --
I 
 0
 

- 100,000 1 
 9,000
 
1502z 111,289 1 234. "89
 

G.0 Gr n !1 
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Table 2. Projectod Expenditures and Obligations, USAID ;K.nCs 
(SCCO), By Year, for Agricultural Production ! Credit 
Project (263-202), Egypt, 1986 

Year 1 Year 2 Year 3 Grand 	 Suggested
Year 4
1 	 Year 5 Total Total Funding
- I 
I $ LE I $ LE I $ LE I S LE I $ LE I $ I LE I $
I S EquivI $S EquivlEquivl 
 $ Eu,.vI S Equivl I Equiv.I I
 

------I------------ II ------- 1l. Technical Assistance I 	 I I 

Short Tcrm 
 1 135 - I 135 - I 13. - I 
I 

13r 
I 	 I 

- 135 - 675 1 - 1 6751 .700 1Long-Tern 	 1 1,440 - I 1140 - 1,4-10 - 1.44(: -1 1,440 - 1 7,200 1 - 7,200 1 7,200 1Project Support I - 304 1 - 334 I - 3c4 I - C I ­ 304 I - 1 1,520 1 1,520 ! 1,700 1 
1----------------I----------------I--------------------Subtotal 1,575 	 --------------
157 	 ---------------
304 304 1 1,5751,37 304 1,L73 ZC4 1,575 	 I------ -- I--------I
304 1 7,e75 1 1,520 1 9,395 1 9,600 1
 

I

2.Train-ng 


N*ri-Lccal, Non Degree 1 172 - 1 172 - 127 - I 1Z7 - I 127 - 1 7251 - 7251 8001Local 
 - 3:5 - 393 I - .3 I, ­ 703 I - 516 1 - I 2,502 1 2,502 1 2,500 1 
- --- --- I -------- I -- ------- I--------------- I- --- ___-___ ---- I ---- ISubtotal 1 172 	 ---- I - -- I --- ---- I333 1 172 395 1 127 533 1 127 700 1 127 516 I 725 1 2,502 1 3,227 1 3,300 1
 

3.Ccmmcdities
 

Ccrputer, Preparation I 7Z0 230 1 750 230 1 7:0 230 I si0 
vehIces I 70 - I 

200 1 2G0 5 1 3,000 1 1,000 1 4,000 1 ",000 1 
.. 
 1 	 7801 - 780 1 8001Spare Parts I 78 - I -	 . 1 78 - I 781 75 1Ofrce Equipment, Suppl 400 43 1 1:0 30 I 0 
 - 1 200 60 1 260 - I1,190 1 133 1 1,323 I1,325 I 

S-------------- ------ I-------- - ------ - -Subtotal I 2,0CO 29: 	 ---- --- --- -- ---- I900 290 933 230 
 10 7:0 260 1 460 n0 
1 5,048 1 1,133 I 6,181 I 6,200 1 
4 I I1 1.Services 1 	 1I . 1 1

I 
-
Evaluation 1 	 I10 7z I 75 23 130 2 !I 7U 21 225 II2 	 II ----

75 1 675 1 225 1 900 	1 9002- - - 1 ----- I.---I-- - - -- II 
Subtotal I 130 75 1 73 Z5 2 10 25 1 75 25 1 225 75" 675 1 225 1 900 I .900 1 

Project Subtctal 
 I =,905 1,030 2,722 1,C04 2 2,7!2 1,112 1 2,527 1,289 2 2,387 945 1 14,323 5,360 I 19,703 1 20,000 

Inflation (M%) I 195 32 1 136 30 I139 Z5 I 12e 6% 1 119 47 1
Ccntingency (107) 1 412 

716 1 269 1 985 1 1,000 1103 I 272 100 1 273 111 I 233 130 I 239 95 1 1,454 1 539 1 1,993 1 2,000 1 

PROJECT TOTAL 1 4,512 1,185 3, 130 1,153 I 3,19- 1, 7- 2,9C 1,4z3 1 2,75 1,067 I 16,493 1 6,180 1 22,691 1 23,000 1 
II 	 I I ICombined Annual Total 1 5,697 - I 3,118 - I 4,478 - 1 4,370 	

I I I I - 1 3, 32 - I 21,514 1 - - 23,000 1I I I'.II 
Cummulative Total 
 - - I E,010 - 1,95 - 117,602 - 121,514 - I 21,514 - ­- 23,000 1I! 	 '
 I
Z.Performance Payments 22,000 - 120,000 - 2,000 10,00 - 100 - 200,000 -

I
I --

I
123,000 
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Table 3. Projected Expenditures. G-E Funds, 
(LE 000), 
by Year, for Agricultural Production
and Credit.Projezt (263-0202), Egypt, 1986
 

I Year 1 1 Year 
2 Yoar 3 I Yuar 4 I Year 5 

I 

I Total I Suggested

I 
 I 
 I "
I LE I LE I 

I I Fundirig"
LE I LE I LE I LE 
 I LE
 
-III 
 . ..
---------- I
1. Technical ------------ --------------
Assistance 
 I 144 1 144 1 44I2. Training 144 1 1441 720I 358 I I 720
ZZ5 479 1 945 1 1,933 4,070 11 4,060

3. 
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I 
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5 

6. 
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II 

I 
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I 
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I 
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15;240 
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.I 

II 



- 34 -


These budgets were developed with information from the USAID
 
Controller's Office, SFPP project budgets and studies completed

under SFPP. USAID funds will be used to pay for performance
 
payments, technical assistance and project support, overseas
 
training and a portion of local training costs, computers and
 
site preparation, vehicles and spare parts, office equignent

and supplies, and evaluation. GOE funds will be used for
 
capitalization of the Bank, local technical assistance, a
 
portion of local training, vehicle maintenance, locally

purchased eqcuipmen- and supplies, renovation of training
facilities and village banks, and incentives. An inflation 
factor of 17 percent for GOE funds and 5 percent for US dollar
funds was utilized. Anticipated appreciation of the dollar (12
percent) and allo,.cince for US inflation (5 percent) offset the 
estimated GOE inflatio.- rate. Local currency costs in the US 
dollar bu,]get which will be converted to local 
shown under training, technical 
office equi~menf: and supplies. 

assistance, 
currency are 

canputers, and 

D. Recurrent Cost Anlsis 

Recurtrent costs ol Le project are minimal. The 100 million 
in pe-formance pa,,ents and LE 135 million in capitalization 
are o.ed hy Lhe GO , and a--nerate no costs so long as they are 
properly invested. le 1I23 million technical a.sist;.,nce and 
trainiric I-dget is he'av ihly concentrate in non-rscurring 
e.er- siuch as pcocurem.-nu and insta.]ation of co-.pultors,
design of manageient information systc.n; s, and intensive 
traininc of staff. The inst ", r currinq costs will bo
for continuous folloiup training, and maintenance of coni..iter 
hard;.:are and notor vehicles. These costs will L offset by the 
increased efficiency of loan disbursem-rant and recW.,d keeping. 

No additional personnel are to be added to GOE cr local
 
governrnmt organizations by the pr'oject. Many new r'ositions 
will he created, particularly at the village bank level, but
personnel will ba recruited fzom those displaced by the PBDAC 
cutting back its input distribution function. PBDAC pr-esently 
pays incentive bonuses to its staff a v 
the anticirted financial burden is incon.euential in relation 
to projected cost savings and new revenues retained. Loans 
under this project will be placed at rates considerably higher

than the present subsidized rates. Since the profits on loan 
operations are to be retained by the PBDAC rather than 
forwarded to the Treasury, the minor increases in operating 
costs will be easily covered.
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VI. IMPLEMENTATION PLAN 

On the policy level, the key project implementation processwill be part of the the Mission overall policy dialogue andsupport to the GOE economic reform program. Disbursement ofdollars made under this project to support this policy processare described below. On the technical side the project will be
implemented by
i.e., 

the PBDAC. The Bank will cooperate with others,the Nlational Extension Service, private enterprises, andthe tDA to ensure that the project meets its objectives.Implementation of the technical component is described insection B below. Within AID, the Agriculture Directorate willhave senior responsibility for project management. 

A. Policy Refora Management
 

As discussed in section III and V, 
 incremental disbursementwill be managed as part of the overall dialogue process. The
performance disbursements made 
 underthat process. this project will support'he annual review of policy reform and progr.m
performan9ce will w;ork as follows: 

1. In Year 1, the 1IOA, US ID, and PBD-C will meetprior to disbursex-,ent of performance funds decide:and 


1lat sters will 
or have been taken which costituteimplenrntation of agricultural reform for pu'rposes of Yeari funding. Specific bench marks or targets will beidentified. In addition, they will agree on how nilchadditional funding will be provided PBDAC to run itshigher interest rate programs and how these'funds will bemonitored and reported. 

What policy benchumarks will trigger Year 2 funding. Thesewill be assessed at the end of Year 1. 

2. After agreement is reached on agriculturalachievements above and GOE funds are 
reform

made available to PBDAC,USAID and GOE ill sign a payment agreement and USAID totransfer the dollars to the GeE as a performance payment. 

3. Throughout the year, regular consultatiorsbe held as part of the policy dialogue process with 
will 

the NCA,PBDAC, the 1linistry of Cabinet Affairs, the Ministiy of Supply,and others to assess progress in agricultural reform.
Technical assistance for evaluation of reforms are provided inthe project budget under evaluation. 
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4.. At the end Year 1, for the purpose of approving
Year 2 funding the MOA, USAID, and PBDAC will meet and assess
progress on mutually agreed benchmarks and review PBDAC reportsV
on loans in support of the reform program (at higher interest
rates), estimate demand for capitalization in Year 2, and
specify benchmarks for Year 3 funding.
 

This then becomes an annual process.
 

B. Manaq~ment of Technical Component 

1. USAID Project Manaqement Responsibilities 

The Agricultural Credit and Economics Office (ACE) of the
Directorate for Agricultural Resources (AGR) is responsible for
project management. A USDNi Agricultural Developent orEconomic Officer (Backstop 10) will be assigned as Project

Officer and will be asSisted by: 

A.Project flanager designated to oversee and monitor thePBDAC polic" reforp.. associated with th project.
 

A Project Manager designatted to ad'inister all procurementniatters requiring 1.%ission clearance, for technicalassistance, training, comm-odLties, and services. 

Additional Mission assistance .ill be provided as needed by t1e
Offices and/cr Divisions of Project SuprporL, Finance, Legal,
Contracting, Training and Programs (DPPE). A standing projectco.nittee May be consulted to provid additional imnjlerntation
guidance. 

Implementation will be in accordance with Mission Orders and
all Handbook procedures. The 
 Project Officer will beresponsible for presenting financial and progress reports forreview by the USAID Project Review and Executive C'z.uittees as 
scheduled.
 

Project evaluations wilJ be implemented with AID directcontracts. Small business and minority firms (8-A) will beutilized to the maximum extent possible. Also, initial projectactivities prior to awarding the project host country contractmay be awarded using section 8-A contracting procedures.
 

2.. GOE Implementation Responsibilities
 

The agricultural credit element of the project will be
impleinted by the PBDAC. The Chairman of the PBDAC will be 
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the 	Project Director. Day to day activities will be managed 'by
 
a GOE Project Manager who will report to the Chairman and have 
responsibility for coordination with the extension service, 
preparation of reports to PBDAC and AID, management of
 
administrative support, and leadership of the total project

team with the assistance of the contractor's Team Leader. 

3. 	 Contractor Resonsibilities 

All 	of the project activities not reserved for implementation 
by [SAID or completed prior to arrival of the technical
 
assistance contractor's team will be implemented through a 
single host country contract with a private firm, consortium,
PVO 	 or other organization experienced in the development of 
agricultural credit institutions. 

The 	 prLme contractor's team will be composed of an eight person 

core group as foll.ows: 

a. 	 Teaim Leader 

This should be a senior person with extensive experience incredit planning, anacJ mnt and banking opeations. The T'eEa 
Leader will provide technical knowledge and leadership to the 
project and team. Ho %..i.llmnage the tewun meinbrs, working
with the appropriate PBDAC "anaging Director an(] their staffs. 

b. rersonnel/TrainiriT Specialist 

A manager e::p2rienced in runling a large banking in' titution 
will be needed to assist the Bank in assessing actual p~rsonnel
needs and developing p rsonnel nanageiment plans. A strong
background in training is also required. Experience undoL 
SFPP has show4n tiat there are a nimuber of Jocal resources which 
can 	be effectively used to develop training programs.
 

c. 	 Credit Specialist 

At the district and governorate levels, improved loan 
evaluation and feasibility studies should lead to an 
improvement in repayment rates. 

d. 	 Quality Control and Loan Classification 
Specialist 

Sinplified quality control systems have been developed under 
SFPP, but the Bank will need to develop additional
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sophistication as the loan portfolio expands. This function is
 
closely associated with auditing which also needs strengthenin­
and.reorganizaticn.
 

e. 	Manaement Information (MIS) and Accounting 
Systems Spacialist 

This person should have the extensive technical expertise and 
strong management background necessary to coordinate the 
efforts of other team members, short term consultants and host
 
country nationals. Local carp;puter technicians are available 
anud 	 will be utilized to initially manage conputer operations
and 	 train Banlk employees. Training in the fundanmentals of 
compiter science is also available locally. 

f. 	 Finance, Planning and Budgeting S-Ncialist 

This person will address capital and finance management to 
maximize funds usage, assist in fiscal planning for leiiding to 
support the policy reform program, assessrent of capital needs,
and improved budgeting to provide Lenchnarks to mnitor 
operating costs. 

g. Business Lendi.nq Specialist 

This s,*-cialist will help the Bank develop imprcved mLthods of 
loan appraisal, evaluation of loan pertori[iance, and baning 
services for businesses serving acgricult-ure. This i'ltxson will 
also work with local business councils to identiiy policy and 
regulatory changes needed to create an envirovinent conducive to 
private enterprise.
 

h. 	 Marketinq Systems Develo,,ent So.-cialist 

This person will work with the Bank and private companies or 
associations to identify business and investment oportunities
in distribution and marketing. Coordination with the research 
and extension agents may make possible the introduction and 
development of crops with export potential. 

The team should have technical skills as well as broad 
manageme:; t experience in their areas. Nearly 20 £nrcent of the 
technical assistance budget is allotted to hire local experts.
 
SFPP has successfully used local technical experts in training,
 
computer science, and accounting. Expanded utilization of
 
Egyptian consultants should broaden the impact of the core
 
technical assistance team, facilitate communication and hasten
 
design and implementation of programs. The team will be based 
in the PBDAC headquarters in Cairo. 

http:Lendi.nq
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4. Background and Strategy for Project Implementation
 

APCP is a follow-on project, and its implementation will be

greatly facilitated by the existing systems and experiences of

the predecessor SFPP, which has already developed viable
 
systems in 3 governorates. 
The precise manner of implementing

the project in its 11 governorates depends on arrival of the

technical assistance team and finalization of detailed plans.

Nevertheless, the experiences of S"PP provide some broad
 
contours and directions for implenntation of APCP. 

a. Expansion of SFPP s2ystems 

SFPP now covers eighteen village banks in Sharkia and Kalulbya
and has recently expanded governorate-wide in Assuit. SFPP
originally received ].ittle support at the PBDAC and 3DAClevels; in effect, the project team rather than Bank employees
supervised village bank activities directly. fl.e purpose ofthe Assuit ep:insion is to develon follow-up systeis within 1,OAand the PBDAC to use as a m.xiel for other qovernorates.

Careful evaluation 
will be needed to assess this effort,
particularly in maintainiing the quality cf extension and credit 
systems. 

UndeL SFPP, the technical assistance contractor worked in three 
governorates and increasinuly with PBDAC's Cairo headquarters.
In Nove:mbger 198.1, thie GOQE issued a decree authorizing ex.ansion
of SFPP systerms to an additional eight governorates. '1he,

technical assisLance tean assisted 
PBDAC in developing S17PP 
courses for these qovernorates. The intrtdyuctory traininq
courses have been used for over ,ai year, but impnementation hasbeen slowed by the alr::ice of SFPP follow-up procedures for the
Bank's regular supervisory structure. During thfe
governorate-wide expansion 

SFPP 
in Assuit, the project duvelopd

training courses for of Bank Underall levels persornel. thisproject, the GOE will continue to support expansion in all
eleven governorates. First priority should Le formation of ateam in PBDAC to supervise institutionalization of the SFPP process in the governorates on a full time basis. 

The Technical Assistance team will support this effort, tut
concentrate on developmznt of additicnal, new pcograms.
each governorate, a cone of top and middle level employees 

In 
isneeded to supervise impleentation at the district and village

bank level. This will greatly facilitate more rapid exu-nsionduring the later st.iges of the project. Tlhe decision to expand
governorate wide will depend on the degree of coordination
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achieved between the Bank and the MOA and required leadership
commitment to implementing'an intensive training program, tr
 
changing established ways of operating, 'to carrying out
 
aggressive follow-up and supervision.
 

There are 321 village banks in the eleven governor~tes included
 
in APCP activities. Although the purpose of SFPP was to
 
develop pilot systems, by the end of project SPPP will have
 
been extended to 74 village banks. The groundwork for project
 
activities in the eight additional governorates has been laid;
 
thus it appears feasible to extend the program to approximately 
350 banks during the next five years. 

During the first 4 years of SFPP, technical assistance team
 
mnibers trained village bank personnel Iersonally or during
informal training sessions. Under U-jis project, technical
 
assistanre team mrkers wil. work with Bank officials to 
identify needs and solutions and begin to develop trainin: 
prograr; at: an ea:rly stag. Graduate level courses for mid1e. 
and junior level managers in maimement, financial analysis and 
other areas will be used to give Bank 1-ersonnel a bette" basis 
for understa2ncing project activiLies. 

b. -,iY/Acco:;tinc..S'-,"s 

5TIe I:formation Syste, 11ana:ementtwo azpect:3: ofhas tyf:p2s
information ne&(ed by :-op nt, aanag,2;,ard srue. In nany cases, 
even the ,uil s'yste-s that the Ban'.; has are not set Up to 
provid imarage....nt with the tys of in-ori.ation nL3.ed. 1.3 a 
first step, a profil.e of ;:aag-ment inforf-rioqi needs must be 
developed and priorities assigned. In tose ciases n 
critically important, changes in the accounting system will 
have to 1, design(c: even within the cML ,_rscme ranua! systeM. 

In the longer run, the accounting sys:em will have to be 
redesigned to facilitate use of ca.-kters to proviC: timely
informat.)on to management. An analysis of tie Bank accounting 
syst.m h:s been cc.1pleted under a Canadian project prc-.- - , 

to developing a cconipter proajsal for the Bank; however, it did 
not include reccwr,nda t ions to improve and streamline Baink 
operations, oaly a proposal for comuterization of the existing
syster. The job of redesigning th;e entire PBDAC accounting 
system is obviously an enormous undertaking, a project in and 
of itself. The Canadian three person teamx need,-c" imore than a 
year just to documelnt the existing system. Under APCP, a fe;w 
high priority areas will be targeted and sihort term tee,ms 
brought in to get a des;gn completed. Th-se teams will work 
with the contracting MIS/Accounting speci:list to ensure 
consistency and continuity. 



- 41 -

A number of p:oposals have been made on the subject of
 
canpdterization at the Bank. Using this data, SFPP consultants
 
recmrmended that the best arrangement would be use of
 
governorate level minicomputer centers. The condition of
 
district and village banks combined with fluctuating power
 
sources and the expense of such a system makes commterization
 
below this level impractical. Streamlining the current system
 
at the village bank level and bypassing the district bank
 
manual system will be a considerable inprovement and make 
feedback of analyzed data to the district and village level 
banks. 

While the original SFPP project papar and ziiend-mant recognized
 
the inefficiency of manual accounting systerm, little progre:zs
 
was possible without the current broad, too mnagement
 
support. The I3ank has now hi red its a,'n U.IS/Accuunting 
Spacialist, to w:ork with the technical assistance ,' ntracto: to 
implenent a pilot pr'ogram in Ka]ub2ya and PF3DAC to proo:',s and 
analyze SFF? loan acc.inting sys2ems. Training has bhygn and 
new accounting svstcr..z for loans dev''o0t-',d. As soo' as 
harilware is rccived, test.ing can begin. 

c. L.'-, ,,- etControl 

Improved, strength ened ntnagement control systems were a 
priority acca identified by Dank Fnm .ntduring the 01sign 
prjces. Principal 2rc- f targeted are internal con'trol arid 
suervisuon, buting, auditinj and financial analysis of aiik 
performanc. Duri:V its c;overnorate ,..ide e>:vinsion in A;ssuit, 
the SP' P has Lben training Fank p .rsonne_ in T. ofiethijs 
control and follow-un to ensure that new m,,cthods of loan 
evaluation are used correctly. Project personnel have alsobegun ,orking with the Financial Analysis depar t of the 
Bank. Tiiris the SFPP teni. has only ro cently.Logun to address 
broader issues of Bank managbunt, Lit expects to make 
significant progress C-uring the remaining year of the project.
Ovrlap between the technical assistance teai's will be 
extremely important to provide continuity and avoid loss of 
man,entu2. 

d. Personn,-]. Mnanarent and Trainin 

P~i.' has been working intensively to develop training courses 
in project systems for all levels of Bank personnel. By the 
end of the project, these courses should have .nwell 
developd and tested. Bank and project personnel are now 
working on a detailed training plan to achieve the AICP project 
goal of expansion to 350 village banks in 11 governorates.
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APCP's broader goals include development of an overall needs
 
assessment and training program for the entire bank. 
This is,a'

formidable task since the Bank employs more than 35,000 people

in its Cairo headquarters, 17 governorates, and 6 branches.
 
The project is best addressed on a sector and governorate level
 
to incrementally meet the project objective. Bank management
began a process of goal assessment and organizational
development as the APCPpart of design process. The Bank would 
like to continue this as soon as APCP funds are obligated.

This process could greatly facilitate continuing work under
SFPP and implementation of the new project and should be 
Suppor tcd. 

e. Business Lending and Development 

Since ;ork in this area begin in Spring 19,30, a surprising
amount of prog.ess has been made. The Pank is considering
discontinuing its role aas machinery distributor. SFPP has 
supported an evaluation of Lhe Bank's relationship with 
machinery distributer and is prepared to assist the Bank's 
clients .in setting up their own machinery distribution systems
that w)u2.d piovic.' de:rorst:aticns and afrote sales services to 
farmers. The I} nk has req, ested proposals on ir, roving large
loan evalua tioni and qality control and is inter-Qstea in 
develo. ing be.tter mwthods of "orkingwih clients, 

-f. Lin j..... _olcv nsi.r 

Tie SE;PP model provided a viable and effective means for 
linking technology transfer frccl a broad range of sources,
including the National Extension Service, input suppliers and 
village banks. The project will wrk through the re-gular
supervisory structures of the lIES and other governmental
agencies to provide training and follow-up at the village
level. The 1iA and rrI3DAC will cooperate to provide: 

Village teams consisting of extension workers, financial 
analysts, and other specialists fro:n the Ministries of 
Agriculture and Irrigation and the private sector to give

farmers tested technology; 

Linkages to researchers, public and priv-'.e, and village
bank teams to provide training and information; 
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Technology packages adapted for local conditions;
 
Training to teams in appropriate methods of working-with
farmers and new technical skills;
 

Performance based incentives
 

A mechanism for local farmers to participate in

determining technological priorities.


In addition, 
 the Bank will provide loansmotorcycles for the purchase ofand an allowance to cover the monthly costs ofgasoline and maintenance. Incentive payments for GOE research
personnel will be available from GOE source project funds fromthat project.
 

The above discussion highlights 
 the continuity betweenAPCP. SFPPCareful assessmernt andof the prcqrecs madebe needed unc er SFPP willby the APCP te.hnical assistancemaintain mjnentum team in order toand overlap between the twoan i moportant priority. teams should beUSAID has a major oportunityachieve tothe pLioject goal of deregulating agriculturelevel of at thethe Banik if project manag- ient aggressive1y b,-c-s upthe technical assistance team and continues to discuss howpolicy concerns can be operationalized in P13DAC. 
C. jr.ementation S -hedule
 

The following provides 
 a preliminary action plan forinitiation of activities leading the 
to the acco:'lisuet ofobjectives in the areas of:
 

Technology 
 transfer and institutional development 

Rural financial services
 

" Policy reform management.
 

The plan giv2s major benchmarks for monitoring.benchmarks The keyand schedules will be further refined and expandedfor each of the broad activity areas outlined above.
review and modifications of 
The

the Imlementation PlanSchedule will andoccur three months after the long term TechnicalAssistance contractor is in country, and yearly thereafter.
 
The operational plan provides for contracting a small (2-4person) pre-project mobilization team and sufficient
administrative support to initiate project activities and carry
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out general studies and training in preparation for long term
technical assistance. 
The interest is in maintaining the
momentum and initiating necessary pre-project generalactivities i.e. developing scores of work and organization and
training 	needs assessment of key areas.
 

Initial 	general project actions are listed below in tabularform. 
A flow chart portrayal of implemntation benchmarks is

presented in Annex 7-H.
 

9/86 	 Project Paper Approved
 

USAID Project Officer Assigned
 

Granf- Agreement Signed
 

10/86 
 Project Director and $9jppertStaff Appointed

by GoE/DOA/pBDAC;
 
Initial PILs signed;
 

11/86 	 Initial CP's satisfied;
 

Prepiration 
of PIO/T for Mobilization Team 
(PF~LIT) 

12/86 Selection of PP;*T to Assist With Initial 
Project 	Activities
 

01/87 	 Arrival ot Pre-Project 1,obilization Tean, 

Preparation of Policy Refor.: onitoring Plan 

Preparation of GOE Capital Fund Use Tracking

Plan 

Assessment of PIDAC Capital Structure 13-gun 

PBDAC/NES Extension Linkage Completed 

Organizational and Training Needs Assessment 
Begun 

6/87 	 Policy Reform Monitoring Plan Completed 

First Policy RefoLjmj Evaluated
 

Procurement Services Agent Contracted
 

Bridging TA Contracted
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Organizational'and 
Completed 

Training Needs Assessment 

RFTP Completed 

Project Monitoring and Evaluation Plan 
Canpleted 

Vehicles Ordered 

1/88 RFP's Solicited for Project 

Monitoring and Evaluation Contracted 

Review of RFP's 

Selection of Contractor 

Preparation of Contract 

3/88 TA Selected 

TA Contracted 

Vehicle Repair 
Awarded 

and U4aintenance Contracts 

Receipt of Vehicles 

Second Policy Reforms Evaluated 

Team Le:idcr Arrives 

6/88 TA Team Arrives 

Implementation Plan Finalized 

Second Year Performance Objectives Finalized 

10/88 Policy Refo-rnis Evaluated 

5/89 Policy Reforms Evaluated 

10/90 

5/89 

Policy Reforms Evaluated 

Project Evaluation Team Selected 

Policy Reforms Evaluated 



- - -

- 46 ­

9/90 Project Evaluation Received (2yr)
 

10/90 Policy Reforms Evaluated
 

5/91 Policy Reforms Evaluated
 

10/91 Policy Reforms Evaluated
 

5/92 Baseline Evaluation - Policy Impact
 

10/92 Project Evaluation (4yrs)
 

5/93 Final Evaluation (6 1./2 yrs)
 

6/93 Project Audit
 

9/93 Project Clozeout
 

D. Procurement Plan 

Procurement of gc'os and service,-) for the pLoject will be

divied into two stacgos. The first stage is a pro-project

mobilization period diuLirng the initial 18-24 moriths follo''ing

approval of the project aree,.nL. ThM. second stage corsists

of the sub!c,!ent 60i mont, 
 -,-riod prior to PACD on Scptember 
30, 1993.
 

The follc.;ing sect-ion outlines the procuremont recuir:,i-ts for
each corx).nfnt of the project by res.r nding to the folIJc;iinI 
questions:
 

- What to procure?
 
- How to procure?
 
- Justification for mode of procurement selected. 
- Who will procure? 
- From w;hom ,'ill the procurement be? 
- Wlen will the procureimnt take place? 

- 'eow is value?miuch the poourei.nt 

Each of these questions will be answered for each of the 
project ele,,rits, sequentially, below. 

1. Item: Technical Assis n/ roecL
Mi ob i ;: ,t i o n TeCO, 

Consists of .18-24 months technical assistance of a
pre-project mobilization team (PPMT) to prepare: 

http:poourei.nt
http:aree,.nL
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a. 	Background information to enable preparation

of Scopes of work for long term TA;
 

b. 	Assistance in preparing technical proposals
 
(RFTP's) for above;
 

c. 	Review and evaluation procedures for above;
 

d. Orientation plan and actual orientation for
 
long-term TA;
 

e. 	An assessment of training needs, local and
 
non-local, and an implementation schedule for
 
same;
 

f. 	A cofir.odities procurement plan, list and 
specifications for initial (2years) project
needs, U.S. and local shelf; 

g. Above items (b & c) for short-term consultant 
technical assistance; 

h. Above it[c; (b & c) for local trainirng 
contract; 

i. Above item (f) for 52 project vehic2es. 

a. 	 AID Direct Contract, or 

b. 	 Host Country ConLrc.ct (11CC). 

Justification:
 

a. 	Mlission preference for 8-a minority firm; 
procedure for contracting is more timely to 
ensure rapid proj,-ct start-up; or 

b. 	,o 0-a firm may wish to contract for work 
which would constrain their opportunity to bid 
on larger TA contract, and 

GOE 	 may object to reasonableness of fee; 

Agent:
 

a. 	USAID/IS/CS; AGR/ACE will write PIO/T; or
 

http:ConLrc.ct
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b. PBDAC;
 

- USAID will prepare SO,; 

-
 PBDAC will write tender;
 

- AID will review and approve and issue CBD;
 

- PBDAC will receive, review and select from
 
aiong most responsive offers; 

- PBDAC will negotiate and award contract; 

- AID will review and approve ccntract; 

- AID will issue direct L-Co,,Ls. 

Source:
 

a. Small Business Association; Or 

b. Any U.S. or PL 43 firm.
 

Date: Months after PROAG:
 

a. Two months; oc 

b. Six miontis. 

Value: 

a. 45 person monthis or $7)0,000; 

b. Same as above. 

2. Item: Techical Assitance/Lonq-Term/Bridging 

Consists of 12 mnrnt~hs technical assistance to 
bridge gap between SFPP and Ar-C long-term TA 
arrival, to continue essential SFPP technical 
assistance between 7/87 (SFPP PACD) and 7/88 (eda
for APC technical assistance). 

Modle:
 

Host Country Contract (HCC);
 



Justification:
 

Technical assistance for SFPP is currently
contracted through HCC mechanism with a US 
contractor. This SFPP contract would be amended 
to 	extend selected current TA contracts essential 
to 	smooth transition to new project.
 

Agent:
 

JDAC (Sbe Item 1: 
 Agent: lb, above, but modified 
for predominant capability). 

Source: 

Current SFPP contractor. 

Date:
 

Three to four months.
 

Value:
 

Up to 120 person months or $1,800,000.
 

3. 	 Item:Technical Assistance/Shor t Term/Consul tants: 

Consists of 45 person months ove- a 7 year period 
to provide technical assistance for discrete tasks
identified by project management, e.g. IIS 
work-up, or private sector expansion oil input
supply, etc. 

Mode: 

Host Country Contract (HCC) with entity or
 
institute using a work-order or QC type
 
arrangement to access experts 
in 	broad range of

specialties related ruralto finance and credit 
systems; 

Justification:
 

PBDAC is experienced in HCC contracting procedures;
 

Agent:
 

PBDAC (See Item 1: Agent:lb, above);
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Any U.S. supplier;
 

Date:
 

Four months;
 

Value:
 

$700,000.
 

4. Itn: Technical Assistance/Long Term:
 

Consists of 360 person months of long-term TA,

fra-n month 21 through PACD (a 63 month period).
Scopes of work to be developed by U&ID with
assistance frcim the Pre-Project Mobilization Team
(see above, Item 1, and above, The Contract Team); 

Mode: 

Host Country Contract; 

Justification: 

Same as above;
 

Aoent:
 

PDDAC (See Itein l:Agent: lb, above);
 

Source:
 

Any U.S. supplier;
 

Date: 

Should arrive in-country no later than 21st monthi
 
(i.e. 7/88);
 

Value:
 

$,400,000. 
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5. Item:Technical Assistance/Project Support:
 

Consists of .,E 1 million worth of project supporL
personnel funds for administrative assistants, 
bilingual secretaries, messengers, drivers, etc.
 

Mode: 

Host Country Contract; 

Justification:
 

Same as above;
 

Agent:
 

PBDAC (see Item l:Agent: lb, above);
 

Source:
 

Any U.S. or PL 43 supplier;
 

Date:
 

In two p.-ases: 

a. To support Pre--Project .Itobilization Team 
(PPNT) during initial 18-24 months; 

b. To supNort long term TA tean through PACD. 

Value:
 

LE 1,000,000.
 

6. I teT:Training/,on-Local/Non-DegreQ: 

The scope of this training input will be developed

by the PP4r (see Item la, above);
 

Mode:
 

a. AID Direct contract with 8a firm; or 

b. Host Country Contract; 
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Justification:
 

a. 	Mission preference for 8a firm; ensures
 
rapid project start-up and ability to .
 
access critical training in early stages;
 
or
 

b. 	No 8a firm may choose to bid on contract
 
or GOE may consider fee to be unreasonable;
 

Agent:
 

a. 	USAID/IS/CS; and AGR/ACE will write.PIO/T
 
with assistance from HRDC/T; or 

b. PBD:"C; see Item l:Agent: lb, above;
 

Source:
 

a. 	Small Business Association; or
 

b. Any U.S. supplier.
 

Date:
 

a. 	12 months; or
 

b. 16 months.
 

Value:
 

a. 	$800,000;
 

b. 	bame.
 

7. 	Item:Trainina/Local:
 

An assessment of training needs will be conducted
 
by the PPrIT (see above, Item la) during the first
 
12-18 months of the project. The scope of the 
effort and RFTP will be written by the team (based 
upon their assessment) along with other related 
procurement documents. 

Mode: 

Host Country Contract (HCC); 
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JUstification: 

PBDAC has experience contracting by this mode and
 
will wish to closely monitor training;
 

Agent:
 

PBDAC; see Item 1: Agent: lb, above;
 

Source:
 

Any U.S. or PL 43 supplier;
 

Date:
 

12 mnths; 

Value:
 

$2,500,000
 

Computer hardware, software and training for twoPBDAC sites and 11 governorate banks will beprocured, including LE i,000,000 worth of site
preparation calculated 
 at LE 100,000 p-r site.
Vie hIS conputer system is estimated F. $200,000

each, a very preliminary estimate, 
 bu- based on 
some consu.ltancy work. 

Mode:
 

Host Country Contract; this will be 
a part of theTechnical Assistance Long Term Contract (see

above, Itemi 4);
 

Justification: 

%be long term TA team should play a role inselection of the system most appropriate to theirperception of the PBDAC's needs, and corresponding
to their own background and experience; theequipment and software must be comatible with theTA best assessment of the host country ruralconditions; also the PBDAC is an experienced HCC contractor.
 



- 54 -


Agent: 

PBDAC through the Technical Assistance Long Term
 
Contractor using procedure described above (see
 
*Item lb), although the exact technical 
specifications may be prepared under a short term 
TA consultants contract; 

Source:
 

Any U.S. or PL 43 supplier;
 

Date:
 

18 to 24 months;
 

Value:
 

$4,000,000
 

9. Item: Co.- dities/Office .. 1 en t: 

This procurement conqoists of several packages
based uLPn the reracc;:_2nt of -marual accounting 
practices in the village, district and governorate 
level baj.,ks within the PBDAC systrm,; it is a 
plased procurer.ent tied to (e::pan£:ion of the 
project througjhA:t t:1he 11 governorates; initial 
proourcment sfxcification: will b dvelop2d by 
the pre-project t k: item 1, abo'e) a(see in such 
way that subsequent. purchases are simply 
repetitive. The total procurement consists of: 

10 cal.culators valued at *250 each and 
additional office equipuent or furnishings 
(valued at LE 1500) for each of 350 village
 
banks;
 

15 calculators and office 
equipment/furnishings (as above) for each of 
44 district level banks; 

5 financial calculators valued at $100 each
 
for every governorate level bank (11);
 

25 financial calculators for e-ch of 8 offices 
within the PBDAC headquarters; 
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Other electronic equipment"or essential office
 
furnishings which may become apparent during

the assessment and preraration of procurement
 
specifications;
 

Mode:
 

Host Country Contract (HCC)
 

Justification:
 

PBDAC is experienced inHCC procedures;
 

Agent:
 

PBDAC will procuire these items through a PSA;
 

Soufce:
 

Any U.S. or PL 43 supplier;
 

Date:
 

A p ased procurernent corces[.OnJing to expansien of 
project throughout 11 govzrnorates; hc,.'ever, 
initial pirchase within 18-24 mznnths of Proag 
approval; 

Value:
 

$1,325,0J0
 

10. Itejn:Co;iodities/Velhicles and Sare Parts: 

Project design calls for a total of 52 vehicles
 
distributed as follows: 6 for the PBDAC arid 2 for 
the .OA headq'uarters, and 4 for each of the 11 
govcrnorates where t*Ie project will be implemented; 

The four vehicles at the g.vernorate level are to
 
be allocated equally (2 x 2) between the PBDAC and 
MOA personnel. The vehicles cannot be sedans, but 
should be suitable for visiting villages and 
farmers fields throughout the rural areas. Ten 
percent of the vehicle pxurchase value will be 
ordered in spare parts, to be stored, inventoried, 
and distributed by the project administrative
 
staff.
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Mode:
 

AID Direct Contract through IQC with a PSA;
 

Justification:
 

The procedure has proven more effective and 
efficient than alternative modes for procuring 
vehicles for projects in this country;
 

Agent:
 

PSA contracted by USMD/IS/CS on PIO/T prepared by 
AGR/ACE based on specifications prepared by

pre-project mobilization team (see Itcm la, above);
 

Source:
 

'Any U.S. or PL 43 supplier;
 

Dat e:
 

J.8 to 24 months; 

Value:
 

$875,000.
 

3.1. 1tern: Service ,/Evaliat ion: 

Mid-term and final evaluations based upon base 
line data prepared during project start-up under 
separate funding (PPP/E Social Studies Project);
 

Mode:
 

AID Direct Contract;
 

Justification:
 

Mission preference for 8a minority firm and
 
outside contractor for evaluation;
 

Agent:
 

USAID/IS/CS; the PIO/T will be prepared by AGR/ACE
 
withi assistance freh PPP/E;
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Source:
 

Small Business Association;
 

Date:
 

At approximately 27 and 80 months;
 

Value:
 

*350,000 for each evaluation;
 

11. 	Item:Services/Audit:
 

An audit is required for each project.
 

Mode:
 

AID Direct contract;
 

Justification: 

Mission pr2ference;
 

Agent:
 

USAID/R!G; based on PIO/T written by ACP/ACE with
 
assistance frai FM and IS/CS.
 

Source:
 

Open
 

Date:
 

At 80 months, or 3 months prior to termination of
 
project;
 

Value:
 

$200,000
 

E. 	 Methods of Imulerentation and Financinq 

Funds provided by the Agricultural Production and CreCit 
Project will be used for performance pa,"rrnts for 
capitalization of PBDAC and for a Host Country Contract (pCC)
between a U.S consultant firm or institution and PBDAC. The 
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performance payment and monitoring mechanisms are described .in 
section V of this project paper. The HCC will be paid through 
use of a Mission-issued direct letter of commitment. PBDAC has' 
demonstrated the capability to efficiently advertise, award,
and monitor contracts and to adequately examine contractdrs' 
invoices in the process of providing performance -certification.
 

F. Evaluation 

Bbcause this project is the "cornerstone" of USAID agriculture 
sector strategy, we propose a conprehensive evaluation plan 
which includes detailed coverage of policy reform benchmarks. 
The details of the plan, including the major evaluation 
questios and data collection nethods;, are presentei in Annex 
7F. The evaluation budget includes furnd,; for short-term T.A. 
to help establish specific annual benchmarks and to determine 
timing of evaluation activities. 

1. Evaluation ObjeCtiS 

The project has dual objectives: su;pportilg the CO in 
reforming ag-ricui.ture sector policies, and imlpLrvinP3 c:edit, 
extension and inpit supply services to farmers, 

a. Polic' refoz:.t objectives 

At first, evaluation will emphasize verifying implementation of: 
sector--wide refor,*is. Later, the focus will shi ft to cmphasi7e 
impect on national agricultural production and p :ouctivity. 
Major questions may include: 

_Does the agricultural reform plan address thY key 

constraints to increased production ? 

• Is implementation of reforns on schedule ? 

What has been the reforms' impact on far-m rs access to 
inputs ?
 

- on farmgate crop prices ?
 
- on aggregate production ?
 

Which reforms have stimulated production most effectively ? 

What has been their impact on rural incomes ? 
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b. Improved Farmer Services Objective
 
Evaluation will emphasize effectiveness of project inputs in
strengthening PBDAC financial systems and in improving farmers!
access to credit, inputs and technology.
 

Major questions may include:
 

Has PBDAC implemented improved lending systems as planned ?
 
Ias the project led to improved technology transfer 
systemis, and are they working effectively ?
 
What steps is PBDAC taking to diminish 
 its role in inputdistribution and to expand the private sector's role ?
 
Have project activities strengthened PBDAC as a financial 
institution. ? 

fHow has its loan porttolio changd ? 

Does PBDAC provide inpr...d financial services and access 
to credit for farm2rs ?
 

- For small farriers ?
 
- For entepreneurs ?
 

ilas the project le.] to ex-and)d puivate sector input
distribUtion and marketing ? 

2. Data Colle:'tion
 

Data collection and 
 analysis nethod;; will include:
 

Review of GOE 
 announcements ard decrees,

MOA national agricultural statistics,

PBDAC financial and 
 input supply records, 
Project reports;
 

* Site visits and informal interviews, and;
 

SSpecial studies and 
surveys. 

The Management Information System which the project will helpPBDAC put into place will simplify the analyses of the Bank'sfinancial and inpit statistics and loan partfolio.
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Special studies will assess the impact of policy reforms on
farmers and the changes in private sector input distribution
and marketing. 
These may include:
 
Rapid reconnaissance surveys to verify how policy reforms
are being implemented and influencing farmers. 
A survey to develop a baseline set of farmer profiles. 
Baseline and follow-up studies to observe expansion oF
 
private sector activities.
 

Studies to assess variol.is bank services in participating 
villages.
 

3. Data Analysis and Review
 
There 
are three mechanisms for reviewing this information: 

a. Ongoing_ Policy Dialcque
 
USAJD's dialogue with the GOE 
 will provide a forum'i for

discussion of 
irqortant fi;:dings identified by project studies. 

b. Annual Perfor.an:-.' Revieiws
 

During annual p rformance revie%.'z, US.' II 
 and the GO2 willassess progress on policy boncp-arks and establish benchmarks
for the ncxt yeF-r.
 

L.'a
c. Midterm Lnd Find uaLions 

These evaluations will look primiarily at projectin improving farmer effectivenessservices. They are tentat:.vely plaoined for
mid 1988 and for 1991.
 

4. 1 .I nrjmntatior 

USAID, PBDAC, MOA,ie and Tl' contract staff will jointly sharedata collection responsibilities, as described in Anne: 7F.For surveys and special studies,
with U.S. 

AID will contract directlya firm, possibly under an 8-A oet-aside, working withan Egyptian social research firm. Mixed teamrs of AID and GO1staff and consultant experts will conduct the mid-term andfinal evaluations. 

The evaluation 'budget includes funds for these external
contracts, as well as for technical assistance to help the ,Aanalyze the imrpact of planned policy reform measures.
 

http:Perfor.an
http:variol.is
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VII. CONDITIONS, COVENANTS AND NEGOTIATING STAJS 

A. 
Conditions Precedent to Initial Disbursement
 

Prior to the first disbursement under the Grant or to the
 
issuance by AID of any commitment documents under the Project
 
Agreement, the Grantee shall, except as the Parties may

otherwise agree in writing, furnish to AID in 
 satisfactory form 
and 	substance:
 

1. 	a statement of the nanes and titles of the persons
 
authorized to act as the representatives of the 
Grantee, together with a specimen signature of 
each parson specified in such statement; 

2. 	 evidence of progress in the implementation by the 
Grahtee of policy reforms in the agricultural 
sector*; and 

3. 	 evidence that increased capitalization of PBDAC, 
in an amucnt at least equal to the Egyptian pound 

equivalent of tJ.e first disbursement by AID, has 
taken place or will take place simultaneously with 
tne first disbursenent; 

4. evidence that a rionitcring and reporting system 
has been establis:ed to verify utilization of the 
PBDAC capitalization funds in accordance with the 
objectives of the project.
 

Notwithstanding the foregoing, technical assis tance, training 
and comodities may be financed under tothe Grant prior the 
satisfaction of the above conditions 2, 3, and 4. 

*• ote: During the negotiation of the Grant Agreewnt, both 
parties (AID and the GOE) concluded that the substance of these 
two CPs relating to policy reform (see also B.1 cn next page) 
could more appropriately be included in the Agreement, not as a
 
CP rer se, but as part of an expinded definition of the
 
Project, in Section 2.1, elaborated in a Project Implementation 
Letter. 
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B. Conditions Precedent to Additional Performance
 
Disbursements 

Prior to each additional disbursement, or to the issuance by
AID of documentation pursuant to which any performance

disbursement will be made, the Grantee shall, exc-pt 
asotherwise agreed in writing, furnish to AID in form and

substance satisfactory to AID:
 

1. evidence of continued progress in the
 
implementation by the Grantee of policy reforms in
 
the agricultural sector*; and
 

2. evidence that increased capitalization of FBDAC,

in an amount at least equal to the Egyptian pcind
equivalent to such additional performance
disbursefwant, has taken place or will take place

simul taneously with such p2rformance disbursemernt. 

B. 	Covenants
 

The 	 Project Agreeiment cotains, toin addition the standardgeneral covenants and the statndard evaluation covenant, 
covenants in subhtance follows:as 

1. 	 The Grantee shall submit for 	AID a'pproval prior toiznplem,.:ntatioil, issuance or execution, all plans,
spcification-s, bid 	documients, solicitat-io.ns ofprolY-sals and 	similar Project contract docuLY.,nts,including all mudific-atiow to these docuents. 

assess2. 	 The Grantee will the capital requirements
of the Bank and begin a program for sufficient 
retention of earnings to realize adequate
long-term capitalization to support PBDAC's 
institutional and financial viability. 

3. The Grantee shall make available, after the
termination of the sufficientProject, 	 resources,
including the provision of funds, to sup[port on a
continuing basis, the lending, training, salaries
a~d repair/maintenance activities which have been
supported by the Project. As part of its
preparation of its annual budget, te PBDAC and
MOA shall meet with AID and discuss how the
Project will provide for the operation and
maintenance of all Project-funded equipment. 

http:solicitat-io.ns
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4. The GOE shall consult with the Ministry ofAgriculture Commodity Procurement Committee todevelop prudent commodity procurement planning and
to prevent unnecessary duplication of
co.modities. At least four months prior to theneed for specific commodities, the GOE shallfurnish A.I.D. with a coirunodity procurement planfor such counodities. 
A commodity procurement
plan for vehicles shall provide the alcunc, type
and use of vehicles. 
The plan must certify that
adequate maintenance and repair facilities are
available and that the OE has personnel toproperily operate, maintain, support and control
 
the vehicles. 

5. The Grantee shall, except as the Parties mayotherwise agree in writing, furnish to AID, in theform developed by AID and the t.1OA CommodityProcuremant Ccrinittee through earlier AID-fundedprojects, propei- tender documentaticii in a timely
fashion.
 

<D
 



UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

ACTION MEMRANUMM TO THE DIREC'1C 

FROM: 
 AD/PPP, George Laudato
 

SUBJECT: Project Authorization - Agricultural Production and 
Credit 263-0202 

BACKGROUND- -On September 8, the Executive Committee reviewed the ProjectPaper for the subject project and agreed to approve the paperwith certain revisions. These revisions are noted in theMolldrem Decision Memorandum dated September 15, 1986 and are.being incorporated into the Project Paper.
(See Tab A) 

Other than those mentioned above, all issues have beenresolved and there are no further issues pending.
 
RECOMMENDATION: 
 That you. sign the attached Project Authorization. 

Approval 

Disapproval 

Date 

Clearance:
 

AD/FM,Iq 
 MillerA0,)
A/AG, W. Janssen 07S/LEG: K. O'Donne2 loted. Legal issues were addressed by Acting SIA WilliamsDR/PS, F. Mle during my absence on HL. 



PROJECT AUTHORIZATION
 

Name of Country: Arab Republic 
of Egypt 

Name of Project: Agricultural 
Production and 
Credit Project 

Number of Project: 263-0202 

1. Pursuant to Section 532 of the Foreign Assistance ActI of 1961, as amended,hereby authorize the Agricultural Production and Credit Project for the ArabRepublic of Egypt (the "Cooperating Country") involving planned obligations of
not to exceed One Hundred Twenty-Three Million Dollars ($123,000,000)funds over a in grantfive (5) year period from the date of authorization, subject tothe availability of funds in accordance with the AID OYB/allotment process tohelp in financing the foreign exchange and local currency costsProject. The planned for thelife of the Project is seven (7) years from the date ofinitial obligation.
 

2. The Project will support the deregulation of the Egyptian agricultural
system by providing performance disbursements based upon the implementationpolicy changes in the agricultural sector. 
of 

The performance disbursements alsowill be based on forthe need additional capital for the Principal Bank forDevelopment and Agricultural Credit (*PBDAC"). As a requirement for eachperformance disbursement, the Grantee will increase the capitalization of thePBDAC by at least an amount cf Egyptian pounds equivalent to the performancedisbursement. The Project will also finance technical assistance, trainingand commodities to assist the PBDAC. 

3. 
The Project Agreement which may be negotiated and executed by the
officer(s) to whom such authority is delegated in accordance with AID
Regulations and Delegations of Authority shall be subject to the following
essential terms and covenants and major conditions, together with such other
terms and conditions as AID may deem appropriate.
 

4. 
 Source andOrigin of Commodities, Nationality of ServicesA. Commodities financed by AID under the Project shall have their source
and origin in the Cooperating Country or 
in the United States, except as
AID may otherwise agree in writing. 
Except for ocean shipping, the
supplier of commodities or services shall have the Cooperating Country
or the United States as their place of nationality, except as AID may
otherwise agree in writing.

B. Ocean and air shipping financed by AID under the Project shall,
except as AID may otherwise agree in writing, be financed only on flag
vessels and 6arriers of the United States.
 

5. Conditions Precedent
The Project Agreement shall contain conditions precedent in substance as
follows:
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Prior to the first disbursement under the Grant or to the issuance by AID of
documentation pursuant 'to which disbursement will be made, the Grantee will,except as the Parties may otherwise agree in writing, furnish to AID in form
and substance satisfactory to AID:
 

A. A statement of the name of the person holdingoffice or acting in theof the Grantee as specified in the Grant Agreementadditional representatives, and of anytogether with a specimen signature of eachperson specified in such statement; 

B. 
Evidence of progress in the implementation by the Grantee of policy
reforms in the agricultural sector; and 

C. 
Evidence that increased capitalization of PBDAC, in an amount at
least equal to the Egyptian pound equivalent of the firstby A.I.D., has taken place disbursement 
or will take place simultaneously with thefirst disbursement;-


D. Evidence that a monitoring and reporting system has been establishedto verify utilization of the PBDAC capitalization fund- in accordance
with the objectives of the Project.
 

Notwithstanding the foregoing, technical assistance, training,may be financed and ccnoditiesunder the Grant prior to the satisfaction of the aboveparagraphs (B), (C) and (D). 
6. Conditions Precedent to Additional Performance DisbursementsPrior to eac additional performance disbursement, or to the issuance byA.I.D. of documentation pursuant to whichdisbursement any additional performance
will be made, the Grantee -shall, except as otherwise agreed in
writing, furnish to A.I.D., in form and substance satisfactory to A.I.D. 

A. Evidence of continued progress in the implemenLation by the Granteeof policy reforms inthe agricultural sector; and 
B. Evidence that increased capitalization of PBDAC, in an amount at
least equal to the Egyptian pound equivalent to such additionalperformance disbursement, has taken place or will take place
simultaneously with such performance disbursement. 

7. Covenants
The Project Agreement shall contain, in addition to the standard general
convenants and the standard evaluation covenant, covenants in substance asfollows:
 

A. The Grantee shall submit for AID-approval prior to implementation,
issuance or execution, all Plans, specifications, bid documents,
solicitations of proposals and similar Project contract documents,including all modifications to these documents.
 

/(1
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B. The Grantee will assess the capital requirements ofbegin a program for sufficient retention of earnings 

the Bank and 
to realize adequatelong-term capitalization to support PBDAC's institutional and financialviability. 

C. The Grantee shall make available,
Project, after the termination of thesufficient resources, including the provision of funds, tosupport on a continuing basis, the lending, training, splaries and
repair/maintenance activities which have been supported by the Project.As part of its preparation of its annual budget, the PBDAC and MOA shall
meet with AID and discuss how the Project will provide for the operationand maintenance of all Project-funded equipmient.
 
D. The GOE shall consult with the Ministry of Agriculture CommodityProcurement Committee to develop prudent commodity procurement planningand to prevent unnecessary duplication of commodities.months prior to the At least fourneed for specific conimodities, the GOE shall furnish 
A.I.D. with a commodity procurement plan for such commodities.commodity procurenent plan for vehicles shall provide the amount, 

A 
typeand use of vehicles. 
The plan must certify that adequate maintenanace
and repair facilities are available and that the GOE has personnel toproperly operate, maintain, support and control the vehicles.
 

E. The Grantee shall, except as the Parties may otherwise agree inwriting, furnish to AID, in the form developed by A.I.D. and the MOA
Commodity Procurement Committee through earlier AID-funded projects,proper tender documentation in a timely fashion. 

, I / 
Arthur Handly 
Acting Direct 9 
OSAID/Egypt
 

Date t') 

Clearances:
 
AD/PPP: GLaudato( draft)

AD/AGR: WJanssen(draft)
 
FM:WMiller (draft)


P 

LEG:lM4 illiams:viv:9/16/86:PRAU0202:GA V
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NARRATIVE SUMMARY
 
GOAL: 


To increase agricultural 

investment, agricultural 

productivity, and farm 

incomes, 


PURPOSE: 


To provide farmers with 

new technology, improved 

financial services, and 

expanded access to input 

supply, so that they can 

take advantage of higher 

returns to investment in a 

deregulated agricultural 

sector. 


Measures of Goal Achievement: 


Ag. production major crops has 

increased substantially, 

Per hectare production has 

increased, 


Parm income has increased. 


End of Project Status: 


Farmers have easier access to all 

inputs, including credit, at market 

prices. 


Private dealers have increased 

their share of input supply 

operations, with PBDAC decreasing' 

its operations accordingly 


Farmers are using improved techno-

logies disseminated by village 

teams. 

Number and share of loans to small 

famners and entreprenuers have 

increased, 


Farmers are using greater quanti­
ties of inputs in better combina­
tions in response to market
 
signals.
 

Means of Verification: 


MOA production statistics by Crop 

and by government, 


Farmer surveys. 


Means of Verification: 


Farmer surveys 

Analyses of production data 


Field trips to rural markets. 


Special studies to analyze trends 

in PBDAC and private participation
 
in input distribution. 


PBDAC loan records 


Assumptions:
 

Policy changes are
 
sufficient to proi'ide
 
the incentives farmers
 
need to increase prod­
uction.
 

Ag. inputs not affect­
ed through E--s proj­
ect (e.g. irrigation
 
water) are adequate to
 
allow for expanded
 

production.
 

Assumptions:
 

Changes in PBDAC, along
 
with incremental ag.
 
reforms, are suffici­
ent to bring about
 
improved access to
 
credit.
 

Private dealers have
 
adequate incentives
 
and skills to expand
 
their rural operations.
 

Technologies provided 
by village bank teams 
and by private dealers
 
are appropriate, and
 
farmers accept them.
 



OUTPUTS: 


I. Outputs to strengthen
 
PBDAC
 

1) Improved systems in 350 vil.banks: 

a) to simplify borrowing procedures 


and reduce transaction time 

,)To improve efficiency banking


and credit operations. 


2) Development of local 

advisory groups in 

in 350 village banks, 


3) 	Training and fielding 

of village teams of extension
 
workers, financial analysts and

other specialists to disseminate 

new technologies to farmers 


4) 	Implementation of new ban% policies 

to promote private business invol-

vement in input supply and to 

phase down PBDAC's input distribu­
tion fuctions. 


5) 	Overall shift in PBDAC from crop
 
loans.
 

6) increased 1ercefit of 6tal
 
PBDAC lending at highest legal
 
rate, to increase the bank's
 
financial viability.
 

7) 	Trained bank staff in business 

lending loan evaluation.
 

8) Increased PBDAC capititalization, 

through either increased retained 

earnings or increased contribution 

from Treasury.
 

j 

Magntitude of Outputs: 


Within 5 years: 

Streamlined procedures 

in 350 village banks, 

350 local advisory 

groups. 

9,500 "team" 

members trained.
 
teams fielded in 350 

villages. 


New policies developed

and instituted: 

specific topics to be 

determined by T.A. team.
 

Benchmarks to be 

determined, 


Bank staff trained
 

Means of Verification: 


To be analyzed in ongoing 

project monitoring and 

during scheduled evaluat-

ions:
 
Technical assistance team
 
progress reports
 

Project records 

Site visits to village 

banks, 

Internews with PBDAC and 

TA 	staff.
 

Special study of sample of
 
PBDAC village banks
 
PBDAC input distribution 


Site visits to interview
 
private input supply dealers,
 

Assumptions:
 

The inputs programmed are suff­
icient to bring about proposed
 
procedural changes.
 

PBDAC has the will to revise
 
drastically its mode of operat­
ion and to phase down input
 
supply.
 

The GOE will agree to a lower
 
% of highly subsized agricul­
tural loans.
 

Capitalization increased to
 
at least the levejlof pldnned
 
annual performance disbursements
 



OUTPUTS: 


II. GOE Policy Reforms
 

1) 	Prices liberalized for 

all crops except cott-

on, sugar, & rice by 

1989. Liberalization 

prices for cotton, 

sugar and rice later 


2. Delivery Quotas elim-

inated for all crops 

exc. cotton, sugar & 

rice by 1986. On rem-

aining crops after
 
1995.
 

3. Mandated cropping 

patterns eliminated exc. 

rice, sugar and cotton 

by 1989. 


4. State ownership of ag. 

land limited to 4%. 


5. 	 import prices liberali-
zed by eliminating 

subsidies, 


6. Public sector input 

distribution monopolies
 
eliminated.
 

7. Applied research
 
strengthened.
 

(The above is a sunarized
 
list of the key GOE agricu­
ltural reform nrnmc]q -1z 

Magnitude of Outputs: 


Ist year incremental reform targets

outlined in David Dodd's report 

(See section III.B.2.) 


Other years' targets to be agreed 

upon at annual performance reviews. 


Means of Verification: 


Review & Anaylsis of GOE 

progress on agreed-upon 

reforms by PPP/E, AGR/A and MDA 

staff, for annual disbursement
 
reviews. 


Information Sources: 

GOE annoucements & decrees 

Field trips 

Interviews 

Rapid reconnaissance surveys 


Assumptions:
 

The GOE is serious
 
about its ag. reform
 
proposals.
 

USAID's total program,
 
along with proposed
 
resources of IBRD, res­
ult in sufficient infl­
uence to convice GOE
 
to accelerate its agri­
reform schedule.
 

Public support for
 
reforms will be adeq­
uate to allow the
 
program to be implem­
ented.
 

The GOE will do suffi­
cient analysis to
 
anticipate social pro­
blems that may result
 
from the reforms, and
 
will take actions to
 
reduce adverse social
 
consequences, 



INPUTS: 

1) T.A. 49.6 million 
LE 0.72 million 

2) Training 43.3 million 

wLE 4.06 mil. 


3) Commodities 46.2 mi. 

LE 2.5 mil. 


4) Services $.8 million 

LE 4.9 mil. 


Implementation Target (Type & 


Quantity)
 

1) 8 persons, 5 years, to PBDAC for: 

a) Expansion of SFPP model 

b) PBDAC management improvement 


in 	finance, credit, 

investment, MIS, accounting, 

personnel private enterprise 

expansion.
 

2) 	In-country training for 9,500

PBDAC and NES employees 


Overseas, short-term training

for middle-management
 

3) 	Computers, vehicles, office
 
equipment for village banks
 

4) 	Repair & maint. contracts
 
Evaluations, audits
 
T.A. for policy analysis
 
Extension agent incentive
 
payments (HC contri­but itm) 

5) Performance Disbursemts. 5 & 6) Annual performance dis-

4100 million bursement levels to be 


determined based upon
6) PBDAC Capitalization 
 annual performance

funds LE 135 million reviews will also det­

ermine adequacy of cap­
italization of PBDAC.
 

Means of Verification: 


- Project progress reports 

- Project records 

- Site visits to be analy-

zed in ongoing project 

monitoring and during 

evaluations.
 

PBDAC capitalization:
 
tracking mechanism tc
 
be developed by AGR/A

and FM offices
 

Assumptions
 

AID GOE can provide inputs in a
 
timely fashion
 
C.P.s are realistic and can be
 
accomplished by the GOE as
 
scheduled.
 

Implementation schedule is
 
realistic
GOE policies allow projected

T.A. and training to occur.
 



PP-263-0202:9/86 APPROVAL CABLE 
 'ANNEX 2
 

ES UNCLASSIFIED STATE 236271/01
 

ACTION: AID-3 INFO: DCM ECON/5
 

VZCZCCR0306 
 LOC: 29
 
PP RUEHEG 
 29 JUL 86 0453
 
DE RUEHC #6271/01 2100026 CN: 50315
 
ZNR UUUUU ZZH 
 CHRG: AIIP
 
P 290022Z JUL 86 
 DIST: AID)

FM SECSTATE WASHDC
 
TO AMEMBASSY CAIRO PRIORITY 1237
 
BT
 
UNCLAS SECTION 01 OF 02 STATE 236271
 

AIDAC
 

E.O. 124356: N/A
 
TAGS: N/A

SUBJECT: AGRICULTURAL PRODUCTION CREDIT (NO. 263;-0202)
 

1. SUMMARY. ANPAC APPROVED SUBJECT PID ON JULY 11'5
 
SUBJECT T RESOLUTION IN PP OF ISSUES DESCRIBED BELOW
 
RELATING TO: TYI OF DISBURSEMENTS TO POLICY CHAN ,FES;
 
INSTITUTIONAL STRENGTHE OF BANK; 
FINANCIAL VIABILITY OF
 
BANK; INTEREST RATE LEVELS; PRIVATIZATION. ANPAC
 
COMPLIMENTS MISSION ON UNUSUALLY READ AND CLEARLY! 
PRESENTED PID. MISSION REPRESENTATIVES JANSSEN BTTH 
LAUDATOS CONTRIBUTED SUBSTANTIAL INPUT TO BOTH PR,(C AND 
ANPAC MEETINGS, THUS SPEEDING REVIEW PRJGRESS.
 

2. FOLLOWING ISSUES WERE DISCUSSED AT ANPAC: 

A. TYING OF DISBURSEMENTS TO POLICY CHANGES
 

AID/W REVIEW EMPHASIZED THAT THIS PROJECT WAS BETTING 
UNDERTAA IN CONTEXT OF ONGOING DISCUSSIONS OF OVElRALL
 
ECONOMIC POLICY DIALOGUE WHERE AGRICULTURAL POLICY
 
CHANGES FORM PART OF SEV PROGRAMS AND PROJECTS; IOWEVER, 
THIS PROJECT WAS DESIGNED TT OPERATIONALIZE THAT 
DIALOGUE WITHIN THE CONTEXT OF DAY-TO-D) AID PRO1JECT 
ACTIVITIES. THUS, UNLIKE OTHER, EARMARKED PROG I'MOUNTS,

SUCH AS PL-480, THIS PROJECT'S DISBURSEMENTS 1WILIL LINKED 
TO THE GOE'S UNDERTAKING AGREED UPON AGRICULTURAL PO). 

ES UNCLASSIFIED STATE 236271/01
 



ES UNCLASSIFIED 
 STATE .236271/01
 

'HANGES AND IMPLEMENTING THEM WITHIN AN AGREED POLICY
 
FRAMEWORK. 
 IN THE ABSENCE OF 
AGREED POLICY CANGES, AID

WOULD NOT DISBURSE DOLLARS. 
 AMOUNT AND TIMING OF THE
 
ESTIMATED DOLS 100 MILLION DISBURSEMENTS WOULD BE LINKED

TO PBDAC'S NEED FOR SPECIAL LOAN 
FUNDS. THE ANPAC HAS

SEVERAL QUESTIONS REGARDING HOW DISBURSEMENTS WILL BE

TIED TO POLICY CHANGES AND FELT THIS ISSUE WILL REQUIRE

ADDITIONAL 
ANALYSIS BEFORE FINALIZATION PARTICULARLY IN
 
THE FOLLOWING AREAS:
 

(1) 
THE AGENDA FOR POLICY DIALOGUE AND CRITICAL
 
PERFORMANCE INDICATORS/BENCHMARKS SHOULD BE 
REFINED IN

THE PPt AND BALANCED BETWEEN MACRO-LEVEL AND SECTORAL

(I.E.' BANK-LEVEL) ISSUES IDENTIFIED AS CRITICAL TO THE
 
PROJECT'S SUCCESS.
 

(2) BALANCING 
OF CONDITION PRECEDENT REQUIREMENT FOR
 
PLAN AND SCHEDULE OF POLICY .CHANGES FOR A FIVE YEAR
 
PERIOD. 
 IN THE DESIGN STAGE, USAID MAY FIND THE NEED TODEVEI.OP A PLAN WHICH 
IS FLEXIBLE, ESPECIALY IN 
LATER
 
YEARS. 
 SOME POLICY CHANGES IN EARLY YEARS WILL AFFECT

THE NEED FOR AND DIRECTION OF 
LATER POLICY CHANGES. THE
 
TASK OF ASSESSING PRIORITIES AND 
IMPACTS OF SIGNIFICANT

AGRICULTURAL POLICY CHANGES 
WILL BECOME A CONTINUOUS,
 
TIME-COJSUMING EFFORT. 

(3) MECHANICS OF ARRANGEMENT WILL REQUIRE CLOSE
 
- COORDINATION WITH GOE. INCLUDING, FOR--ItSI'ANCE, ......

ESTABLISHM;ENT OF SEPARATE ACCOUNTS FOR GOL I'BDAC FUNDTRANFERS AND NEED FOR CLEARLY DEFINED STARTING POINT FOR
MEASURING GOE ADDITIONS TO PBDAC LOAN FUND; 

(4) RESOLUTION OF POTENTIAL PROBLEM WHEREBY PBDAC 
NEEDS
 
FOR SPECAIL LOAN 
FUND MIGHT INDICATE THE AMOUNT OF
DOLLAR DISBURSEMEtTS, REGARDLESS OF 
THE NATURE OF GOE
 
POLICY CHANGES. AT WORST, THIS COUL6 
RESULT IN EQUITY

OF, SAY, A LARGE DOLLAR DISBURSEMENT BASED ON NEEDS 
OF
 
PBDAC IN EXCHANGE FOR LIMITED POLICY REFORMS.
 

(5) G. LAUDATO MET WITH GC 
AFTER ANPAC MEETING TO

DISCUSS ANPAC APPROVED APPROACH, WHICH WILL MAKE
 
IRRELEVANT BALANCE 
OF PAYMENTS AND CASH TRANSFER

JUSTIFICATIONS AND CHARACTERIZATIONS CONTAINED IN PID. 
THE PROPOSED AMOUNT AND TIMING 
OF ESTIMATED DOLS 100

MILLION DISBURSEMENTS WILL BE 
BASED ON PBDAC'S LOCAL
 
CURRENCY CREDIT NEEDS, 
ALTHOUGH DISBURSEMENTS WILL BE

CONDITIONED ON ESSENTIAL 
SCHEDULED SECTOR REFORMS. 
 CASH

TRANSFER CONCERN NOTED AT 
PAGE 21 OF THE PID 
WILL rNOT

ARISE UNDER ANPAC-APPROVED APPROACH.. 
THIS APPROACH IS
 
CONSISTENT WITH 
AID POLICY AS OUTLINED IN STATE 246904
DATED AUGUST 30, 1983 ENTITLED 
PROGRAM SECTOR ASSISTANCE
 
GUIDANCE.
 

ES UNCLASSIFIED STATE 236271/01
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.. INSTITUTIONAL STRENGTHENING OF BANK
 

THE ANPAC WAS COGNIZANT OF THE BANK'S FUTURE NEED TO
 
SHIFT TO EXCLUSIVE RELIANCE ON ITS BANKING BUSINESS 
(ASSUMING RELATED POLICY CHANGES), THE EFFECTIVENES OF 
ITS RECENTLY APPOINTED CHAIRMAN, AND ITS DESIRE .FOR 
TECHNICAL ASSISTANCE TO STRENGTHEN THE BANK. THE A/TPAC 
QUESTIONED WHETHER TARGET DATES COULD BE ESTABLISHED FOR 
SHIFTING OUT OF THE INPUT/OUTPUT SUPPLY LINE OF ITS 
BUSINESS, WHICH FURNISHES ABOUT ONE-HALF OF THE BA"('S 
PROFITS. THE GOE AND PBDAC WILL SET THEIR OWN PACE -

WHILE AID ASSISTS IN APPROPRIATE WAYS; HOWEVER, WE
 
UNDERSTAND THE ISSUE WILL BE ON THE POLICY AGENDA FOR
 
DISCUSSION. THE PP SHOULD REFLECT THESE DISCUSSIONS.
 

C. FINANCIAL VIABILITY AND INTEREST
 

THE ANPAC UNDERSTOOD THAT THE BANK IS PROFITABLE Atg: 
RETURNS SOME FUNDS TO THE GOE TREASURY AFTER ALLOWANCE 
FOR SUBSIDIES. THE ANPAC ALSO RECOGNIZED THAT THE (BANK
 
IS A RELIC OF OLD-FASHIONED AGRICULTURAL CREDIT
 
INSTITUTIONS MARKED BY LOANS IN KIND NOT CASH, TIGH,7LY
 
SUPERVISED CREDIT, AND RIGID STATE CONTROL OF FARME:RS
 
INPUTS AND OUTPUTS. UNDER THESE CONDITIONS, THE AlPAC 
APPRECIATED THE MISSION REPRESENTATIVES POSITION THi-AT
 
THE PROJECT'S PRIMARY PRIORITY IS TO SUPPORT SIGNIFICANT 
AGRICULTURAL POLICY CHANGES'WITH A SECOND ORDER OF 
PRORITY BEING THE MOVEMENT OF PBDAC TOWARDS MARKET
 
FORCES AND DIVESTITURE OF -INPUT SUPPLY SEPVICES TO THE 
PRIVATE SECTOR. THIS ISSUE AND THE HEIRARCHY OF 
OBJECTIVES SHOULD BE ADEQUATELY DEFINED IN TPE PP. IN
 
ADDITION, OTHER ITEMS RELATING TO FINANCIAL VIABILETY 
WERE DISCUSSED:
 

(1) THE ANPAC FELT THAT THE PP SHOULD INCLUDE A 
FINANCIAL ANALYSIS TO DETERMINE THE EXTENT OF POTEVTIAL 
DECAPITALIZATION OF GOE-PBDAC FUNDS MATCHING AID P"OJECT 
DISBURSEMENTS AND TO EXAMINE STEPS TO MINIMIZE IT, 
INCLUDING TECHNICAL ASSISTANCE DURING PROJECT 
IMPLEMENTATION IF THE GOE SO DESIRES. THIS 
RECOMMENnATION RESU.iLD FROM THE ANPAC'S UNDERSTAMIDING 
THAT EGYPTIAN INTEPEST RATES MAY BE LESS THAN INFLATION
 
RATES, THEREBY RESULTING IN SOME DECAPITALIZATION. 
OTHER FACTORS INCLUDE LOAN REPAYMENTS (ESTIMAIED AT 99 
PERCENT) AND COSTS OF OPERATIONS/ADMINISTRATION. 

ES UNCLASSIFIED STATE 236271/02
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(2) INTEREST RATES. 
 THE ANPAC ACCEPTED FOR PREPARATION
 
OF THE PP. THE COMPREHENSIVE ANALYSIS OF 
AND APPROACH
 
TO THIS ISSUE AS PRESENTED IN PAGES IV-4 THROUGH IV-8 OF
 
THE COPNSULTANT'S REPORT QUOTE ANALYSIS OF THE CREDIT
 
AND INSTITUTIONAL ASPECTS OF THE AGRICULTURAL PRODUCTION
 
CREDIT PROJECT ENDQUOTE.
 

(3) NEW COVENANT. THE ANPAC APPLAUDS THE PBDAC'S
 
EFFORTS TO REORIENT ITS OPERATIONS MORE CLOSELY TO
 
MARKET FORCES. THEREFORE, IT RECOMMENDS INCLUSIOM OF 
A
 
NEW AND BROADLY DEFINED COVENANT IN THE PROAG TO SUPPORT
 
INSTITUTIONAL AND FINANCIAL VIABILITY 
AND MOVEMENT
 
TOWARDS MARKET 
FORCES. AS ONE KIND OF INDICATOR, FOR
 
INSTANCE, iHE GOE COULD PERMIT PBDAC TO RETAIN PROFITS, 
THEREBY IMPROVING FINANCIAL VIABILITY INSTEAD OF
 
RETURNING THESE FUNDS TO THE TREASURY. THIS ISSUE
 
BECOMES ESPECIALLY POIGNANT INASMUCH AS DISBURSEMENT OF 
AID FUNDS TRIGGERS RELEASE GOE FUNDS FORTHE OF PBDAC'S 
SPECIAL LOAN ACCOUNT. OTHER APPROPRIATE INDICATORS WILL 
BECOME APPARENT DURING PROJ EC-T. DESIGN. 

E. PRIVATIZATION 

ANPAC DISCUSSED WHETHER AID SHOULD SUPPORT AND 
STRENGTHEN PBDAC, A GOVERNMENT AGENCY. ALTHOUGH THE 
BANK IS GOVERNMENT OWNED, IT WILL BECOME MORE RESPONSIVE 
TO MARKET FORCES, A THRUST REINFORCED BY THE ENTIRE 
PROJECT WITH ITS EMPHASIS ON AGRICULTURAL POLICY 
REFORM. THE ANPAC DECIDED THAT 011 BALANCE THE PROJECT 
SHOULD BE SUPPORTED '3ECAUSE THE PROJECT WORKS WITIH THE 
PBDAC TO HELP RELIEVE SUBSIDIES AND CONTROLS AND TO 
ENCOURAGE SUNSTANTIAL PRIVATE SECTOR EXPANSION AS POLICY 
CHANGES ARE OBTAINED. ALSO, THE PBDAC IS THE ONLY BANK 
LENDING TO SMALL FARRMERS IN ANY MEANINGFUL WAY AND 
PRIVATIZATION AT THIS TIME WOULD BE COtPLEX AND 
EXPENSIVE AND WOULD HAVE A HIGH CHANCE OF CAUSING MAJOR
DISRUPTION OR FAILURE. THE MISSION HAS NOT PRECLUDED 
EVENTUAL PRIVATIZATION OF THE INSTITUTION PER BUTSE 
CONSIDERS ITS 
FIRST PRIORITY THE RELIEF OF CONTROLS,

INCLUDING THE BANK'S DROPPING ITS AGRICULTURAL 
INPUT/OUTPUT SUPPLY LINE OF BUSINESS, IN THIS
 
POLICY-ORIENTED PROJECT. 
 AS THE BANK GETS OUT OF THE 
SUPPLY BUSINESS, THE PRIVATE SECTOR IS IS EXPECTED TO 
PICK THIS UP. CONSEQUENTLY, THE ANPAC RECOMMENDED THAT 
THE MISSION ADDRESS THIS ISSUE IN THE PP. 
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t. ANPAC BRIEFLY REVIEWED TWO DISCUSSION POINTS
 
CONCERNING EXTENSION SERVICE AND EVALUATION. IN REGARD
 
TO EXTENSION SERVICE, THE ANPAC DECIDED THAT THE MISSION
 
SHOULD CLARIFY IN THE PP THE ROLE AND ANY AID SUPPORT
 
FOR THE EXTENSION SERVICE BEARING IN MIND THE LIMrTATION
 
ON SUCH SUPPORT UNTIL AFTER THE SERVICE'S REGULATORY
 
ROLE IS DROPPED. IN REGARD TO EVALUATION, ANEIDP/E
 
OFFERED TO ASSIST IN IDENTIFYING CANDIDATES TO DESIGN
 
THE DATA COLLECTION, MONITORING, AND EVALUATION PLAN IF
 
DESIRED.
 

D. PID WAS APPROVED SUBJECT TO RESOLUTION OF THE ABOVE
 
ISSUES. USAID HAS BEEN REDELEGAIED AUTHORITY TO APPROVE
 
PROJECT PAPER AND AUTHORIZE PROJECT. SHULTZ
 
BT
 
#6271
 

NNlJN
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ANNEX 3 

5C (2) PROJECT CHECKLIST 	 Agricultural Production 
and Credit
 

Project No. 263-0202
 
Listed below are statutory criteria
 
applicable to projects. This section
 
is divided into two parts. Part A.
 
includes criteria applicable to all
 
projects. Part B. applies to projectE
 
funded from specific sources only:
 
B.1. applies to all projects funded
 
with Development Assistance loans, anc
 
B.3. applies to projects funded from 
ESF.
 

CROSS REFERENCES: 	IS COUNTRY CHECK-
LIST UP TO DATE? 
HAS STANDARD ITEM 
CHECKLIST BEEN RE-

VIEWED FOR THIS
 
PROJECT?
 

A. ENERAL CRITERIA FOR PROJECT 

FL 1986 Continuing Resolution
 
Sec. 524; FAA Sec. 634A.
 

Describe how authorizing and The Congressional Committees will
 
appropriations committees of 
 be notified in accordance with the
 
Senate and House have been or Agency's congressional notificatio:
 
will be notified concerning procedures.
 
the project.
 

2. 	 FAA Sec. 611 (a) (1). Prior
 
to obligation in excess of
 
$500,000, will, there be (a) (a) Yes.
 
engineering, financial or
 
other plans necessary to
 
carry out the assistance and
 
(b)a reasonably firm esti- (b) Yes.
 
mate of the cost to the U.S.
 
of the assistance?
 

3. 	 FAA Sec. 611 (a) (2). If The People's Assembly should ratifQ
 
further legislative accion is the Grant Agreement in a timely

required within recipient manner. In the past, the Assembly
 
country, what is basis for has ratified all grant agreements
 
reasonable expectation that 	 in time to permit orderly

such action will be completed 	 arcomplishment of the project.
in time to permit orderly
 
accomplishment of the purpose

of the assistance?
 



-2 

4. FAA Sec. 611 (6); FY 1986 N.k. 
Continuing Resolution Sec. 
501. If for water or water­
related land resource con­
struck, has project met 
principles, standards, and 
procedures established pur­
sant to the Water Resources 
Planning Act (42 U.S.C. 1962, 
et seq.)? (See AID Handbook 
3 for new guidelines.) 

5. FAA Sec. 611 (e). If project N.A. 
is capital assistance (e.g., 
construction), and all U.S. 
assistance for it will exceed 
$1 million, has Mission 
Director certified 
the country's capability
effectively to maintain and 
utilize the project? 

6. FAA Sec. 209. Is project (a,)) No. 
susceptible to execution as 
part of regional or multi­
lateral project? Ifso, why 
isproject not so executed? 
Information and conclusion 
whether assistance will 
encourage regional develop­
ment programs. 

7. FAA Sec. 601 (a). Information 
and conclusions whether pro­
jects will encourage efforts 
of the country to: 
(a)increase the flow of 
international trade; (b)fos-
ter private initiative and 

('a.) 
(b)) 

Yes. 
Yes. 

competition; and (c)encourage 
development and use of co­

(:c)) No, not directly. 

operatives, and credit unions, 
and savings and loan associa­
tions; (d) discourage mono-
polistic practices; (e)im-

(d!,) 
(e)) 

Yes. 
Yes. 

prove technical efficiency
of industry, agriculture and 
ccmmerce; and (f) strengthen ((f,) No. 
free labor unions. 

(\I 



8. 	 FAA Sec. 601 (b). Information 
and conclusions on how pro-
ject will encourage U.S. 
private trade and investment
 
abroad and encourage private
 
U.S. participation in foreign 
assistance programs 
including use of private
(trade channels and the ser­
vices of U.S. private enter­
prises). 

9. 	 FAA Sec. 612 (b), 636 (h); FY
 
1986 Continuing Resolution Sec. 

507. Describe steps taken 

to assure that, to the maximum
 
extent possible, the country 
iscontributing local cur­
rencies to meet the cost of 
contractual and other 
currencies owned by the U.S. 
are utilized in lieu of
 
dollars.
 

10. 	 FAA Sec. 612 (d). Does the 

U.S. own 	excess foreign
 
currency of the country and,

ifso, what arrangements have
 
been made for its release? 

11. 	 FAA Sec. 601 (e). Will the 
project utilize competitive
selection procedures for the 
awarding of contracts, except

where applicable procurement
 
rules allow otherwise?
 

12. 	 FY 1986 Continuing Resolution 

Sec. 522. If assistance is 

for the production of any
 
commodity for export, is the
 
commodity likely to be in 
surplus on world markets at 
the time the resulting pro­
ductive capacity becomes
 
operative, and is such
 
assistance likely to cause
 
substantial injury to U.S.
 
producers of the same, similar 
or competing commodity? 

The project will foster the use
 
of private trade channels.
 

Eg ipt isnot an excess currency
 
c~mntry.
 

Mae 

is. 

Wo substantial injury to U.S.
 
1roducers is foreseen.
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13. FAA 118 (c) and (d). Does Yes. 
the project comply with the 
environmental procedures set 
forth inAID Regulation 16. 
Does the project or program 
take into consideration the N.JL 
problem of the destruction 
of tropical forests? 

14. FAA 121 (d). If a Sahel N.A. 
project, has a determination 
been made that the host 
government has an adequate 
system for accounting for and 
controlling receipt and ex­
penditure of project funds 
(dollars or local currency 
generated therefrom)? 

15. FY 1986 Continuing Resolution No. 
Sec. 533. Is disbursement of 
assistance conditioned solely 
on the basis of the policies 
of any multilateral 
institution. 

16. ISDCA of 1985 Sec. 310. For N.A. 
development assistance 
projects, how much of the 
funds will be available only 
for activities of economically 
and socially disadvantaged 
enterprises, historically 
black colleges and univer­
sities, and private and 
voluntary organizations 
which are controlled by in­
dividuals who are black 
Americans, Hispanic Americans, 
or Native Americans, or who 
are econonically or socially 
disadvantaged (including
women)? 
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3. Economic SUpport Fund Project 
Criteria 

a. FAA Sec. 531 (a). Will this Yes. 
assistance promote economic 
and political stability? To 
the maximum extent feasible, 
is this assistance consistent 
with the policy directions, 
purposes, and programs of 
part I of the FAA? 

b. FAA Sec. 531 (c). Will No. 
assistance under this chapter 
be used for military, or 
paramilitary activities? 

c. ISDCA of 1985 Sec. 207. Will No. 
ESF funds be used to finance 
the construction of, or the 
operation or maintenance of, 
or the supplying of fuel for, 
a nuclear facility? If so, 
has the President certified 
that such country is a party 
to the Treaty on the Non-Pro­
liferation of Nuclear Weapons 
or the Treaty for the Pro­
hibition of Nuclear Weapons 
in Latin America (the "Treaty 
of Tlatelolco"), cooperates
fully with the IAEA, and pur­
sues nonproliferation 
policies consistent with 
those of the United States? 

d. FAA Sec.609. If commodities N.A. 
are to be granted so that 
sale proceeds will accrue to 
the recipient country, have 
Special Account (counterpart) 
arrangements been made? 
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STANARD ITEM CHECKLIST 

Listed below are the statutory items 
which normally will be covered
 
routinely inthose provisions of an
 
assistance agreement dealing with its
 
.implementation, or covered in the
 
agreement by imposing limits on 
certain uses of funds.
 

These items are arranged under the 
general headings of (A)Procurement,
 
(B)Construction, and (C)Other
 
Restrictions.
 

A. Procurement
 

1. 	FAA Sec. 602. Are there Yes. 
arranger.ents to permit U.S. 
small business to participate
 
equitably in the furnishing
 
of commodities and services
 
financed?.
 

2. 	FAA Sec. 604 (a). Will all y . 
procurement be frcm the U.S. 
except as otherwise deter­
mined by the President or 
under delegation fran him? 

3. 	FAA Sec. 604 (d). If the Nb. 
cooperating country discri­
minates against marine
 
insurance companies
 
authorized to do business in
 
the U.S., will commodities
 
be insured in the United
 
States against marine risk
 
with such a company? 

4. 	FAA Sec. 604 (e); ISDCA of NA. 
1980 Sec. 705 (a). If off­
shore procurement of agricul­
tural ccmmodity or product is 
to be financed, is there 
provision against such pro­
curdment when the domestic 
price of such commodity is
 
less than parity? (Exception
 
where commodity financed
 
could not reasonably be pro­
cured in U.S.)
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5. FAA Sec. 604 (g). Will con­
struction or engineering
services be procured fran 
firms of countries which re­
ceive direct economic 
assistance under the FAA and 
are otherwise eligible under 
Code 941, but which have 
attained a competitive capa­
bility in international 
markets inone of these 
areas? Do these countries 
permit United States firms to 
compete for construction or 
engineering services financed 
from assistance of these 
countries? 

6. FAA Sec. 603. Is the 
shipping excluded from con-
pliance with requirement in 

T project will comply 
s h'pping requirements. 

with 50/50 

section 901 (b)of the 
Merchant Marine Act of 1936, 
as amended, that at least 50 
per centum of the gross ton­
nage of conmiodities (computed 
separately for dry bulk 
carriers, dry cargo liners, 
and tank-ers) financed shall 
be transported on privately 
owned U.S. flag commercial 
vessels to the extent such 
vessels are available at fair 
and reasonable rates? 

7. FAA Sec. 621. If technical wes. 
assistance is financed, will 
such assistance be furnished 
by private enterprise on a 
contract basis to the fullest 
extent practicable? If the 
facilities of other Federal 
agencies will be utilized, 
are they particularly suit­
able, not competitive with 
private enterprise, and made 
available witholt urlue 
interference with doestic 
programs? 
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8. International Air Transporta-
tion Fair Canpetitive 
Practices Act, 1974. If air 
transportation of persons or 
property is financed on grant 
basis, will the U.S. carriers 
be used to the extent such 

Yes. 

service is available? 

9. FY 1986 Continuin4 Resolution 
Sec. 504. If the U.S. 
Government is a party to a 
contract for procurement, 
*does the contract contain a 
provision authorizing ter­
mination of such contract for 
the convenience of the United 

Yes.. 

States? 

B. Construction 

1. FAA Sec. 601 (d). If capital 
(e.g., construction) project, 
will the U.S. engineering 
and professional services be 
used? 

N.A. 

2. FAA Sec. 6O (c). If 
contracts; for construction 
are to be financed, will they 
be let on a competitive basis 
to maximum ext, nt practical? 

N.A. 

3. FAA Sec. 620 (k). If for 
construction of productive 
enterprise, will aggregate 
value of assistance to be 
furnished by the U.S. not 
exceed $100 million (except 

N.A. 
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C. 	Other Restrictions
 

FAA Sec. 122 (b). If 

development loan, is interest
 
rate at least 2% per annum
 

.during grace period and at
 
least 3%per annum there­
after?
 

2. FAA Sec. 301 (d). If fund is 

established solely by U.S.
 
contributions and administer­
ed by an international or­
ganization, does Comptroller 
General have audit rights?
 

3. FAA Sec. 620 (h). Do 

arrangeme7nts exist to insure
 
that United States foreign
 
aid 	is not used in a manner 
which, contrary to the best 
interests of the United 
States, promotes or assists 
the foreign aid projects or
 
activities of the Communist­
bloc countries?
 

4. 	Will arrangements preclude
 
use of financing:
 

a. 	FAA Sec. 104 (f); FY 1986
 
Continuing Resolution
 
Sec. 526. (1)To pay for 

performance of abortions 
as a method of family
 
planning or to motivate 
or coerce persons to
 
practice abortions;
 
(2) to pay for per-

formance of involuntary 
sterilization as method
 
of family planning, or
 
to coerce or provide 
financial incentive to
 
any person to undergo
 
sterilization; (3) to pay 

for any biomedical re­
search which relates, in
 
whole or part, to methods
 
or the performance of
 
abortions or involuntary
 

N.A.
 

N.A.
 

Yes.
 

(1) Yes.
 

(2) Yes.
 

(3) Yes.
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sterilizations as a means 
of family planning; 
(4) to lobby for 
abortion? 

(4) Yes. 

b. FAA Sec. 488. To reim-
burse persons, inthe 
form of cash payments, 
whose illicit drug crops 
are eradicated? 

Yes. 

c. FAA Sec. 620 (g). To 
compensate owners for 
expropriated nationalized 
property? 

Yes. 

d. FAA Sec. 660. To provide 
training or advice or 
provide any financial 
support for police, 
prisons, or other law 
enforcement forces, ex­
cept for narcotics pro 
grams? 

Yes. 

e. FAA Sec. 662. For CIA Yes. 
activities? 

f. FAA Sec. 636 (i). For 
purchase, sale, long-term 
lease, exchange or 
guarantee of the sale of 
of motor vehicles manu­
factured outside U.S., 
unless a waiver is ob­
tained? 

Yes. 

g. FY 1986 Continuing 
Resolution, Sec. 503. 
To pay pensions, 
annuities, retirement 
pay, or adjusted service 
compensation for military 
personnel? 

Yes. 

h. FY 1986 Continuing 
Resolution, Sec. 505. 
To pay U.N. asse~sients, 
arrearages or dues? 

Yes. 



i. FY 1986 Continuing Yes. 
Resolution, Sec. 506. T 
carry out provisions of 
FAA section 209 (d)
(Transfer of FAA funds 
to multilateral organiza. 
tions for lending)? 

j. FY 1986 Continuing Yes. 
Resolution, Sec. 510. 
To finance the export of 
nuclear equipment, fuel, 
or technology? 

k. FY 1986 Continuing The project will not repress 
Resolution, Sec. 511. human rights. 
For the purpose of 
aiding the efforts of thf 
government of such 
country to repress the 
legitimate rights of the 
population of such coun­
try contrary to the 
Universal Declaration of 
Human Rights? 

1. FY 1986 Continuing Yes. 
Resolution, Sec. 516. 
To be used for publicity 
or propaganda purposes 
within U.S. not 
authorized by Congress? 
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ANNEX 4
 

ARAB REPUBLIC OF EGYPT
 
MINISTRY OF PLANNING AND INTERNATIONAL COOPERATLON. 

PIO DEPARTMENT FOR ECONOMIC COOPERATION 

o kj I)ir'J WITH U.S.A 

679 Sept. ,Lf1986 

Mr. Frank Kimball
Director OLCTION TO 
__f____ 

ACTIOfl TAIKENA 1DATR /o0 

Dear Mr. Kimball: UA _, W 

The Principal Bank for Development and Agricultural
Credit 
(PBDAC) is presently in the process of a nation­wide expansion of the successful aspects of the Small
Farmer Production Project (SFPP). 
 SEPP has demonstrated
that profitable investment opportunities do exist for small
farmers, which they will readily take advantage of if 
cre­dit and technical assistance are available. 
A nationwide
expansion of the project will require funds for training,
technical assistance, commodities and loan fund capital.
 

PBDAC and the MOA, in coordination with U.S. specia­lists, have been working to design an agricultural produc­tion and credit project to assist in the expansion and 
to
increase the institutional capacity of the PBDAC and gover­norate and village banks in order to increase and upgrade
services to farmers. 
The project will also assist the
Government of Egypt to make needed reforms in the agricul­tural sector in such areas as 
the private sector in the
marketing of inputs, procurement and price controls for most
crops, and subsidies for agricultural inputs. 
The project
is planned for a period of 5 years and would require fund­ing of U.S. $. 120 million and an Egyptian 'contribution ofapproximately L.E. 
120 million.
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This project has the potential to substantially raise
 
production and the incomes of small farmer. "Given the ur­
gent need td-increase agricultural productivity, it is im­
prtant that we receive AID assistance to~flnance the pro­
posed project activities.
 

Sincerely yours,
 

Ahmad Abdel Salam Zaki
 
Administrator.
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611 (a) Determination
 

The project requires a total of $9,600,000 for technical
assistance. Long 
term technical assistance to the PBDAC by resident

advisors will provide 360 person months, estimated at a cost of
$180,000 per year per person which includes salaries, benefits,

allowances and overhead. 
 Short term technical assistance to the
bank will require 45 person months of consultants. The average
monthly cost of short term technical assistance is estimated at
$15,000. Technical assistance for the policy reform effort is
expected to require no 
less than 70 person months and local project
support is assured through project funding of at 
least 15 staff
positions each year, including the critical first year of project
 
start up.
 

Overseas, non-local training will be short term and will complement
local training, for both PBOAC and MOA participants. At least 80
trainees can be funded at $10,000 during the life of project, or 
a
larger number of participants for shorter, less costly training

sessions.
 

Local training costs are based upon an 
initial assessment compiled
by SFPP staff based upon actual costs and required levels of effort
 
to achieve the project goal (i.e. 350 village banks into system plus
vertical training within PBDAC). 
 The local training costs are
shared with the GOE, wherein the grant will provide for 100 percent
of year 1, 75 percent of years 2 and 3, 50 percent of year 4 and the
remainder in year 5, for 
a total of $2,500,000.
 

Equipment and supplies includes computer hardware, software,
training and site preparation (purchased as a package) for the PBDAC
and 11 Project Governorate Banks, for 
a total of $3,000,000 with
$1,000,000 local expenditure for site preparatory, and for similar
expenditures in the MOA policy analysis office. 
Four vehicles are
provided for each of 
the 11 Governorate Banks 
(two for Bank, 2 for
MOA), six for 
the PBDAC and two for the policy office, for a total
of 52 vehicles at $15,000 a piece. Spa-e parts for same is

estimated at approximately 10% 
value of vehicles.
 

Office equipment needs and estimated costs were 
based upon SFPP
experience and the projected level of project effort,- requiring

mechanizaticn of many current record keeping functions. 
 Thus the
estimate includes calculators, adding machines, supplies, etc. at a

total costs of $1,325,000.
 

The project includes a performance payment of $100,000,000, the
mechanism for which is described in the implementation section of
 
the Project Paper (above).
 

n 
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO, EGYPT 	 September 1 1986 

MEMORANDUM
 

TO: 	 AD/PPP
 

FROM: 	 Kenneth Wiegand, AGR/ACE/OD(A)(LJ
 

SUBJ: 	 Project 263-0202 - Agriculture Production and Credit
 
Project Document: Project Paper
 

1. The attached project paper has been prepared by AGR/ACF
 
for review by the Executive Conunittee.
 

Project Committee and Officers named below have reviewed the
 
document and agree with the format, analysis armd presentation.
 

2. There are concerns related to the fundinq me-chansims
 
(See below)* which need discussion or resolutio,n.
 

3.. 	Project Conunittee: Clearance. Date
 

AGR/ACE: S.Haynes -e_ & , ,-
AGR/ACE:K.Wiegand i ;.I't 
AGR/A:tiGheithPPP/E :P. Crowe --	 Y 1 "4'. 
FM:H.Jamshed -A y a //
 
LEG :M.Williams
 
IS:E.Baker ____3__
 

IS: J.Dzierwa
 
DR:D.Tinsler , , , * 

HRDC: F.Naguib .
 

Date of Committee Meeting (8/28/86) (Paper was ,circulated and
 
written ccmments edited into
 
new paper))
 

Mission Environmental Officer J. Starnes4-alv
 

Associate Director W. Janssen 	 / / C
 
4. 	An Executive Committee meeting could,be scheduled for
 

' date 

• 	The policy performance funding mechanism must b6 revised and
 
approved by FM and LEG. Concern was also e-pressed by IS.
 

• Refused 	to approve.
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ADMINISTRATIVE AND TECHNICAL ANALYSIS
 
AGRICULTURAL PRODUCTION AND CREDIT PROJECT
 

Introduction
 

This analysis of'the administrative capability of the
Principal Bank for Agricultural*Development is based on J. Ji
Deschamps report "Analysis of the Credit and Institutional'
Aspects of the Agricultural Production Credit Project",,the
1985 SFPP Midterm Evaluation, the Bank's report an their design
committees' work, other Bank provided data, as'well as
conversations with Bank personnel during the design process.
 

I. History and Overview
 

The Principal Bank for Development of Agricultural Credit
(PBDAC) was created in 1977 
as the successor to the Egyptian
Organization for Agricultural and Cooperative Credit. 
This
reorganization was necessitated by the failure of the
cooperative societies to c-llect loans outstanding.
Accumulated losses from 1963 till 1976 were LE 63.9 million.
At that time, the main bank audited the cooperatives, but did
not have the management authority over 
them. To correct this
problem, the PBDAC took direct control of rural credit and
fertilizer distribution services. 
 Many cooperative employees
joined the Bank 
to staff the village banks and agencies.
Since 1977, the collection rate on 
seasonal loans has
-ri-sen 
from 79%-in-1976 to-nearly-99% in-1984 despite 
a 300%
expansion in crop credit. 
Another area of rapid expansion has
been investment loans which expanded from LE 12 million in 1976
to LE 385 million in 1984. 
 The Bank also provided additional
rural financial services by adding time and savings accounts
which increased from almost LE 17 million in 1976 to LE 478
 
million in 1984.
 

Input distribution has been-an important function of the
Bank since its beginning in 1931 and is.specifically mentioned
in current Bank by-laws. The Bank's distribution activfties
 were previously carried on in competition with the private
sector. 
 In 1962 a severe infestation threatened the cotton
crop leading to a shortage of pesticides, price gouging, and
adulteration of available quantities lead 
the government to
take control of distribution through the cooperative system.
Since the early 1970's, the Bank's monopoly on basic, highly
subsidized locally produced fertilizersand the exchange rate
differential on 
imports has practically eliminated private
sector competition in distribution of this important input..
As a result of these combined activities, the Bank has
become very profitable. 
 Profits in .1984 were LE 106 million.
Net of interest rate subsidies, the bank re,turned LE 60.55 to
the Treasury in 1984.
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The PBDAC is the primary agricultural lender in Egypt. In
 
1984 	over 70 percent of all agricultural lending is made by the
 
Bank; the other 30 percent was made by commercial banks
 
participating in the Food Security Loan program. The Bank's
 
system of 765 village banks and 4,308 agencies brings credit,
 
and supplies inputs to practically all of Egypt's 3 million,*
 
farmers.
 

II. 	USAID's Involvement with PBDAC: The Small Farmer
 
Production Project
 

Begun in 1980, the goal of Small Farmer Production Project
 
lias very similar to that .for the Agricultural Production and
 
Credit Project: to increase small farmers' income by

increasing access to three essential elements - credit,

physical inputs, and modern technology. The project was to
 
address the "full range of PBDAC problems", but focus directly
 
on the village banks, its farm supply outlets and the levels of
 
control immediately above the village - district and
 
governorate banks.
 

During project implementation it became clear that the
 
Bank's top management was very skeptical of the feasibility of
 
lending to small farmers. Efforts of the PBDAC Managing

Director to work directly with the PBDAC made little progress.

Frustrated, the project team went around the hierarchy directly
 
--to -the village banks.- At-that- time, -anew MOA project director
 
with 	a strong background in agricultural economics joined SFPP
 
and effectively built the extension component of the project.

Technical Assistance teams comprised of a credit and a farm
 
management specialist were based in each of the project's three
 
governorates: Sharkia, Assuit and Kalubeya. These teams
 
worked directly with a small follow-up team at the governorate

bank 	and extension agents and bank personnel in villages. As
 
the project progressed, GOE and Bank management were very

impressed by the increase in farmer 
incomes and productivity as
 
well as the high loan repayment rates achieved.
 

In 1985, the project was extended two years and' the GOE
 
announced plans to expand the project to 8 additional
 
governorates.1 To support this commitment, the 1985 Midterm
 
Evaluation Team recommended changing the technical assistance
 
team 	composition and basing it in Cairo. The project now has
 
part 	of the team working in the PBDAC headquarters in Cairo.
 
The team's primary focus continues to be development and
 
testing of new systems in the three original governorates and
 
assisting GOE project expansion. With top management interest,

the team now has the opportunity to work on "broader problems"

in accounting, loan evaluation, financial analysis and business
 
lending. Thus the follow-on project has the opportunity and
 
broad support necessary to expand and institutionalize SFPP
 
systems, as well as work directly with PBDAC management to
 
improve critical management operations.
 

1 These governorates are Giza, Fayoum, Beni Suef, Damietta,
 
Dakhalia, Garbeya, Kafr el Shiek, and Menoufia.
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III. Other Donor Support
 

Several multi-lateral donors, including the World Bank,

African Development Bank, and the European Economic Community,

have provided loans of $294 million to PBDAC during the last

six years. These loans have financed fruit and vegetable

development, agroindustries, fish farming, agricultural input

storage facilities, and farm machinery. The majority of these
 
projects have not provided long term technical assistance to 
PBDAC. 

SFPP's focus on the lower echelon of the PBDAC system was 
intended to complement the PBDAC-World Bank Agricultural Credit 
Project. This project provided 66 work months of technical
 
assistance to assist the PBDAC in evaluating and improving term
 
lending, organization, policies and operations. Although the

the Philippine technical assistance team (SGV) prepared 
a
 
number of reports for top management as specified by their
 
scope of work, their recommendations were not viidely utilized.
 
The most broadly implemented program was improved evaluation
 
for farm machinery loans in Schag and Menufia.
 

Agreement between PBDAC and the World Bank has been
 
reached on the Second Agricultural Development Project which
 
will expand agricultural machinery stations to seven rice

growing governorates in the Nile Delta. PBDAC will receive 
approximately $114 million dollars 
to finance private sector
 
machinery importers. Unlike the previous proj,ct, only minimal
 
technical assistance to PBDAC is planned.


The Canadian foreign assistance program (CETA) has
 
financed development of a proposal for computerization;

however, the owner 
of the technical assistance firm said that

his scope of work was 
to present a proposal fox computerization

down to the village bank level and would not include
 
recommendations on improving the management ard accounting

systems. Due to the conditions at the village and district
 
banks, the cost of such 
a system, the lack of exoerienced Bank 
personnel in computer science and management, and the need for 
streamlining accounting practices, it .isunclear how practical

this report will be. 
 CETA does not plan a follow on project to
 
implement proposals developed. The team has succeeded in
 
documenting the entire PBDAC accounting systera. and this will
 
provide a good basis for redesign and streamlining of
 
accounting systems requested by Bank management during the APCP
 
design process.
 

Thus APCP complements the other donor resources. By

strengthening Bank management systems, this project will
 
indirectly improve utilization of other donor resources.
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IV. Organization
 

The PBDAC is wholly owned by the GOE, but enjoys 
some
 
financial and administrative autonomy. Its Board of Directors
 
includes representatives from the Ministries of Agriculture,-

Finance, Economy, Supply, Local Government and Planning as 'well
 
as 
from the Central Bank, the State Council, and Centra-l
 
Agricultural Cooperative Union. 
Also represented are three
 
agricultural experts nominated by the Minister of Agriculture,

eight heads of governorate banks, and PBDAC's two Deputy
 
Chairmen.
 

The Board is responsible for setting the Bank's general as
 
well as lending policies; however, actual autonomy is limited
 
by the fact that the above key GOE ministries control the Board
 
and the Minister of Agriculture aprgoints the PBDAC Chairman.
 
Thus the Bank reflects and implements GOE policies in input
 
supply, marketing and agricultural credit.
 

As shown in the organizational chart, the Chairman of the
 
Board is assisted by two Deputy Chairmen: one for finance,
 
administration and credit; 
the other for trading, production,
 
storage and branches.
 

The PBDAC is essentially a holding company for 17 Banks
 
for Development and Agricultural Credit (BDACs) which 
are
 
independent legal bodies, financially accountable, individually

capitalized and producing separate financial statements. Their
 
organizational 
structure parallels that of the PBDAC. Like the
 
PBDAC, their autonomy is limited and in effect they run their
 
day-to-day operations within g:iidelines issued by PBDAC.
 

V. Management
 

The PBDAC management strength is demonstrated by the
 
progress made since 1977 in improving repayment rates and
 
overall profitability. Technical consultants from the US,

Thailand, and Bangladesh contributing to the APCP design
 
process have been consistently impressed by the Bank's
 
achievements and the quality of top management.
 

The PBDAC system effectively reaches all agricultural
 
areas in 17 governorates through 765 village banks and 4307
 
agencies. Practically every village has an agency where
 
farmers obtain inputs and credit. This extensive system puts

bank-personnel close enough to the farmer to provide effective
 
loan follow-up and collection, a frequent cause of failure of
 
other agricultural credit institutions. 2 Despite its wholly
 
owned GOE status, the Bank has resisted write-off and
 
rescheduling of loans and maintained an 
active collection
 
policy. Thus Bank profitability and loani repayment rates stand
 

2 K.P. Padmanabhan, ."Why Farmers Default on Loans", Ceres, The
 
FAO Review No. 109 (January - February 1986): 28. 
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in sharp contrast to credit systems in other countries serving

small farmers where loan defaults range from 50 to 90 percent

of amount due. 3
 

The primary weakness of the PBDAC system is a reflection
of its strength. The major part of profits from the Bank are

returned to the Treasury in the form of -taxes and dividends for
investment in other sectors. Thus PBDAC is part of a very

effective system of indirect taxation that has resulted -instagnating agricultural production in Egypt. ThePBDAC system

has relied on its monopoly on subsidized inputs and marketing
activities to bring farmers to the Bank and collect loans, and
 
neglected improving the quality of its services. The Bank has
consistently managed for short term profits and neglected

training, investment in assets, and even purchase of supplies

needed for efficient, quality operations. Examples are
 
numerous. 
Currently, the PBDAC headquarters training budget is
only 	LE 40,000. Bank facilities are often dilapidated.

Fertilizers lie in the sun, unprotected from damaging

ultraviolet radiation by even simple tarpulians. Village bank

personnel buy their 
own pencils and shortages of appropriate

forms are frequent. With its parochial emphasis on profits,

PBDAC has not provided the quality services needed for dynamic
agricultural production. 
These are the underlying issues that
APCP 	 will address at both the macro-economic and bank level.
 

P13DAC 
 has a new Chairman with the broad management
experience and in-depth knowledge of problems in the 
agricultural sector to appreciate the need for change at the-Bank. The PBDAC management utilized the APCP d-:ign process to 
assess their goals and strategies and brought in their 
own
management development specialist to facilitate this process.
In addition, the Bank management organizea committees
identify areas the project facilitate Bank development 

to
and 

expand services and utilized SFPP specialists as well as their
 
own technical consultants. Their final report "Project for
Agricultural Production and Credit" included positive

suggestions for implementation of policy goals and project

purposes. Their ideas are referred to throughout this analysis.
 

VI. 	 Activities
 

A. Overview
 

PBDAC and its affiliates are credit and service
 
organizations for farmers, providing seasonal and investment
 
credit, subsidized inputs and performing crop marking servicesfor the Ministry of Supply. The. relative impor tance of Bank
activities is shown below: 

3 -Ibid., 26.
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and percent of
profits has been growing; however, credit revenues are closeiy
 

SOURCE OF REVENUE GROSS REVENUE NET PROFIT 
Credit & Banking
Input Distribution 
Marketing 

1981 
52% 
39% 
9% 

1984 
64% 
29% 
7% 

1981 
53% 
38% 
9% 

1984 
56% 
37% 
7% 

The importance of credit as a source of revenue 
related to input distribution. 
More than 27 percent of banking
revenue came from in-kind, highly subsidized seasonal credit;
together, crop and fertilizer distribution accounted for almost
42 percent of total revenues. 
All farmers qualify for seasonal.
credit, but only larger farmers generally qualify for
investment loans which have strict collateral requirements.
 

B. Summary of Lending Activity and Policies 
Between 1979 and 1985, the PBDAC system has dramaticallyincreased lending from LE 211 million to LE 1,129 million.
Although crop credit more 
than doubled during this period to LE
362 million, the largest expansion was 
in short 
and medium term
credit for live.stock 
and poultry activities.
.type of loan accounted for only 13 percent of 

In 1979, this
 
portfolio; the total
in 1985, almost 54 
percent. 
Medium
increased from a mere LE 18 million in 1979 

term loans
 
to IE
.in 1985. 329 million
When one considers 
the Bank's collateral and lending
policies, 
it is clear 
that the major part of
expansion benefitted larger farmers. 
this credit
 

Thus
•expansion of SFPP systems 
the need for
 

farmers to 
that permit small and; landless
access credit 
is more urgent now tharn
project was when the
begun in 1980.


lending activities, 
(For more detailed tbreakdown of
see Table 
 : Summary of Loij:s by Term andPurpose.) 
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a. Seasonal Loans.
 

All farmers are eligible for short term seasonal loans
which normally carry interest rates of 3.5 
- 4 percent. Until
recently the amount of credit was extremely modest, primarily
for in-kind inputs based on preset formulae according to the
crop and acreage. Terms depend on 
the type of crop and vary
from 3 to 12 months. Thus the average farmer with several
 crops per year may receive a number of small separate loans.
These procedures increase Bank administrative costs as well as
transaction cost to the farm r.
 
Under SFPP, supplemental crop loans were 
introduced so
that farmers could buy products and use techniques recommended
by research. Loan analysis utilized basic credit factors as
w;ell as and farm budgets in assessing the farmers' ability to
 repay. A revolving line of credit concept was developed to
provide farmers easy access to credit when needed and reduce
costs associated with small, frequent loans. 
 This system has
been tested in Kalubeya, primarily for poultry loans; however,
further testing and wider application of this approach will be
 

made under APCP.
 
As a result of SFPP, the Bank has reassessed seasonal
credit needs and surveyed different governorates to estimate
actual production costs. 
 This has lead to an increase in
credit limits for cash crop loans, in many cases more'than..
doubling funds available to farmers with which 
to meet
production requirements. These additional crop loans will be
made at the same interest rates as SFPP 
(i.e.,. 13 percent plus


1 percent service charge) . 

b. Investment Loans.
 

The Bank also provides medium and long 
term loans for farm
improvements or for agribusiness ventures. 
Strict collateral>
requirements (land, buildings, and imported equipment, are
still required for these loans. 
 Borrowers generally provide at
least 30-35% of 
the cost of the project; loans are generally
limited to 80 percent of the value of land or 
two-thirds the
value of buildings and machinery. At the village bank level,
these loans are 
based on simple formulas; at tbe governorate

and PBDAC level, feasibility studies made by consultants to the

borrower are also required.


As a result few small farmers or small scale businesses
 can qualify for these loans. Expansion of SFPP type loan
evaluation procedures will thus make 
a major change in the
Bank's procedures and make credit more available to smaller
borrowers. 
 SFPP loan evaluation techniques have resulted in
medium term loan repayments rates (98 - 97 percent ), than the
Bank has achieved in its investment loan portfolio (91 percent
in 1985). 
 This success has been a major factor in obtaining
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broad management support for the project and has lead the Bank
to ask the SFPP technical assistance team to make
recommendations for loan analysis for large and complex

projects.


Begun in October 1980, the Food Security Program provided
financing for meat and other protein related projects at
subsidized interest rates and was 
responsible for the dramatic
expansion of poultry and livestock loans. 
 As a result lending
for these projects reached LE 604 million, 54 
percent of the
total portfolio in 1985. 
 In 1986, the decision to phase out
feed subsidies was made. 
This coupled with a fEoreign exchange
shortage and a decline !n available feed has ha.d 
a serious
impact on poultry and livestock enterprises. Recent Bank
repayment rates are 
not available to judge what effect this has
had on 
the quality of their portfolio. 
Under S:FPP, 80 percent
of loans went to livestock enterprises; however, loan repayment
rates have fallen in only one governorate.
The Food Security Program for 
1987 has been reduced to LE
50 million and loans for livestock eliminated im realization of
their uneconomic return.
 

C. Distribution and Marketing.
 

These activities accounted for 
one third ad Bank revenues
in 1985, down from 42 percent in 1981. 
 Thus th;,e relative
importance of 
these activities to 
be Bank has been decreasing.
The Bank's statements differ- from-those of trading
organizations 
as 

or 

the Bank earns commissions on riuantities sold
handled for the Ministry of Supply. 
The cur-tent commission:­range from 45 percent for spare parts 
to LE .50 per ardeb for
seeds. Cornmissions on fertilizers, pesticides 
and jute bags
are all near 16 percent. In addition, the Bank 
receives a
financial fee for pesticides stcred 
more than ao'e 
year and
seeds held more 
than 4 months.
The input and marketing functions of the B'ank are closelyrelated to credit operations.

fertilizer and other inputs 

On the one hand,° sales of
 
are reflected in lo'ans.directly to agencies to receive inputs which 

Farmers go
 
are debited as
loans. The requirement that only farmers 
in gaxod standing with
the Bank 
can receive subsidized fertilizer is 
a powerful
incentive to repay. 
 The Bank's marketing activ-ities also
provide an opportunity for 
collection. 
The PBDNA. management
realizes the 
importance of strengthening loan myonitoring
functions as 
it expands cash loans, particularly for crops not
marketed through the Bank. 
 As these functions are improved,
the importance of input distribution and marketing functions 
as
a guarantee of loan repayment should decline.
Persistent questions have been raised about the
willingness and capacity of 
the Bank
supply. to get out of input
The question presents both practical problems as well
as fundamental questions. 
Approximately 10,000 (of the Bank's
personnel 
are directly involved 
in input distribmition. 
 These
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employees cannot be fired and may not have the skills required
for banking activities. 
 Banking functions are already
overstaffed. 
Information is lacking about the extent of the
small private input distribution system and the rate at which
hit could expand. 
A major GOE concern is that farmers not be.
left without any locally available input supplies.
The Bank has suggested spinning off input distribution
functions to a separate company with private participation.
PBDAC believes cessation of above quota sales coupled with a
decrease in subsidies to fertilizer, elimination of GOE
fertilizer imports and unrestricted importation would allow
development of private sector competitors. Thus the Bank is
willing to consider relinquishing its role in distribution, but
presupposes a continuing major role for the GOE in input
distribution at 
this point.
 

VII. Operational Systems.
 

The operational and rcnagement control systems of PBDAC
can 
best be described as basic. 
 During the APCP design process
Bank management identified the following areas
to for improvement
ensure tuture financial viability.
 

A. Planning and Budgeting
 

A yearly budget is prepared by PBDAC and the BDACs; 
 .
however, estimates of lending are based on analysis of national
plans and costs, on 
standard percentage increa:,ies
previous year's actual costs. 
avore the
 

Therefore budgeted costs do not
reflect actual requirement-s.
This system seriously limits use
as a planning and 
of budgets and forecastsmanagement tool. Village banks that haverapidly expanded loan volume in poultry and livestock may be
unable 
to meet targets and may end up merely "pushing" loans.
Budgeted lending does not reflect actual demand for credit at
the village level; particularly, if credit were made more
accessible to small farmers through SFPP loan evaluation
methods. 
 On the cost side, budgets may not reflect actual
funds needed to 
repair and maintain banks.
meet In an effort to
targeted profits, discretionary expenditures such as
purchases of supplies, training, and renovations may not be
made. 
Thus Bank profitability may be attained by running down
assets, physical and human. 
 Proper budgeting entails not only
.cost control, but also monitoring expenditures to 
see that the
necessary investments are made to make village banks efficient,
well maintained facilities 
that farmers would want to 
utilize.
Planning and forecasting will 
be also be critical to the
Bank's financial viability as 
agricultural reforms are
implemented because of the associated impact on 
financial
returns to different crops and projects.
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B. 
Management Information Systems
 
The management information system of the PSBDAC is a major
area of weakness. 
 Manua'l accounting systems arte slow and
inefficient. 
Compilation and checking of data consumes most
employees time; analysis and feedback of data
is infrequent. 
 -own the system'
The current system's limitatioos are also 
 'reflected in the fact that balance and income statements are
prepared only once a year.
In 1986, SFPP designed a streamlined acco.mating system for


its loans that will be applicable to
and district loan portfolio under the 
the entire village bank


expandable new project. Modest, butcomputer facilities are being installed at PBDAC
and the Kalubeya goverqorate bank. 
 Training of personnel has
already begun and testing should begin soon aftier
is received and installed. the hard-aare
 
system for processing This basic system czoupled with adeposit data will provide. the basis of animproved accounting system in the governorates.APCP will also examine selected areas
auditing, etc.) at the (i.e., finance,Principalinformation needs, design 

Bank to identi.fy managementimproved systems, and computerizethem where feasible.
 

C. Finance Management
 
In general, PBDAC borrows-_ Liources from commercial 1banksfor additional and other 

to funds beyond whatgovernorate is availablebanks locallyfrom dc-osits.capital to PEDAC and a As APCP wiNl providc­large increaseover the life of the project, 
in 1endinr. is projecLedcapital andPBDAC and the governorate bank 

finarane managenient atlevel shouldthe capital be e!:amined whenneeds of the bank are assessed duriijimplementation. 

D. Loan Monitoring and Evaluation, Internml Control andAudit Functions
 
During 
 the APCP design process, Bank manageent identifiedthese 
areas 
as a priority for
interrelated the next project. Work inareas will strengthen these

operations internal conftrolwith qualitative of creditrevieware using to ensure tha.&tthe new systems correctly bank staff 
needs. Improved and identif7 trainingmonitoring
portfolio and evaluationwill permit improved of th.,e loananalysisadequate of bad debts anC]
reserves to protect financial viability, as
agricultural reforms are implemented.
 

E. Personnel
 

Personnel management
be addressed if the Bank and 

management 
APCP are 

anis important area to purposes. 
PBDAC has to achieve iproject
some 34,000 employees, many, tof whom were
added during the 1977 reorganization. Data provi(.ed on the 

http:provi(.ed
http:identi.fy


governorate banks showed that around 10 percent had university

degrees, the majority had secondary education, anO_ a quarter
 
were illiterate. A quarter of employees with secondary or
 
higher education had studied agriculture. Thus there are
 
personnel available, but better systems of evaluation are
 
needed to identify promising and talented.people who could
 
benefit from turther training and development. Retraining of,

accounting and clerical personnel for 
related jobs will be
 
needed as accounting systems are improved, and review and
 
auditing functions strengthen. Currently bank staff have

fairly high morale. Maintaining and building this esprit

during 
a period of rapid change will be a formidable challenge.


The Bank has been more successful than many .GOE 
organizations in attracting and keeping qualified personnel.
Bank employees receive substantial incentives depending on 
their personal evaluations and local bank performance. As a
 
result most employees receive incentives of 9 to 14 months 
salary. The Bank is not obligated to take recent university
graduates, but in practice take 
some. Rather than waiting for
 
graduates to be assigned, they recruit the most capable, hire

them on a temporary basis, and request their assignment to 
bank. The SFPP technical assistance team has fotund that once 
management has committed itself to a program, staff are 
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VIII. Financial Condition and Profitability
 

A. Overall performance
 

The PBDAC is overall very profitable. Pretax income has

increased from almost LE 80 million in 1980 to LE 113 million 
.

in 1985; however, this profitability was achieved as a result

of GOE transfers to cover 
subsidized loans and high commi-ssions
 
on mrost trading and marketing functions. Last year's pretax

return on assets was 7.4 percent and return on equity, a

substantial 104.9 percent. 
This high return on equity is, of

coux'se, 
a consequence of the Bank's low capitalization. This

profitability results in a net return to the GOE Treasury (LE

60.55 million in 1.984).
 

B. Profitability of Activities
 

PBDAC data on revenues and expenses for each bank activity
suggest that credit and ban::ing operations are only profitable
because of interest rate subsidies. In 1985, the spread on
agricultural loans before subsidies was a negative .88 
percent. On term loans, the spread better:was 4.38 percent.
The recent improvement of the spread on both types of loan3
reflects a general trend away from subsidized interest rates. 
The gross margin on lending including subsidies was a
profitable 5.6 percent. Ratios for trading activities and
revenue/cost data provided by the Bank suggest that trading
activities are even more profitable. Conversations and
observation of Pank officials suggest this data overstates 
credit costs and understates trading costs as mary credit 
personn2! spend substantial amounts of time on input 
distribution.
 

C. Need for Capitalization
 

consultant's ofThe design analysis the Bank's financial 
condition concluded that PDDAC is 
highly leveraged using short 
term commercial borrowings. During the last three years, the

Bank has steadily increased total reserves and capital from
 
almost LE 62 million to LE 117 million, 90 percent; however,

leverage ratios for 
the last five years ranged from 11.98 to

18.55, well above the normal 8 for this type of institution.
 
The Bank's ability to meet current obligations (liquidity) is
 
very tight and probably below the critical ratio of 1. Thus it
 appears that PBDAC's ability to expand lending further is very

limited without increased capitalization.
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D. Interest Rates 
The current Bank management has a strong commitment to
rationalize interest rates and move towards market rates asmuch as permitted by current Central Bank regulations. 
 -'
Although the Bank is reimbursed for the difference between
subsidized rates and the maximum for agricultu;al lending (13
percent), 
these subsidies represent a substaintial cost to the
government.
Seasonal lending is currently the most subsidized 
area.
.The goal of these subsidies is to decrease the impact of low
output prices paid to farmers on major crops, particularly
cotton; however, recently many crop prices have been raised
Bank management realizes the berefit to farrmers
seasonal loans is nominal on short term
(for example, LE 3.55 on a LE 75 six
month crop loan), 
but the aggregate cost to 
the governr tent ishigh (LE 62 million in 1.985).
adjusted, the As the pricing policies areBank plans to reduce subsidiesloans. to seasonalSupplemental crop loans to mcre adequately cover 

crop 
farmers' actual production costs will be madke at the nearmarket rates utilized by .SFPP.
APCP projects a substantial expansion in lendingDusinesses supporting agriculture toas the GOI decreasesIs a direct investor, distributor, its role 
ilso facilitate rapid 

and merchrint. This willexpansion of the private. sector)pportunities--are as .....created during Lle policy reform'hese loans will process.be made at the prevailing raLe for that type'floan.

Despite projected progress in thisates are still below area, these interestUSAID estimations of inflationnalysis showing the projected devaluation 

(17%). An 
ttached as requested in of capital isthe PID review. 
 (See Tables _ to __ 
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Annex 7-B 

Economic Analysis 1/ 

Summary--Based upon actual SFPP farm records, the following

analysis demonstrates that farmers taking out loans under the project

have realized substantial increases in farm income. 
 In terms of the

'alue to the economy as a whole, the project has a relatively high

economic rate of return 
(39%), due primarily to the relatively large

number of loans to farmers for investments which have low capital

requirements but high returns.
 

A. 	 Farm-Level Analysis

The SFPP program has assisted farmers in devloping profitable


financial enterprises on their farms. Unit activity budgets (budgets

which apply to some particular investment activity) were prepared for
 
a range of farm activities for which loans have been provided under 
the SFPP program. These budgets (Tables 7B.2-7B.Il) were prepared in
 
order to: (1) give an indication of the financial incentives for 
farmers to participate in the program; and (2) estimate the aggregate
economic returns of the project (see next section). Primary data for
these tables are based upon actual performance by farmers as recorded 
in the SFPP farm record books.
 

Internal rates of return (IRR) after financing were computed for 
each budget and presented -in -Table -7B.-12;-- -The IRR represents the
earning power of the LE invested in each activity. The economic MtRs
before financing were also computed in Table 7B.12, using 'shadow" 
prices for inputs and outputs (excluding loan receipts and debt
 
service, which are treated as transfer payments). 

Data--The activity budgets in Tables 7B.2-7F:.Il represent a
 
common type of loan by activity area (crops, broilers, pullets, farm 
equipment and other). In actuality, the range of small farm non-crop

activities financed under the project has been more diverse,

including: cattle, sheep, pigeon and rabbit feeding; sheep and goat

breeding; beekeeping; and purchase of diesel pumps, back-pack
 
sprayers, generators, roto-tillers, and other small farm equipment.
 

l/ The analysis in this section follows the method and format 
described in J. Price Gittinger, Economic Analysis of Agricultural

Projects, John Hopkins University Press, 2nd edition, l92, and except
for the indicated modifications, is identical to tbje analysis
conducted for the SFPP Amendment in 1984. 

\\
 

http:7B.2-7F:.Il
http:7B.2-7B.Il


Annex 7-B
 
P. 2 

The "other' category refers to construction.of farm buildings,

often a second-story addition to a broiler or pullet building or
 
construction of 
a barn to house ruminant livestock..
 

Farm financial budgets presented in Tables 7B.2-7B.ll for wheat,

lentils and broadbeans (winter season crops.) and maize and tomatoes
 
(summer season crops) represent only a portion of actual loan
 
activities for crops. Additional loans are provided for: chickpeas,

peas, onion, cabbage, cucumbers, potatoes and gar.ic, "block" farming

(consolidation of fields) for wheat, berseem, beams and other
 
vegetables; production of wheat and maize see; and, more 
recently,

high-value fruit crops. Many of the technological "packages' for

which-crop loans are provided in the SFPP program (such 
as the wheat,

maize, tomato and lentil packages) were developed under AID-funded
 
extension/demonstration projects, such 
as Major Cereals Improvement

and Agricultural Development Systems. 
 Crop loan 3;ize ranges from LE

50 to 500 and is estimated to average LE 150 under this amendment,

compared to an average of LE 70 offered by the PBD.nx.AC under its
traditional program. "With" and "without" situations (which include
labor costs) were presented in the crop budgets to capture the changes
in net income from the adoption of new packages, due in part to 
availability of credit.
 

The budgets for broilers, pullets (young hen.ms supplied to other

layer operations, including family egg batteries), represent important

small farmer enterprisesl/. Machinery dealers represent. a
 
poteit-iaily lucrative investment opportunity if pclicy reforms tre 
effectively implemented.
 

Results of Economic Analysis--For crop loans, broilers, pullers
small machinery and farm equipment, both financial and economic rates 
of return are quite high (Table 7B.12). (Financial prices for inputs
and outputs of the activities are converted to their shadow 
equivalents according to the adjustment factors listed in Table 7B.13). 

1/ The labor utilized in these activities is essentially family

labor, primarily women. 
It was not possible to estimate a wage rate 
for this labor. There is, however, evidence which suggests that its 
opportunity cost is very low, in spite of increasi~ng rural wage
rates. (See: B. Hansen and S. Radwan, Employment ooortunities and 
Equity in a Changing Economy: Egypt in the 1980s, .LO, Geneva, 1982, 
pp. 6, 42-43 and 108). This would imply that the labor involved in

the new activity does not seriously compete with cilher farm 
achivities.
 

http:PBD.nx.AC
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The 'other" category refers to construction of farm buildings,
often a second-story addition to a broiler or pullet building or

construction of 
a barn to house ruminant livestock.
 

Farm finahcial budgets presented in Tables 7B.2-7B.ll for wheat,
lentils and broadbeans (winter season crops.) and maize and tomatoes

(summer season crops) represent only a portion of actual loan
activities for crops. Additional loans 
are provided for: chickpeas,
peas, onion, cabbage, cucumbers, potatoes and garlic; "block" farming
(consolidation of fields) for wheat, berseem, beans and other

vegetables; production of wheat and maize see; and, 
more recently,

high:*value 
fruit crops. Many of the technological *packages' for
which crop loans are provided in the SFPP program (such as 
the wheat,

maize, tomato and lentil packages) were developed under AID-funded

extension/demonstration projects, such 
as Major Cereals Improvement

and Agricultural Development Systems. 
 Crop loan size ranges from LE
50 to 500 and is estimated to average LE 150 under 
this amendment,

compared to an average of LE 70 offered by the PBDAC under its
traditional program. 
 "With" and "without" situations (which include

labor costs) were presented in the crop budgets to capture the changes
in net 
income from the adoption of new packages, due in part to
 
availability of credit.
 

The budgets for broilers, pullets (young hens supplied to 
other
layer operations, including family egg batteries), represent importaat

small farmer enterprises_/. Machinery dealers represent a
potentially lucrative- investment opportunity if policy reforms are 
effectively implemented.
 

Results of Economic Analysis--For cr op loans, broilers, pullers
small machinery and [arm equipment, both financial and economic rates
of return are quite high (Table 7B.12). (Financial prices for inputs
and outputs of the activities are converted to their shadowequivalents according to the adjustment factors listed in Table 7B.13).
 

l/ The labor utilized in these activities is essentially family

labor, primarily women. It was not possible to estimate wagea ratefor this labor. There is, however, evidence which suggests that its

opportunity cost is very low, in spite of increasing rural wagerates. (See: B. Hansen and S. Radwan, Employment Thoortunities andEquity in a Changinq Economy: Egypt in the 1980s, .LO, Geneva, 1982,pp. 6, 42-43 and 108). 
 This would imply that the Labor involved in
the new activity does not seriously compete with other farm
 
activities.
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Financial rates of return for broilers are high, due to the
 
effects of GOE agricultural pricing policies. Feed and other
 
subsidies to broiler and livestock producers, and limitations on
 
imports and marketing of meat and poultry by the private sector,
 
appear to constitute a policy effort on the part of the GOE to
 
increase domestic production by providing producer subsidies.
 

For broilers and pullets, the low economic rates-of return found 
here are consistent with a study 1/ funded under the AID Agricultural 
Development Systems Project. This study estimated that, given current 
technical performance, Egypt loses its comparative advantage in 
poultry meat production below a farm size of 250,000 broilers per 
year. Smaller producers who average 25,000/year, such as those under 
the project, have high financial rates of return to capital when 
inputs (chicks and feed) are Driced at subsidized levels, but low to 

negative returns when inputs are priced at shadow, or international, 
levels. Profit margins of these small producers are just about equal 

to the extra amount they would have to pay were chicks and feed sold 
to them at unsubsidized prices. However, economic returns for broiler 

producers under the project are likely to be higher than small 

producers elsewhere in the country, because veterinary assistance 
(normally available only to larger farmers) iL made available to them 
at cost. In view of the evidence of poor economic returns to broiler 
production, efforts will continue to be made to reduce the volume of 
project loan funds allocated to broiler loans. 

3. Project Analysis . 
The aggregate economic analysis of the proposed project is 

limited to the examination of the relationship between the AID arid GOE 
investment in the PBDAC credit program and policy reforms to the 
farmer benefit stream made possible by this investment. 

Individual farm costs and benefits before financing were 
converted to economic values (Table 7B.13). Total economic costs and 
benefits by activity were then aggregated according to an assumed loan 
mix by dividing loanable funds by the size of loan for each activity.
 
Loans are given to farmers over a five year period, which creates a
 
stream of farm costs and benefits ending year 14.
 

l/ I. Soliman and A. Ibrahim, The Productive Efficiency of the
 
Broiler Industry in Egypt, ADS Economic Working Paper No. 122, March, 
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In terms of valu6 to the economy as a whole, the project-haf a
high average economic rate of return. 
 The econamnic IRR is 39 percent
(Table 7B.14) 
even when is charged entirely as a cost of lending. 
The
high return is due primarily to the relatively 1arsge number of loans
to farmers for investments in crops, and small farm equipment which
have low capital requirements but high returns. 
 The project IRR is
thus very sensitive to variations in total farmex benefits and costs,
but less sensitive to increases in project costs 
(administrative, etc.)
 

\'
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Table 2 - Financial Analysis: 
 Wheat, 1985, Project 263-202, Egypt
 

Item 

Without 
 With
 
Project 
 Project
 

-

-

1. Receipts:
 

Grain -Quota (166.7 LE/MT) 
 0.26 	mt-
 0.3 mt
-Free Market (180 LE/MT) 
 L.32 	mt 
 2.3 mt
 
Straw: Yield/fd 


2.5 mt 
 3.0 mt
 
Price/mt 


107.8 LE 
 107.8 LE
 
Gross value or Production (LE) 
 550.5 
 779.0
 

2. 	Expenses (LE): 

Til lage 
24.5 
 27.0
Seed/planting 

17.5 
 7.0
Irrigation 

29.7 
 48.5
Weed 	Control 

5.0 
 11.5Pest 	Control 

0.1 
 22.5
Ferti lization 


44.7 
 31.0
 
Harvest 

132.4 57.0 
Total (LE) 253.9 204.5 

--.- Far N'Le Bene-it (LE) before financin 296.6 574.5 

4. 	Financing 

Loan Receipts (Short term) 249.9 
100.0
Interest rate 
 - 1 CI00%
 

Debt 	Service
 
Short 
term 	interest 
 -
 6.50
Short term principal 
 - 100.0Net 	financing 


- (6.5)
Net benefits after 
financing 
 296.6 
 568. 0
Incremental 

271.4
 

Source: 
 Central Administration for Agricul2tural Economics, Ministry.
of Agriculture and Small 
Farmer Production Project.
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Table 3 - Financial Analysis: Maize, 1985, Project 263-202, Egypt
 

Item Without With 
Project Project 

:--------------------­

1. Receipts: 

Grain - Quota (178.57 LE/MT) 
- Free Market (250 LE/MT) 

0.2 mt 
k.9 mt 

0.2 mt 
2.6 mt 

Strawi Yield/fd 
Price/mt 

1.8 mt 
12.0 LE 

2.5 mt. 
12.0 LE 

Gross value of Production (LE) 529.8 715.7 

2. Expenses (LE): 

Tillage 
Seed/planting 
Irrigation 
Weed Control 
Pest Control 
Fertilization 
Harvest 

Z2.0 
15.5 
Z7.2 
37.9 
0.8 

,6 
Z9.6 

25.0 
40.0 
66.5 
7.4 

41.5 
69.2 
30.0 

Total (LE 2,44.4 279.6 

3. Farm Net Benefit. (LE) before financing 2@5.4 ,436.2 

4. Financing 

Loan Receipts (Short term) 
Interest rate -

140.0 
13.00% 

Debt Service 
Short term interest 
Short term principal 

Net financing 
Net benefits after financing 
Incremental 

-
-
-

2_B5-4 

9. 1 
140.0 
(9.1) 

427.1 

Rate of Return to Farm Resources'Engaged 
141.6 

419.98% 
------------------------
Source: Central Administration for Agricultural Economics, Ministry


of Agriculture and Small Farmer Prod and SFF'P data.
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Table 4 
- Financial Analysis: Tomatoes, 1985, Project 263-202, Egypt
 

Item 

Without 
 With
 
Project 
 Proj ect 

1. Receipts:
 

Yield/rd 
20.0 
 25.0
Price/mt 

113:6 LE 
 113.6 LE
Gross financial value or 
production 
 2,9271.8 LE 
 2,839.8 LE
 

2. Expenses (LE): 

Tillage 
Seed/planting 42.1 50.0 

58.4 
 147.0
Irrigation 

4#4.9 
 109.0
Weed Control 

57.4
Pest Control 

1.9 
 1-9.3
Fertilization 


17.9 
 217.5
Harvest 

163.5 
 145.0
 

Total (LE) 
 ",0/6. 1 807.8
 
Z. Farm Net Benefit (LE) berore financing 1,6,95.7 2,032.0 

4. Financing 

Loan Receipts (Short term) 

500.0
Interest rate 

13.00%.
 

Debt Service
 
Short term interest 

32.5Short term principal
Net 50C). 0financing 

(32.5)Net benefits after 
financing 
 1q,&T5.7 
 1,999.5
Incremental 

303.8
Rate of Return to Farm Resources Engaged 
 214.99%
 

Source: 
 Central Administration for Agricultural Economics, Ministry
 
of Agriculture and Small Farmer Production Project.
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Table 5 - Financial Analysis: Broad Beans, "19615, Project 263-202, Egypt
 

Item Mithout 
 With
 
Prjj ect Pr oj ect
 

-----------­
1. Receipts: 

Grain - Quota (277 
- Free Market 

LE/MT) 
( 318.06 LE/MT ) 

0.43 mt 
0.63 mt 

0.40 mt 
1.40 mt 

Straw: Yield/fd 1.5 mt 1.75 mt 
Price/mt '56.88 LE 56.88 LE 

Gross value of Production 
(LE) 405.03 655.62
 

2. Expenses (LE):
 

Tillage 

91.94 39.00Seed/planting 
 -4.66 
 26.50
Irrigation 


20.63 
 47.50
Weed Control 
 :23.00 
 17.50
Pest Control 
 2.03 
 77.00
Ferti 1ization 
 17.82 
 45.33
Harvest 

80.97 53.0)
 

Total (LE) 
 211.05 
 265.83 

__3._,Form Net. DeneL__ (LE.).be-fore. financing 193.98 -589.79
 

4. Financing
 

Loan Receipts (Short term) 
 - i00O
Interest rate 

13.00% 

Debt Service
 
Short term interest 
 - 6.50
Short term principal 
 - 100.00Net. financing 
 -
 (6.5
Net benefits after financing 
 193.98 
 363.29
Incremental 


- 189.32
 

Rate of Return to Farm Resources Engaged 
 40G. 94" 

Source: 
 Central Administration for Agricultura1 Economics, Ministry
of Agriculture and Small Farmpr Pr nii,.r- i r,--.--4
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Table - Financial Analysis: Lentils, 1985, Project 26Z-202, Egypt
 

Item 

Without With 
Project Project 

1. Receipts; 

Crop - Quota ( 718.5 LE) 
- Free Market ( 731.13 LE) 

Straw: Yield/fd 

0.16 mt 
0.52 mt 

1.02 mt 

0.16 m 
0.96 m 

1.25 m 
Price/mt 

80 LE 10 L 
Gross value of Production (LE) 576.35 916.84 

2. Expenses (LE): 

Tillage 

26.60
Seed/planting 35.0
 
54.67
Irr igation 48.00 
113.09 90.00Weed Control 
26.75 20.00Pest Control 


18.00Ferti lization 

20.70 
 25.93
 
92,13 


Harvest 

77.00 

Total (LE) 
 238.94 313.93 
3. Farm Net Benefit 
(LE) before financing 337.41 
 602.91
 

4. Financing
 

Loan Receipts (Short term)

InteresL rate 150.00
 

13.00
 
Debt Service


Short term 
interest 

Short term principal 9.75
 

Net financing 150.00
 
Net benefits after (9.8)
financino 
 33-7.41
Incremental 593.16 

255.76
 
Rate of 
Return to Farm Resources Engaged 
 401.81%
 

Source: 7------
Central Administration 
for Agricultuet al., 
'Economic Analysis
of 
Agriculture and Small Farmer ProducLicin Project.
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Table 7 - Financial Analysis: Scall Machinery Dealer, Project 263-202, Egypt, 1986
 

1 2 
- --- -------

3 4 5 6 7 

A. Costs 

Investment 
 160,000 - ­-
Salary & payroll expenses 
 36,800 36,600 36,600 36,800 36,900 36,800 
36,800
Transportation t Delivery Expenses 
 71200 7,200 7,200 7,20N 7,200
7,200 7,200
Insurance 
 2,300 2,300 2,300 
 2,30 2,1300 2,00 2,300
Rent 7,200 7,200 7,200 7,200 7,200 71200 7,200
Depreciation 
 11,000 11,000 11,000 1,000 11,000
l,OCCD 11,000
.Utilities 
 7,200 7,200 7,200 71200 7,200 71200 71200
 

Total 
 25t700 71,700 71,700 71,700 71,700
71,70C 71,700 


6. Benefits 

Sale of Tractors &Machinery 
 30,O00 33,000 3,300 37,9 43,923 . 3,3I5 53,147Sale of OthEr hachinery 35,000 42,500 51,73S 12"210
47,190 57,100 69,091
Sale of Parts 
 36,000 39,600 43,560 47,91.6 52 703 57,78 63,776 

Total 105,000 115j500 127,050 13971.- 153731 161,417 10143B 

Net beneits before financing (146,700) 431800 55,J3' 63,05 09,717?.1031 57,728 

C.Financing
 

Loan Receipts
 

Short tern 
 65,000 
 - . . . .Medium ter 
 38,000 - . . . .
 

Debt Service
 

Short tera interest 
 8,450 0 0 0 
 0 0 0
Short ter principal 
 65,000 0 0
0 0 0 0
mediuA ttra interest 
 4,940 41234 3,529 2,'17
2,23 1,411hediun tFrn principal 706
 
51427 5147 '
5,429 5,Q!R 5,429 5,429 ,429
 

Net Financing 
 19181 (9,7663) (8,97) (8,251.) (7,546) (6,40) (6,134)
 

fNet Benefits After Financing (1271519) 34,137 46,393 59,86U 
 74$485 82,877 91,654
 

/11 LE 65,000 for 12 -onths at 13X annual interest.
 
/2/LE 38,000 for 7 years at 
131 annual interest,
 

Sourcei SFPP fare aanageAent data.
 

\
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Table 8 - Financial Analysis: Pullets, Project 263-202, Egypt, 1I86 

11 2 

A.Costs
 

Investient /1/

Equipent 25,400 ­ -2194

Chicks (3cycles of 3,000 ea, ILE 0,7) 

- 2,194 2,194 ­ - 7316,300 6,300
Trarsportation costs for birds & feed 
6,300 6,300 6,300 6,300 6,300 6,300 6,300 6,303
 

Feed (Aarket prices) 121 
300 300 300 300 300 300 300 300 300 
 300)
9,620 9,620 9,620 ,20 9,620
Chick cartons 9,620 9,620 9,620 9,620 9,620
90 90 
 90 90
Veterin'arian services 90 90 90 90 90
11500 i,500 1,500 1,500 11Y0 1,500 

90
 
Litter (steaw bedding) 1,500 1,500 1,S00 I1503
120 120 
 120 120 120 120 120
Vater, fuel, electricity 460 120 120 120
460 460 
 460 410
1aintenance 460 460 460 460 
 460
240 240
Salaries /3/ 240 240 240 240 240 240 240 243
2,200 2,200 2,1200 2,200 2,200 2,200
Other cost& (cleaning materials, etc.) 2 , 2,200 2,200 21200
300 300 
 300 300 300
Insurance 300 300 300 300 300
100 100 100 100 100 
 100 IC0 100 100 100
 
Total 
 . 48,824 21,230 23,42421,230 23,230 21,230 23,424 211230 21,2;, 
 21,1M
 

B.Benefits
 

f'ens (7,
60 X LE 3.5) 
 26,880 2U,3S0 263830
Pullets (360 X LE-2.5) 26,0 2-SO2 ,20 26,SO 25,E30 26, S0 26 F900 900 
 900 900
Mature (98 L13 ILE 6.0) 49 0 
00 900. 900 .900. 700 -4-00 
-
490 490 
 430 490 
 490
Residual value of investret 490 40 47%
 

- - - - - - 12,7co 
7otal Penelits 
 20,270 28,270 23,270 
2 79,270 23,270 23,2709a,20 28,270 22,270 40,570 
Yet benefits bWore financing (20,554) 7,040 7,040 
 4,6 1,040 7,040 4,24h 7,040 7,040 19, 9
 

C,Financino
 

Loan Receipts /4/ 
 18,00
 
Debt Service
Short tert interest 
 2,340 ­ ..
Short tere principal .
18,000 - ..
Net financing " " "
 (2,340) ­ - " 
 "
Net benefits after financing 
 (22,694) 7,040 7,040 4,846 71040
7,040 4,846 
 7,040 7,040 19,009
 

11/ Concrete structures valued at LE 25,400.

121 17.55 MT starter @LE 210/hT and 30.15 MT pullet @ LE I85/1T.
/3/
Includes 15Z s:cial security and 10X incentives. 
/4/LE 6,000 every 112 days at 
13 annual interest,
 

Sourcei SFPP Fare Hanagetent Data,
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Table 9-Financial Analysis: Broilers, Project 263-202, Egypt, 1986
 

1 2 3 4 5 6 7 a 9 10 - --~~~~~~~--------- ---
 ---- ----------- ~--------..
 

A.Costs
 

Investment /1/ 
 22,400 - ° - . -Equipaent 
- -. 

4,190 - 4,190 - - 4,190 - 1,397Chicks (five cycles of 5,000 ea. X LE .90) 
 22,500 22,500 22,500 22,500 ,500 22,500 22,500 22,500 22,500 22,500
Transportation for chicks i feed 
 470 470 470 470 . 470 470 470 470 470 
 470
Chick cartons 
 250 250 250 250 
 250 250 250 250 250 250
Feed (Parket prices) /2/ 
 15110D 15, 100 15, 100 15,100 1,,100 
15,100 15,100 15, 100 15,100 15,100
Veterinarian 'services 
 1,250 1,250 11250 1,250 J4,250 1,250 11250 1,250 1,250 1,250Litter (stram bedding) 
 350 350 
 350 350 350 350 350 350 350 350
Water, fuel, electricity 
 400 400 400
400 400 400 400 400
400 400
Naintanance 
 400 400 400 400 "400 400 400 400 40) 400
Salaries /3/ 
 2,200 2,200 
 2,200 2,200 2200 2200 2,200 21200 2,200 2120
Other costs (cleaning eaterials, etc.) 300 100 300 300 300 300 300 300 300 300
Insurance 
 100 100 100 100 
 100 100 100 100 tO0 100
 

Total 
 69,910 43,320 
 43,320 47,51O 40,320 43,320 47,510 43,320 43,320 44,717
 

K,Benefits
 

Broilers (23,765 birds X 1,3 1q./ea,

-LIE 1.90 kg.;) 
 55i61055,I0 55,605510 
5560 55,6)0 55610 551,10 55,10 "J,610
Manure (25 13 1LE 5.0) 
 125 125 126
125 125 125 125 125
125 121
Residual value of investcent 
 .. 
 . .
 . .
 . 11,200
 

Total Eenefits 
 55,735 55,7;5 55,735 U,735 55,735 55735
55,735 55,735 55,735 66"135
 

Net benefits before financing 114,1751 12,415 12,415 8122 12,1415 12,415 
 8,225 12,415 12,415 2221
 

C.Financing
 

Loan Receipts /4/ 15COO - . . .. 
 .
 
Aebt Service
 

Short tern interest 131 
 1,950 - .. 
 . .
 .
Short tern principal 15,000 -.......
 
et financing 
 (1,950) ­ - -
Net benefits after financing (16,125) 12,415 
 12,415 8,225 .12,415 12,4!5 8,225 12,415 12,415 22,2.8
 

ill Concrete structures valued at LE 22,400.
 
/21 25 NT starter ILE 300/MT and 40 MT finish 0 LE 190/MT

13/ Includes 15% social security and I0%incentives,
 
14/ LE 3,000 every 50 days.
 
Source; SFPP Far: Managetent Data.
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Table 10 - Financial Analys~is: Fare Equipment (LE), Project 263-202, Egypt, 1986
 

1 2 3 4 5
 

A.Costs
 

Investient 6 
 3,800 . ...
 
Spare parts 
 380 380 380 380 20

Maintenance 
 170 170 170 170. 170 -

Lubricants 
 20 20 20 20 20
 
Fuel 
 55 55 55 55 55
 
Labqr' 
 110 110 110
110 110
 

Total 
 4,535 735 735 735 735
 

B,Benefits
 

Wheat Harvest (140 f I LE 12) 1,680
/2/ 1,680 1,680 1 I,6eO 1,90
 
Cotton stalk noxing (120 fXLE 9) 1,mO 1,080 1,030 1,080 1,080
 
Total 
 2,760 2,760 2,760 2,760 2,760
 

Net benefits before financing 0,775) 2,025 2,025 2,025 2,025
 

C,Financing
 

Loan Receipts
 
Niediun tera /1/ 
 i150 . .. . .- -

Debt Service 
Kediua tere interest 150 100 .50 - ­
iediu, tera principal 
 383 393 383 -

Net financing 
 618 (48) (433) -
Net benefit after Einncing (1,158) 1,542 1,592 2,025 2,025 

ll/ LE 1,150 for three years at 13% interest.
 
121 The cost or traditional nethod of harvesting isLE 41.70.
# Agcstini Mower-Binder, tractor Founted PlO pcxered coming and binding cachine, 
Source: SFPP fam managecent data; S.Shepley and Z. issa, Agricultural


Xechanization Cost Model, AID Agricultural Mechanization Project, 1983,
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Table 11 - Financial Analysis: Other (LE), Project 263-202, Egypt, 1986 

' 2 3 4 6 90
 

A.Costs
 

Investsent /1/ 
 25,000 . .-..
 
Equiptent 
 5,190 
 - - 4,190 - " 41190 - - 11397Operating costs (same as broilers) 43,320 43,320 
43,320 43,320 43s320 43,320 43,320 
43,320 43,320 43,320
 

Total 
 73,510 43,320 43,320 47,510 
43,320 43,320 47,510 43,320 43,320 44,717
 

D.Benefits
 

(satme as broilers) 55,735 55,735 55,735 55,735 
 55,7M. 55,735 55,735 55,735 55,735 66,935
 
Residual value of investment 
 .
. - .- ­ 1 0101
 
Total 
 55,735 55,735 55,735 
 55,735 55,7Y- 55,735 55,7.5 55,735 15,7,5 76,935
 

Net Benefits before financing (17,775) 
 2j415 12,415 8,225 141.- 12,415 8,225 12,415 12,415 32,216
 

C.Financing
 

Loan Receipts

rediun Terp /21 
 10000 .... 
 .
 .
 

Debt Service

fediu- term int rest -.I300 975 -50 -25 - " - -. - ­

?Kdiu tern principal 2,500 2,500 2,500 2,500 
 - . . . .Net financing 
 61200 (31475) (3,150) (2,C25) 
 . .
Net benefits after financing (1j575) 8,940 i,265 5,400 
- .
 

12,415 12,415 8$225 12,415 12,415 32,212
 

I/l Sz(ond floor zddition to broiler house. Concrete structures valued at LE 20,0m

/2/LE 10,000 for 4 years at 131 annual interest.
 



Techno1ogv Transfer - Institution Building 

Tine Schedule 

9/86 11/86 1/87 6/87 1/88 6/88 1/89 6/89 1/90 6/90 1/91 6/91 
Key Activities: 's satisfied, funds available for TA and training 

1. CCQTRACTING (iF 
SiG)F TE!M PRE-PRCJECT 
MILI ZATI N TEAM. 
(8-A CCNTr;ACT) 

-Levelop Scope of Work 
(USAID/AGR) 

-Sole Source 
Procurefent/Contracting 

-Mobilization 

2. MOBILIZATICN TEAM: 
TASK ORDER A 

PREPAATIQz SCOPES OF 
WORd FGR L04G TEM 
TFCH. ASSISt TAM4 

(a) GOE Ieview/ipproval; 
PIC/T Issuance 

(b) R1TP prepared; 
CBD Notic,­

(c) 1 view/Evaluation of 
Proposals Technical 
Assist Team Selection 

(a) Mobilization and Arrive 

3. MCBILIZATICN TEAM: 
TASK ORDER B m 

CIRFAGM I ZTICN 11D 
TFhiG ASS-S&4EIT 



dIechnology Transfer - Institution Building (cont.) 

Tirre Schedule 

9/86 11/86 1/87 6/87 1/88 .6Z88 1/89 .6/8961/90 6/90 1/91 6/91 

Key Activities cont.: 

r Mobilization Tea in place and operational. 

I' 
SLong ierm TA 'ieam Arrival 

4. MCBILIZATI(N TEAM: l 
TASK ORDER C 

GENERAL TRAILNG I 
A D SIAFFN G: 
SHGIRP TER-I TCOT I 
(I LI STiT-ATIVE) 

(1) MIS i 

(2) Financial Services 
Expansion Pilot Effort I 
1 Governorate 

(3) ana rMnt 

(4) Marketing 

(5) Supply 

(6)Extension I 
5. REVI A'NID 

ORILN TATI(N (N 
PRE-PROi EXT 
MCBIL 72ATICN TENM 
ACTIVITIES '-X Mobilization team phase out 



Technology Transfer - Institution Building (cont.) 

Tire Schedule 

Key Activities cont.: 

6. TEAM OI7CAINMT IN 
DHILO'YM-N T 

DI 

9/86 11/86 

j 
1/87 6/87 1/88 

( 
6/88 

Long 

/89 

Term TA 

89 1/90 

Team Arrival 

6/90 1/91 §/91 

7. P AEPATIcN OF LCNG 
TERM IMYPLNE TATICN 
PLAN MD S.ILULE 

I 

a. Technology Transfer & 
Institutional reve lopment -­

b. 

c. 

Rural Financial Services 

Policy leform Manageent 

... 

-

. 

---

. --

-

I 

Activities and Schedules to be 

Developed 



Rural Financial Services 

Tire Schedule 

Key Activities: 

9/86 11/86 1/87

J 
6/87 1/88 6/88 1/89 6/89 1/90 

X Long Term TA 2eam Arrival 

6/90 1/91 6/91 

1. Evaluation of SEPP 
Expansion Program. 

2. Assessnent of Credit 
Needs. 

3. Assessment of Inst. 
Dev. & Training 
requirements. 

4. Ialatea Policy Feform 
Assessmrent -------X 

5. TA and raining 
Plan formulated. -- Activities and schedules to be developed. 

6. Financial Services 
Policy R4 form Measures 
instituted. - Continuing 



Policy Feform Managerrent 

Tine Schedule 

Key 

1. 

Activities: 

Policy Dialogue/Studies 

9/86 11/86 1/87 6/87 

-­

1/88 6/88 

Long 

Continuing­

1/89 

term, TA 

6/89 1/90 

7am Arrival 

6/90 1/91 91 

2. Feview/Anaysis of 
Key Feform Areas and 
Agreemirnt on Schedule 
for implenentation- -X Long term plan and schedule to be developed' 

3. Monitoring Plan and 
Performance Agreement 
Deve1oped 

4. Perforrranc 

5. Performance 

Evaluation 

Pavrent 

) 

Evaluation: 
Evaluation of Overall 
Program of TA, Financial 
Services and Policy
Pa forms. x 



- ---- -- ------- --------- -----------
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Annex 7-B
 

Table 12 - Financial and Economic Returns 
(Crops per
 
Feddan), Project 263-202, eqypts 1986
 

Crop Incremental 

Net Financial 

Return 


- -------------------------------------

Wheat 
Maize 

NA 1/ 
419.9B% 

Tomatoes 214.99% 
Broad Beans 408.94% 
Lentils 401.81% 
Broilers 72.36% 
Pullets 26.92% 
Equipment 136.12% 
Machinery Dealer 
 36. 17% 
Other 
 76.27% 


1ncremental
 
Net Economic
 

Return
 

NA 1/
 
320.12%
 
151.80%
 
328.51% 
435. 12%
 

6.21%
 
3.35%
 
81.75%
 
33.20%
 

9.09% 

I/ Incremental cost is negative.

Rate of return is the incremental benefit divided by
 
the incremental cost.
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Table 13 - Conversion Factors, Project 263'202, Egypt, 1986
 

Item 
 Conversion 
 I Item 
 Conversion
Factors 

Factors
 

Wheat 

1.32 Baby Chicks /6/
Maize 1.14
1. ) Layer/pullet feed /7/
Broad beans 1.13
1.25 Starter/finish feed
Lentils /7/ 1.15
1.15 Poultry Plea'
Tillage /l/ /2/ 0.97
1.30 Transportation
Seeding/planting /2/ 
 1.56 Eloctricity/fuel /9/ 

1.60
 
Weed Control /3/ 4.00
1.53 Lubricants/fuol /9/
Pest Control /4/ 4.00
1.83 Machinery

Fertilization /5/ 1.60
 

1.337
 

Unless other wise indicated, all data has bben based upon: 
IBRD, Report No.
4136-EGY, 1963.
 

/I/ Based upon 50% machinery: .5 + .5 x
/2/ Based upon 75% 
1.6
 

seen materials: 
.25 4 .75 x 1.75
/3/ 
Based upon 50% chemicals: .5 + 
.5 x 2.1
/4/ Pased 
uncn 75% chemicals: .25 + .7 5 x 2. 1/3 / Ba g,Pd !un7Thf. ~htam A t-i i E25- 7'5 ;', gI./6/ Source: Under secretariat for Agricultural Economica, MOA
/7/ Based upon 55% maize content for layer/pullet and 70% for 
starter/finish
/3/ Source: ADS: Economics Working Paper No. 122, 
19_3

/9/ USAID/DPE/ECON estimate.
 



-----------------------------

Table 14 - Agriculture Production and Credit program (economic analysis) 263-202, 
 t, 1986
 

Assumptions 
 Crops Broilers Pullets Equip aenalers Other Total
 

Loan Nix (year 1) 0.40 0.14 0.14 0.10 M.16 0.06 1.00 
Loan Mix (year 2) 0.42 0.08 0.08 0.18 0.18 0.06 '1.00 
Loan Mix (year 3) 
Loan Mix (year 4) 

0.45 
0,45 

0.05 
0.04 

0.05 
0.04 

0.19 
0.2v 

0.20 
3.20 

0.06 
0.0?. 

1.00 
1.00 

Loan Mix (year 5) 0.45 0,04 0.04 0.20 0.20 0.07 1.00 
Loanable Funds Factor (year 1) 1.50 1.00 1.00 1.00 1.06 1.00 
Loanable Funds Factor (year 2) 
Loanable Funds Factor !year 3) 
Loanable Funds Factor (year 4) 

1.60 
1,70 
1.70 

1.00 
1.00 
1.00 

1.00 
1.00 
1.00 

1.00 
1.00 
1.00 

1.00 
1.00 
LOO 

1.00 
1.00 
1.00 

Loanable FunJs Factor (year 5) 1.70 1.00 1.CO 1.00 3.O0 1.00 
Repayaent Factor 
Loan Size (LF) 

I 
150 

1 
31000 

1 
6,000 

0.33 
13150 

0.14 
10;,000 

0.25 
10,000 

Individual Fare Benefits 
Year 1 
Year 2 
Year 3 
Year 4 

373 
0 
0 
0 

54,067 
54,067 
54,067 
541067 

28,396 
28,376 
2R1376 
28149b 

2,760 10 .,000 
21760 1:i5',o0 
21760 12,C50 
2,760 12&.,-. ,.4,1; 1 755 

54,067 
54,067 
54,067 
51,067 

Year 5 
Year 6 

0 
0 

54,067 
5,067 

2?1316 
282376 

2,1760 
0 

.1,73 
1t,417 

54,067 
54 067 

Year 7 
Year 8 
Year 9 

0 
0 
0 

54,067 
54,C67 
5(067 

28,376 
22,376 
28,396 

0 
0 
0 

l&;:,I4: 
0 
0 

54,067 
54,067 
04067 

Year 10 0 651267 41,096 0 0 75,267 
Individual Faro Costs 

Year I 
Year 2 
Year 3 
Year 4 

17 
0 
0 
0 

76,207 
50,217 
53,217 
54,407 

5,517 
2!,723 
24,23 
27,117 

4,760 
960 
40 
q60 

:1,700 
Trl7,0 

71100 
ZTh700 

E1,407 
!0,217 
150,2L7 
r4 407 

Year 5 
Year 6 
Year 7 
Year 8 
Year 9 

0 
0 
0 
0 
0 

50,217 
50,217 
541407 
50,217 
50,217 

2 '523 
24,923 
27,117 
24,923 
24,923 

560 
0 
0 
0 
0 

71,700 
7iA 7 0 
77.7700 

0 
0 

50,217 
50,217 
54,407 
50,217 
50217 

Year 10 0 51,614 25,654 0 0 51,614 

lota] C~pital (year 1) 27,000,000 
Total Capital (year 2) 27$000,000 
Total Capital (year 7) 27,000,000 
Total Capital (year 4) 27,000,000 
Total Capital (year 51 27,000,01,0 

Loan ;ix=percentaqe voluze of capital flnds lent ineach enterprise category,
 
Loanable funds factor:nuoner of Lines a loan isnade inone year.

Repayment Iactor:percentage of 
loan repayed by Janu;ry Ist of the following year.
 
Old Moneycapital fund of previous year suliplied by repayrent factor
 
New coney:nnual addition of new loan funds to project, computed by Aultiplying alluM! 
new coney factor by total capital fund,
Capital fund=new money + old tcney. 
Loanable funds:capital fund multiplied by loanable funds factor. 
Nuaber of loanszloanable funds divided by loan size (Except for poultry : pullets wris,
which are oultiplied by 5 and 3,


respectively, before dividing into loanable funds, since farcer5, take out 5.
brcJler and 3pullets loans per year).

Total farn benefitszindividual fars benefits sultiplied by nurber of loans.
 
Total farm 
costs= individual faro costs Lultiplied by nunber of loans.
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Table 14 (continued)
 

Year I 
 Crops Broilers Pullets 
 Equip Dealers Other Total
 

Old oney (year 1)
New toney (year 1) 
 10,800,000 3,7B0,000 3,780,000 
2,700,000 4,320,000 
1,620,000 27,000,000
Old + New money (year 1) 10,800,000 3,780,000 3,780,000 2,700,000 4,320,000
Capital Fund (year 1) 1,620,000 2f,000,000
10,800,000 
 31780,000 3,760,000 2,.700,000 4,320,000
Loanable Fund (year 1) 1,620,000 27,000,000

16,200,000 3,780,000 3,760,000 
2,700,000 4,320,000 
 1,6201000 32,400,000


Nutber o!Loan s 108,00 252 2 0 2 348 42 162 11, 14
Total Farm Benefits
 
.Year 1 40,241,548 13,624,633 5,963,160 6,480,000
Year 2 ,403,333 8,759,821 79,472,245
0 13,624,833 5,963,160 6,480,000 4,044,272
Year 3 8,753,821 39,671,086
0 13,624,833 51963,160 6,480,C00 
 5,928,679
Year 4 8,753,621 40,1555)13


0 13,624,833 5,93,160 6,490,000 ,B61,569
Year 5 8,153,81 40,628,333

0 13,624,933 5,963,160 6,480,000 
 6,147,726 B,759,821
Year 6 41,274,540
0 13,624,833 5,93,160 
 0 6,770,112 8,7.2,21
Year 7 35,116,726

0 13,124,833 5,963,160 
 0 74108,61B 8,72,821 35,455,432
Year 8 
 0 13,624,833 5,963,160


Year 9 0 0 8,753,821 22,346,314
0 13,624,833 5,963,160

Year 10 0 0 8,7.59,821 29,34,614
0 16,447,233 9,630,110 
 0 012,193,221 37,270,6,4
 

Total Farc Costs
 
1161bli813


Year 2 Iea I9,13515,34 111,0 1iEL 11,1751M5 
 If.56,715 1.1,6251,9
0 12,654,624 5,233,746 2,253,Y13 77176I,37

]f07,223 8,135,4
Yeir 3 31,2S4,720


0 12,654, 24 5,233,746 2,253,13 31107,2Z3
Year 4 3,135,154 31,234,720 

5 
0 13,710,5 4 5,694,4H 2,253,913 2,c07,223 S,P3, 34 33, 2 120

{Yat. 5,23,746 2i53,1
0 12,654,H4 
 !J07,223 S,135,I54 31,224,720


Year6 
 0 12,654,624 5,233,7416
Yea.r 7 0 3,07,223 8,135,154 29,30,2$7
0 13,710,514 5,674,436

Year 8 0 3,007,223 2613,93; 31,224,207


0 12,65416S4 5123',746 0
Year 9 0 8,135,154 26,023,54
0 12,65q,H4 5,233,746 
 0 0 B,135:54 ?L,,23 5i4
Year 10 
 0 11,006,729 5,3P?,256 
 0 0 8;36!,469 26,155,1452
 

Year 2 ---------- ---------

Crops Broilers Pullets Equip ADaIer 
 Other Totrl
 

-----------.----------
 ..-------.--------------..------
 ------.---.-

Old toney (year 2) 
 10,800,000 3,720,000 3,720,000 
 071,000 17,143
ReN aaney (year 2) 405,000 20,273,143
11,340,000 2,160,000 2,160,000 4,C60,000 
 4,?60,000 1,620,000 
 27,0,000
Old + New ePney (year 21 22,110,000 5,940,000 5,940,000 
5,751,000 5,477,113
Capita! Fund (year 2) 2,025,000 47,273,143
19,25.,720 3,721,251 3,721,851 
 ,509,166 S,5
*Loanable Fund (year 2) 

6, 2,236,329 47,273,143
31,767,552 3,721,651 
 3,7311,1 8,505,166 
 ;q.09,16 2,636,357 59,165,975

1unber o f L oan s 21 1 7 4 2 5 2 2 1 0 . y i ? 3 2 4 2 2 0 0 1 1'Total Farn 
Benefits
 

Year 2 
 78,912,066 13,631,506 
 5,966,CSI 20,421,9?2
Year 2 ES74,3?2 15,335,445 142,941,497

Year 3 0 13,631,506 5;966,021 20,421,998 
 54541,601 15,335,445 64,8%,661
0 13,631,506 5,966,031 20,421,579
Year 4 10496,015 15,335,445 65,851,044


0 13,631,506 5,366,081 20,421,i8
Year 5 11,545,616 15,335,445 6,900,645
0 13,631,506 
5,96,081 20,421,93 123-100,17a 15,335,445
Year 6 6,(55,207
0 13,631,506 5,196,06i 
 0 13,335,1IB7 15,335,445
Year 7 42,262,21.
0 13,631,506 5,966,081

Year B 0 14,(01,946 15,335,445 48,934,977


0 13,631,506 5,966,031
Year 9 0 0 15,3.5,445 34,933,031
0 1363111 5,966,021 
 0 015,335,445 34,933,03)
Year 10 
 0 161455,227 8,634,327 
 0 0 21.348.58a 4A.43P. .
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Table 14 (continued)
 

Total Fare Costs
 
Year 2 
 24,746,948 19,364,644 11,033,868 35,220,547 2Iq,793,757 22,806,550 133,966,534
Year 2

Year 3 0 12,60,82 5,236,309 7,103,304 ,923,371 14,243,492 45,167,358
0 12,660,282 5,236,309 7,103,304 
 1923,371 14,243,492 45,167,358
Year 4 
 013,717,279 5,697,275 
7,103,304 ,923,371 15,431,939 47,873,168
Year 5 
 0 12,660,682 5,236,309 7,103,304 !,923,371 
 14,243,492 ,45,167,353
Year & 
 0 12,660,282 5,236,309 
 0 !,9231371 14,243,492 30,064,055
Year 7 
 013,717,279 5,697,275 0 
 ,923,371 15,431,939 40,769,865
Year 8 
 0 12,660,822 5,236,309 0 
 0 14,243,492 32,1401684
Year 9 0 12,660,832 5,236,309 0 0 14,243,492 32,140,584Year 10 
 0 13,013,099 5,389,895 
 0 0 14,639,736 33,042,729
 

Year 3 
 Crops Br.oilers PulleLs Equip [Dealer 
 Other Total
 
...-------------


~ ------....
 
Old :oney lear 3) 19,054,720 3,781,851 3,731,551 31639,025 
 1,832,739 1,114,097 34,064,203
HE money (year 3) 
 12,150,000 l,350,0CO 1,350,000 
5,130,000 7,40,.000 1,620,000 
 27,000,00
Old + New iooney (year 3) 32,004,720 5,131,851 5,131,S51 6829,025 77, 232,733 
 2,734,097 61,064,233
Capital Fund (year 3) 
 27,479,927 
 2,442,571 2,4L2,571 12,212,$57 1 2,22,857 4,274,500 61,064,233
Loaable Fund (year 3) 
 46,714,176 2,442,571 
 2,442,571 12,212,837 IZt2 12,E57 4),274,500 E0,299,532Xu~ber of Loans 
 311,428 163 
 136 10,620 119 
 427 32j,392

Total Far4 Benefits
 
Year I 
 116,040,170 B,804,13 ,"853)2 72 7,3105I
62 ,4 23,110,S51 210,7631,0
Year 2 
 0 8,804,134 3,5Z,232 2?,310,056 1,50l,571 23, 1IC,6851 73,59,704
Year 3 
 0 8,804,134 3,85 ,292 7?o1, 856 
 -,5 1571 23,1(',E51 73,530,704
.Year 4 .. 
 0 8,834,134 3,853,2 2 '9,310,556 1,501,571 23,110,651 73,30,7C4
Year 5 
 0 8,804,134 3,553,272 2?,310B56 
 ,5011571 23,110,351 73,5S0,70i
Year 6 
 0 8,804,134 3,53,292 
 0 r,501,571 23,&10,851 4 9,2I,2
Year 7 
 0 8,604,134 3,9531,72 
 02
Year 8 
 0 6,804,134 3,83, 29 
 0 0 23,110,E5 V.,,76,2171
Year 9 
 0 8,804,134 3,9",272 0 
 0 23,110,251 35,763,277
Year 10 
 0 10,627,920 5,576,662 
 0 0 32, 172,791 43,377,373
 

Total Fare Costs
 
YearYear 22 36,390,381 12,507,105
08177,240 7,126,419 50,550,60S ZT;844, 27 34,367,970
0 3,3a1,957 10 ,15 51050 SP.501, 571 21,465,256 17v,729,90851,721,104 
Year 3 
 0 8,177,240 3,321,957 10,195,080 3 -01,571 21,465,256 51,721,104Year 4 
 0 8,859,532 3,679,679 10,195,000 [,501,571 231256,271 54,472,133
Year 5 
 0 8,177,240 3,381,957 10IM15,0S0 J1571 2 465,26 5,721,104
Year 6 
 0 8,177,240 3,331,957 0 
E;01,571 21,465,256 41,526,024
Year 7 
 0 8,859,532 3,679,679
Year 8 0 0 51,571 23,256,271 44,277,C53Year 9 0 81177,240 3,391,557 00 8,177,240 3,381,957 0 21,465,256 13,024,4530 021,465,256 33,024,453
 

Year 10 
 0 8,404,725 3,481,153 
 0 0 22,)621403 33,948,281
 

Year 4 
 Crops Broilers Pullets Equip M.-aler 
 Other Total
 
/ 

Old noney (year 3) 27,478,927 2,442,571 2,442,571 7,729,267 t577,432 
 2,162,722 45,853,491
New ioney (year 4) 12,150,000 1,080,000 t,080,000 5,400,000 51400,000 1,890,000 
 27,000,000
Old +NeN oney (year 4) 39,628,927 3,522,571 
 3,522,571 13,129,267 Ir'?77,432 4,072,722 
 72,853,491
Capital Fund (year 4) 
 32,784,071 
 2,914,140 2,914,140 14,570,69B' 14'570,698 
5,099,744 72,653,491
Loanable Fund (year 4) 
 55,732,921 
 2,914,140 2,914,140 14,570,673 
 14'I70,698 5,0?9,744 95,802,311
.Nutber of Loans 
 371,553 194 
 162 12,670 141 
 510 385,231
 



Tal 14 (continued) 

ToaBenfit Fire 


Year 4 - .7O Ia7I 418 SA7rA RR1::~~~2::2~~~:. ~ ~ 10,r03'e' 4'e97 217 3 1969,676'&38972,7,8~ 9,6~4'e .. ~~~~. 4'050,8 249'274,76 ~ .. zt,77,191' 27,572 684,, 5'61349-
S -- 0Y e a r 1 6470~O50eo 4i597,217;~ V~24,B34,551V2574,684- 65,508,332'Year 7 
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Annex 7-B
 

iale 14 (continued)
 

APC IRR
 

Year Aid 
 Training Goe Cooputers Other Total Gross Total Net
Tech Support , Aid Fars Project Far

Assist. 
 Costs Costs 
 Costs Benefits
 

1 2,262,600 715,163 19,938,939 1,012,500 77,761,987
.35,422,191 137,113,379 79,472,245 (57,641,134)

2 2,262,600 764,775 
 18,989,519 1,350,000 32,624,112 165,251,254 '2211242,2&1 182,612,573 (33,629,68)
3 2,262,600 890,325 1,350,000
19,147,253 32,902,199 247,240,987 303,799,364 316,016,104 12,216,739

4 2,262,600 1,116,450 
 19,965,768 1,012,500 32,614,373 334,130,383 31,302,074 411,060,59 19,758,285
5 . 2,262,600 867,038 21,220,464 337,500 32,206,941 434,166,768 491,061,330 549,542,549 52,461,220
6 0 0 9 0 
 0 263,556,415 .2635561424 383,795,367 1201233,43
7 0 ,0 
 0 0 0 259,183,493 '259,123,493 368,081,333 10a,697,840
8 
 0 0 0 0 0 247,105,216 1247,105,216 336,436,513 87,331,2779 0 0 0 
 0 0 225,164,072 225,164,072 290,896,216 65,732,14410 0 0 
 0 0 0 203,508,366 .203,508,386 252,229,0B1 48,760,695
11 0 0 0
0 0 168,125,693 112,125,693 203,901,061 35,775,363
12 0 0 0 0 0 120,061,673 120,061,673 141,645,463 21,523,730
13 0 0 0 0 0 87,215,576 87,2!5,576 100,311,526 21,075,950
14 0 0 
 0 0 0 48,019,920 43,019,720 68,427,04 20,'07,183
 

TOTAL 11,313,000 
 4,353,750 99,261,952 5,062,500 165,9758196 2,80,491 ,11,433,942 3,624,060,352
4',4 55,621450 

]RR 39,301 

NPV of Bene~its at ISZ 1,580,129,973 
---­

hPV of Costs at 151 1,440,153,263 

Diference 119,976,7!0
 

B/C Ratio 1.077
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Social Soundness Analysis
 

I.'Introduction
 

This analysis discusses the compatibility of the project with the
sociocultural environment into which it will be introduced; the likely social
consequences and benefit incidence; and its potential spread effects..
 

The analysis was prepared principally from secondary source maoterials, namely,
the Bremer, Deschamps, and Edwards pre-PID design reports, the Adams study of
rural life inan Egyptian village, and interviews with SFPP'and USAID project

personnel.
 

II. Socio-cultural com,,patibility
 

Past government agricultural policies have resulted ina 
socio-cultural
environment which limits farmer receptivity to adaption of iew technologies
which would increase agricultural production and reinforces. attitudes of many
government officials that farmers are unable to make the co!rrect productiondecisions. By supporting the government in implementing agricultural policyreforms, this project intends to change the envirorent so fthat increasedagricultural production and increased rural incomes can be achieved, However,this changed environrmnt will not occur overnight. The policy changes will beimplemented ina phased fashion. Therefore a major increasre in farmerreceptivity and participation in raising farm productivity r,-.1y not be apparent
in the initial phases of project implementation. 
Itwill ba,very important
for MOA-and PBDAC personnel to understand that these changzs will be gradual,
and to be willing to continue policy and administrative reforms, even in the
absence of inm.diate farmer response to the initial changes.. 

A. Farmer receptivi 
 to invest innew technologies
 

In absence of a morre-'favorable pricing policy environnyent,, farmer receptivityto invest innew technological inputs will not be very high. 
However, when
there isreal and tangible wrrvement on dismantling of pricfia-g policies and
crop controls, and farmers gain confidence that these changes will be
permanent, farmer receptivity to new technological inputs :an be expected toincrease, resulting ina 
demand for additional credit.
 

Inaddition to disincentives resulting from agricultural policies, there are
two otheL important constraints to increasing and expanding farmer
participation in increased production. 
These are pre-deternmined inputs and
availability only of supervised, in-kind credit. 
Inorder 'tobreak out of the
cycle of low productivity, the farmer needs Lo have more flexibility in the
decision-making.process of what he will grow. 
He needs acciess to cash credit
to buy alternative and better products, and to buy larger azounts of inputs.
He also needs access to an expanded input supply system.
 

One of the objechives of the project is to begin to instit-tionalize systems
developed under the Small Farmer Production Project (SFPP) 'to make credit
accessible to small farmers and rural entrepreneurs providhng farm-related
services and products. 
The Edwards Report points out several characteristsicsof the SFPP that would not.be desirable to replicate in a nLew credit.intervention, which are virtually synonymous with the existing constraints

just mentioned. Under the SFPP:
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1. Farmers were required to take an entire package--no more and no less­
in order to obtain credit (though inpractice this was not strongly

enforced). 

2. Virtually the entire loan was made in-kind, not incash.
 

3. The project itself provided all inputs--which were nt available
 
through any other source.-


The Edwards report also set forth redirections needed by PBDAC, including:
 

1. Movement towards less supervision of credit.
 

2. More flexibility inrecommended practices. One of the findings of
 
the SFPP evaluation (which has also held true else,1ihere) was that
 
farmers are more likely to accept parts of a technology package

at a time, rather than the entire package all at oce.
 

3. Increased credit incash rather than in-kind.
 

The project intends to incorporate all of these changes, which should

greatly irprove the chances of achieving farmer receptivity to technology
adaptation to increase production.
 

B. Goverrment attitud.':es to;ards farmer decisicn-making: 

There are apparently lingering attitudes anong many central government
officials, including some from P13DAC, that left to themselves, farmers will 
not rrake the correct production decisions. A primary thrust of this project
is to change institutional behavior, attitudes, and ways of Aoing business
with farmers in order to increase their agricultural productivity. It wilE be
important for project success to effect a change in attitudes among tIOA and
PBDAC personnel who mistrust farmers'" ability to make appropriate production
decisions. The experience of SFPP has demonstrated to PBDAtC that ever the 
poorest farmers who lack collateral will act responsibly in utilizinq credit
and repaying their loans if given the opportunity. However, more salesmanship
is needed. The training provided in the project will be ark iportant factor
 
in eliminating this distrust of farmers.
 

II. Social Consequences and Beneficiary Incidence
 

A. Impact on the small farmer.
 

The economic analysis has made some projections as to the enormous benefits to

Egypt's farmers that can be expected if the project is implemented
successfully. These farmers are the primary direct beneficiaries of the
project's policy interventions and related expansion of credit availability.
 

Freeing up the agricultural pricing structure and provision of credit alone do

not guarantee, however, that the project benefits will reach the poorest
farmers. Medium and large farmers have greater access to credit and inputs

than small farmers, because they are able to provide collateral for their
 
loans and are considered by the PBDAC to be better credit risks. 
In order to
 

k I 
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ensure that credit isavailable to the smaller farmers, the project will
expand the SFPP window, which guarantees access to formal credit to farmerswho are unable to provide collateral, from the approximately 50 village banks
included inthe original SFPP to 300"village banks.
 

Since the project intends to rely on the private sector for input supply and
marketing, the question also arises as to how availability df research and
extension services can be assured, especially to that group of poor farmers
which traditionally has had the least access. 
It isenvisioned that in the
early stages of the project, technology packages will be delivered as they
were under the SFPP, by village extension agents associated with the villagebanks. 
Under SFPP, however, this.resqlted in a fractioning- of portions of the
extension service from the national extension service. 
The Droject will try
to reduce the fractioning impact by raising the supervision: of extension
agents to the district or governorate level, rather than at. the village bank
 
level.
 

As i plementation progresses and activity of private sector input supply
dealers increases, these entrepreneurs will be expected to take on much of the
input marketing and distribution responsibility. 
It may be.,, ho%',ever,
private dealers will be thatunwilling to market products in the more remote areas,because of the high cosLs of doing so. Consequently, farmers in these areas may lack access to inputs. Project managers should be alerf to this
possibility, and should be wi].!ing to make project revisions as needed 
ensure that these groups are reached .... 

to
 

B. Impact on PBDAC
 

Clearly the project will result in more modern, streamliiied,, and efficientbanking operations for PBDAC, and increased skill levels of. its employees.However, the changes called for in this project will also ad fect the authoritystructure of the bank. It may affect internal staff levels,, relationshipsprivate sector companies, and riany other 
to 

aspects of the way, the bank doesbusiness. The bottom line is the eventual metamorphosis of' the PBDAC into amore bank-like institution as its non-bank functions move imto the private
sector. 

It is important for the project to identify mutually-agreed.upon incrementalchanges to serve as benchmarks of progress towards a more private sectororientation, and specific details of what the changes will be and how theywill be implemented. Although PBDAC is not the only institution involved in
the change process, the institutional 
focus is on the bank.. Projectmanagement should understand the limits of the bank's discr-etionary power andauthority and the range of authority delegated to the bank !by its principal
Ministry administrators. Otherwise, there is a risk that i 
lerentation may
get bogged down in confusion of conflicting authority channels. 
It may be
useful for the T.A. contractor, as an initial implementatio, action, toundertake an organizational analysis of the PBDAC, to ensure that the actions
the project requires of it are realistic and achievable.
 

An -aquallyimportant institutional issue"is the fate of the PBDAC employees
who are currently involved in the input supply and procurem--nt activities. 
It
is not realistic to suppose that PBDAC will be able to eliminate these
functions without great internal stress, unless the affected eqloyees can be 



-4­

moved to other positions in the Bank or offered equally attractive employment
in the private sector or other government agencies. Itwill be necessary

early on inproject life to examine who inPBDAC will be affected by the
 
proposed changes, and how a smooth transition can be implemented.
 

C. Impact on the Private Sector
 

The Bremer report projects a very positive and favorable climate for private

sector intervention inagricultural input supply, distribution'and marketing.

Bremer notes, however, that there remain widespread beliefs, particularly

among central government officials, that private suppliers will not perform

acceptably. To change these beliefs, itwill be necessary to demonstrate that
 

I. Private suppliers operating in a competitive envirotnment will not 
gouge the farmers;
 

2. A competitive market will do at least as good a job as PPRDAC in
 
getting the right inputs to the farmer on time and in good condition.
 

If this project denonstrates these two points, itwill go a Iong way in
 
changing traditional attitudes of fear towards private sectz-- freedom.
 

Aside from the Bremer report, there has been done no indtptlh analysis of the 
rural private sector's ability to obtain credit needed to expand its input
supply and marketing operations, or its ability to obtain a.ccess to the full 
range of inputs needed to adopt HYV 'technologies. During -Froject
implementation, project maagers should determine if orivate supplicrs' credit 
and technology needs 
need to initiate ncw 

ar? l>eig met through existing channeLz, or 
activities to provide them--through thiv- or 

if there 
other 

is a 

projects. 

D. Impact on .omen 

The project will affect wc; en at two levels: those employc within the PBDAC 
system, and those engaged in income-generating activities En agriculture. For 
those employed within PHiDAC, the im.qact may be felt primarily in areas of
irproved skills training and overall improvements in working conditins due to 
the introduction of mechanized accounting systeris. For those engaged in 
income-generating activities in agriculture, the i.mpact will be felt, for 
example, in the improved delivery of inputs and extension s;ervices. In the 
long term, the impact will be felt in the introduction of r:ore flexibility in 
decision-making concerning inputs and recommnended uses. 

Approximately 8.5 percent of the total PBDAC staff of 34,0QO are wom_2n. A 
large nurber of these women work in village banks where they tend to occupy
lower status jobs such as clerical positions. Amng their responsibilities is 
maintenance of several thousand accounts entirely by hand. Under the
 
institutional strengthening component of this project, help is to be provided

inaddressing the weaknesses of the management information system. This may

lead to the upgrading of skills and positions of women employed in certain 
clerical positions.
 



Documentation from the SFPP evaluations indicate that many women who derive
income from raising of livestock and poultry benefited from active
participation in the SFPP credit program. 
Though decontrol of maize prices
during the life of the ACPC will certainly affect the viability of
medium-scale livestock operations, the small-scale operations involving farm
women have not relied on subsidized feed heavily and are not expected to be

adversely affected by this change.
 

Gaps in the data base of SFPP point out the need to put a more systematized
and structured information aathering system into the APCP, to obtain More
sensitive information on how women are affected by the project.
 

III. Spread effects
 

If impleir.ented successfully, this project has the potential of having greater
spread effects than any other project USAID has undertaken. If changes in
pricing and control policies lead to revitalization of agricultural
production, the government may be nore willing to consider pricing policy
changes in other cecors. 
Private sector activity in rural areas can be
expected to exFand cgrea tly, not just because of the direct demands of farriersfor inrLuts and technology, but alzo because increased rural inccmes will lvadto demand for a wiole new range of s rvicos and procucts. The steadymigration of population from ruiral to urban areas should decline if the rural
areas can suddenly o:rfer better errpiozyvnt and inccme oprpOrtunities than they
_have in the Dust. 
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Environmental Analysis
 

As indicated in the PID, an initial environmental examination
 

(IEE) is not required (exception 22 CFR 216.2 (c) (2) (i))and no
 

serious environmental affect is foreseen. The $25 m. designated
 

for project activities will be used in the areaxof
 

institution-building and improving the PBDAC fina cial services
 

capabilities.
 

The project is expected to have a small but positive impact on
 

the rural environment. Land use patterns will noL be altered as
 

part of this activity. Improving storage facilities will res,'t
 

ini reducing health hazards to the farming community. 

In compliance with USAID/iQOA policy towards imple.imenting a 

comprehensive agricultural program rather than se.arate project 

activities, the use of fertilizers and pesticides,will be guided 

by the technology developed under the NARP. 

The NARP environmental concerns recognizes the importance of an 

integrated pest management and crop protection sys~tem that would 

substantially contribute to productivity increase and farmers' 

profitability under a free market environment. 
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USAID/EGYPT PRIVATIZATICN PLAN 
ANNEX L T)FY"88'ABSN 

A. ,BACKGRaND C4 STTE INVOLVEMIT Tl1 THE EC(OWY OF EGYPT 
' .The genesis of Egypt's current economic structurephilosophical was theshift in development policy accompanying the fficers' coud'etat in 1952. This chanae in governrent ended the post- ,.onial.~ ~ ~ ~ ~ zngcr~teddteps~~- -coo, policiesof laissez-faire and introduced the principle of direct state leadership
atnd m-Jnage(2ft of economic grow:th and distribution. Througl )out the Hasserperiod (1952 to 1970), the Governrent o" Egyypt (GO.) establishedtotal dominance of the economy its almost

through monopoly control of 1principalagricultural activities (input supply and procurer, ntnationalizaticn of major crops),of existing industries and massive public siEctor investmentin new industries, infrastructure and services. In addition,
government introd'uced the
a systr': of subsidies and price contri:ls on mostcoIrodities and many non-es:untial cc.-odities. 

A significant political coalition supported these GOi"included U1e actions. itMilita-y; i.1divi.lUals and g.oups who t're c-,ittdideologically Lo socialisn; proponents of state caopital.ism as analternative to private and oligopolies; those wh believed thatprivate enterprise ;wa.incapab!u of organizing, financing anid managinylarge scale industry; unewplcyed and underemwployed wor'ers Vi!o ep:,ctedjobs from the public sectoLr investment program; and urban in-'ddle and Jo.;er
income grouip:; who soight subsidies and price stability. ThW principal
donors either did not object to the
states) or were very 

GOE's pLublic sector strategy (the Arab3up>rtive (eastern' bloc countries). 'TLere fewvoices domestically or internationally were 
who seriously questfoned the GO''sprogram of state iangernnt bf the economy. 

The first meaningful modification of the Hlasserist rt:licies was0Op-n Door" concept of President Sadat, announced 
the 

in 1974. This policy,and the now far.ious La; 43 through which it was iridolen_2nted,attract foreign investment into joint 
sought to 

ventures wi t Egyptiains to auWgmentthe stretched resources of the GO:'. Law 43 was to complemat publicinvestm nt, not replace it. Firms incorporated under [,aw. were4'3 -,op-osedto receive a number of incentives (tax holidays,currency repatriation rights, and 
initial duwty exemptiorls,

etc.) were supposed to oparateenterprises subject as privateto world market conditions.
continued to operate 

Since the 1public sectorand e:.p-and its vast subsidized industr3.al holdi1gs andservices, invesLment under Law 43 was primarily attractiveinterested in exporting and t"o those 
'narket captured by 

those seelng to serve asp2cts wf the domesticnot the public sector. In 1978, legislalltion similarLaw 43 was passed for one hundred peL-cent Egyptian otned 
to 

firis (Law 159). 

http:industr3.al


Throughout the late 70's and early 80's, investments under Laws 43

and 159 have occurred, but their cumulative effect still represents a

relatively small portion of economic production and services. While the
laws themselves are attractive to investors, the.economic and bureaucratic.,
climate in Egypt was (and remains) a significantly countervailing
disincentive. There were too few areas of the domestic market which 
permitted an attractive return on prival sector investment because of the

dominance of the public sector and the structure of subsidies and price
controls. For investors interested in exporting, the procedures associated
with importing, exporting and foreign exchange transactions were 
complicated and costly. Also, very high land prices have made some
investments not feasible. 
Finally, there was no assurance that a

profitable Law 43 or 159 firm would not attract direct comp)etition frmI
future public sector investirent. The lack of real investuent opportunities
has resulted in large holdings of foreign exchange by Egyptians abroad. 

One consequence of this environment wns to encourage private
investors to seek the participation of the public sector in joint ventures

organized und2r 
 Law.; 43 and 159. in this way, private invcstos soujht to 
co-opt the pxublic sector and eliminate the potential for direct 
competition:. Furtherix)re, the private investors felt that their public
sector partners were valuable (perhaps essential) in helpinj the new firm

deal with the aescne complications of the political and bureaucrat-ic
 
environ.ant of EgrT-t. 
 For e:anple, all lar.:ge La; '13 banks are 51 p>_ercent 

.or -ore owned by the public sector. The only '*prival:e sector" Law 43
cer)-2nt company ij 90 percent o;wned by the p-Jblic sector. La.; 43 firms wIth
substantial pulic o.;nership produce shoes, serdi, clay bricks, eggs and
 
1ih1k, to mntion a few.
 

The partial op ning of the econony und.r Las 43 and 159 and the

sizable flows of 
 foreign exchang.e from oil ezp: rts, worker rmittancos,

Suez Canal revenues and donors p-2rlnitt(.x] the GO- to suitain its public

sector activities thra-iocut 
 the 1970's. Uiloney ]osing industries were 
permitted to continue orerating because they employed thousainds of
workers. The GOE also continued its fin.-ince of consur.ption subsidies for

equity objectives and to maintain price stability. This occurred despite

the rise in consumption Fr:om pcpulation gro;th and an increasing 
 in.bi lity

of domestic agriculture a:id manufacturing to meet domestic deind.
 

Small scale enterprises, including those in the informnul economy,were also adversely affected by the GOE develop..Mnt strategy. The large,
subsidized public firms which produced vast quantities of cheap, low

quality consumer goods seriously reduced the markets of small enterprises

and constrained their potential to expand. The GO also subsidized imtorts
of items which its factories did not produce, consequently further
narrowing the market foc small enterprjes. The almost total public sector
control of raw naterials and processed inputs further irnpaired the activity
of small enterl.rises. The availability of inputs was unreliable, because
small enterprises were the residual market for these goods only after the
input demands of the large public sector firms bed beon met, The quality 
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of publicly supplied inputs was inadequate for the needs of small
enterprises who catered to specialty markets not served by the large public
firms. 
In comparison to the public sector and the relatively larger Law 43
and Law 159 firms, small enterprises have been kept at a distinct
.disadvantage in obtaining credit, importing raw materials and acquiring
technology. Even the fundamental need for physical space to set up or
expand operations has been hurt by rent control and zonino laws which have
wildly distorted the real estate market throughout the country. Finally,
few entrepreneurs in Egypt have forgotten the nationalizatioi of the
1960's. Consequently, there has been a real reluctance aong smallenterprises to expand for fear of renewed nationalizatios or intense GCTcontrol through the application of the myriad of regulatc-y laws which arearbitrarily applied to informal private sector fir:ms whose size makes them
noticeable to the bureaucracy.
 

The first serious attempt to adjust the economy and reduce the
rising subsidy burden on the govermant treasury cxine in 1977. 
Prices of a
number of important items,, 
including bread, were suddeiuly- raised to reduce
the subsidy bill. flowever, 
the years of subsidy and price stability hadbecome too ingrained inpopular exj>_2ctations, and large scale uprisings
quickly forced a reversal of the adjustment pro.gra;i. 

As Egypt has moved into the mid 1080's, the cost of the inefficientlpublic sector, subx;idies and price control.T ha, seriou.sly dopleted thecountry's resources. Public sectoc production, susidies and price
controls have also seriosly ir;D'ded investmr2nLt an] growth, miwig the
overall econo..y over.;helminlgLy depend-ant 
 on debt and donor financ.ccdiJr.'orts. Todlay, the country's financial difficulties have been cc.,i:._-ndedby the decline in oil p.-ces, %,kr!ers' reiittnces, and tourkin ;and theleveling off of Suez Caiirl revenues and donor assistance. TIere is anincreased level 
numtber 

of debate within the country on the need for reforms, and aof notevworthy events have occurred. Elcctricity, telel!v.nl s-.ivice,gasoline, bread and other prices have L:en raised, althoug.hsufficiently to cover production 
not 

costs. In addition, changes Lo sjped upthe investment app!.oval process have been intr'od]uced. .B*ut the chlanges thusfar have boen very slight, as the cautious gove(!.nn nt is extremelysensitive to the potential for .criticis:Lfrom tLhe opposition and popu.aruprisings in the streets. There is a genuine fear that the real dichcLomy
in tl)-. society between the very poor and tie middle class and 
 rich will beexacerbated by a rise in the price cf essential goods. 

. R.vTrOR
.B. CJ.IP.1T GOC VIEPS PI,1D vrEri1.kh-TITIQ,! 

The new Prime Minister and Cabinet appointed in September 1985reflect a substantia] caniuitmient to rethink the policies which previled inthe past. The Prime Mi.njster and a few key ministers are trainedeconomists vho espoused ecoomic changes prior to their aL--pointmcnt. SinceSeptember, considerable discussion has occurred within the governm.ent onthe need and means fo" restructuring the economy to eliminate inefficiencyand promote growth. Tle government has prc:eitedA peopleto the its desirefor economic reform, but its recent actions have not yet constituted 
significant initiatives. 

http:CJ.IP.1T
http:gove(!.nn
http:telel!v.nl
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There are two important problems impeding the introfuction of a bold
reform program. 
First, the GOE is sensitive to the great potential for a
serious and widespread negative reaction against economic reform. 
In
particular, it is
nervous about reforms which reduce or eli-minate subsidies
that have kept prices of essential goods stable. Second, tbe public "
 
sector's network of ownership of enterprises and control of'markets it 
an
integrated system. 
It essentially conforms to a very complicated and
fairly rigid input-output matrix heavily dependent on imports. 
 It is not
immediately apparent to the government which elements of the system are
most airrenable to change without introducing an uncontrollabIe chain
reaction. The industrial and service base of the private sector is 
not
sufficiently well developed to dainp2n potentially dev '.t.incjperiods ofeconomic disequilibriuml which would result if the goverrueivt "reformid" thewrong elemcnts first. In addition, there is a real fear 1-"7,..Iat inKst of the
 
important reforias 
 wtill produce an uncontrollable inflation in the short run. 

The principal reform themes pro'nounced by the goverrimnnt are as
 
fol1ows:
 

--	 There must be a substantial iT-pL-cov7ment in the refficiency of the 
public sector.
 

--	 Subsidies should be provided as moneta.y pyens to people, not 
as fixed prices on ccmorlitie!. Tile tLinsfer p-',!2.jrts-. eventually, should foCAisedb2 cn the poor... .
 

--	 The private sector should be an iflpoctant partner in future 
investm nt. 

The 	 consumption of luxuries should hI-curtailed tit the savicsinvested in proulctive assets that save or earn. foceiun exchange. 

--	 The desert thelands and new' cities are a sibst,;nti a resource
which 3houlld bL,.used by the private forsector xifdusl.rial 
expansion.
 

These themes are consistent with an intent to contio-Jue in theifm :.diate future the governmnt's ownership of industrial firims rnd service
activities beca ise the pol.itic. coalition which originall 
' sup!×xsrt(d
pblic ownership and control remains essentialiy intict. a.h,-'.vEgyptians
still don't trust the private sector to deliver the goos ,andseLvices tothe 	economy. Unile the reform theiis are 	broad enough to :,ermit ele:ryntsof 'the qovernr-ent to consider privatization in linitcd areas, pmblicdiscussion of privatization is extreprely restricted. The following
sui-arizes the 	situation by category of privatization. 

1. 	 Dive.,tture of state o'.'.d ind lri',: 

The 	GO-'s announced policy has been and remains that it will notsell any public sector corporations owned by the national ciovernment.Furthermore, it will not close any of these public coa[panies regardJ.ess oftheir economic viability. The very large co:nCpanies are ingrained -in public 
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opinion as national treasures, symbolic of Egypt's independence andcapacity to start up and operate world-class operations. (This view isheld regardless of the viability of the firms.) 
 GOE and popular opinion
holds that to sell these firms is 
to sell the family jewels. Popular
opinion also associates private ownership more with exploi tation than withproductivity. Furthermore, most of the public firms employ a substantiallabor force which is satisfied with the benefits of public employme.nt and
fearful of their future in the private sector. The errployee problem is
especially acute for those firms which were established outside of the
Cairo/Alexandria metropolitan areas because there may be no alternative
 
private sector employment nearby.
 

The economic difficulties of the country, particularly ;ith respect
to foreign exchange, have left the GO with little noor ability to expandand modernize public firms. Consequently, there is increased GO 
interest
and willingness to structure new public sector investrent Under Law 43 as ajoint venture with private investors. Hot only does a Lawl 43 firm elicitneeded private capita!; it also estab]ishes private sector- eirploy,nt andpricing practices from the start theof new invesu,,net. I.,n this '.ay, thegoverrm,2nt can avoid its owin restrictive la%,,s. The. GOS's nLenso desire
for new invesLnenl: for exports and erno~oyment generation, 
 c'jpled with itsincreasing inability to be the prin-cipal financier, has rc-sulted in Law 43an3 159 firms in which the G,021 ha2 taken a minority equity- po ition andleft the manageir2nt to the private sector sharelholdi-s. E'ven in calses in
 
whfich 
 the GME o...'rs a majority interest, it ha- tried to a~low the firms toact like private firms in terms of employmnnt p-olicies, pcice flexibilityand the elimination of subsidized inputs. Notable exceptions, however,

remain.
 

Scme memabers of the government have informally statod tLh..L thegovern,2nt is willing to sell its shares in Law ,13 and 159 fir ; to privateindividuals. Bowever, such action has not occurred. In fact, when ChaseManhattan.Bank made a recent bid to acquire an additional two percent of
the shares of its joint venture bank with the (OE, the GOS insistLed on
retaining its 51 percent owiv-rship. The efficiency and profitability ofthese partly government-ownd Law 43 and 159 firms mitiqates against theirfurther divestm-nt The goverrurrnt believes its equity is secure. Moreimportiintly, the distributed profits of these firnm are a valuable sourceof revenue for the yj)ernrhnt's treasury. FinaI.y, as an o*..!ner, thegovernml2nt has a unique opportunity to know the firm's actual accounts sothat tax levies and macroeconoinic pricing policies (or exceptions to these1policies) can be applied as necessamry. It is interesting to note that in .
1983 the government passed a law that permits t.),. sale of publicly ownedshares in Law 43 firms. However, guidance to implement this law has not 
yet been made available. 

The government appears to be more willing to consid(er divestment ofcomilpanies owned by sub-national unit such Governorates Theseas
relatively smaller companies were developed by the local governments to bea source of revenue since local governmeonts were unable to expand taxcollection. However, tne managelienit capabfliLy of local covernment hasbeen weak, and these firms are no;. an important drain on local resources. 

http:employme.nt
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The government's Capital Markets Authority (C%)has taken on the
task of analyzing the conditions of these local government companies anddeveloping a plan for their divestment. Furthermore, the Prime Minister

issued a decree in late June 1986 establising a high level com.mittee toconsider this issue arrong other local government topics. The C.% believes

that these firms are small enough to be absorbed by the local private
sector. Also, the CMA believes that a divestiture at the local government
level would not attract national attention and the associated criticism

from those who insist on public ownership. Given the potential popular
reaction to a divestiture, even for a small firm owned by a local govern nt, the CA has been exremely reluctant to discuss its activity on
this issue and is cautious about formilating any request for external
assistance. Officials from the Ct,, however, did attend the recent A.ID
sponsored PrivaLization Conference, and they have expressed an interest inholding a follow-up workshop in Cairo to focus specifically on Egyptian
problems. Non-Egyptian experts arp expected to be invited. 

2. Contractinq out mnnaq'--nnt and services: 

The GO., has recently shaownx an interest in conttacting with theprivate sectcr for services which it traditionally provicuJ". The Ninistry
of Tourism has recently contracted with a private firm to clean the boaches 
at: Alexandria. The Cairo Govornoate has stated a desire to contract for 

-- trash col-lection and street cleaning rather than expand its miunici-al
sanitation crew. The Governormite has signed several small streeL cleanin'.1 
contracts for selectcd areas of the city as a pilot efforC. ror thecollection of household trash, the Cairo GD'iernorate has; agreed to license 
private firip3 to collect trash on a fee-for-service basis. 

There is considerable scope for further contracting of public
services, particularly in the maintenance of water and se.er s'ystei'ti and
 
- roads. Local. governments are willing t6 discuss this course of action, 
 but
currently their budget constraints limit their abilities to provide theexpected level of services through contracts with private firris. (The
current public provision of these services, while inadeq<uate, allows local.government to claim that they are fulfilling their obligations.) Should
the colle'tion o- fees and tUL::es improve so that there are sufficient 
revenues LO finance the level of maintenance required, thcse governnent:s
will likely begin to use private sector contractors. 

It should be noted that the government is willing to obtain ECgytianand some expatriate technical assistance and consulting services itslarge public sector firms. However, it is not prepared to contract 
for 

out the
full management of these firms to the private sector. The one exception tothis is in the tourist industry, where contracts with recognized hoteliers
such as Sheraton arid Oberoi have been executed in order to link the'sogovernimnt-o.nied facilities to the world..ide system of their .hotels.
Whilethere is no intcurest by the goverim:ent to sell its tourist facilities,
the Ministry of Tourism is very anxious to see the private sectr- carry out 
a large percentage of the future investment.s in this sector. 
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3. The special problem of agriculture:
 

The problem of privatization in the agriculture sector is at least
as difficult and challenging for the GO 
as privatization of industries.'
Like industry, agriculture is integratedan system of input monopoly andcontrolled output. Cropping patterns are mandated. flany agriculturalproducts must be sold to the government at below market prices for inputsto public sector agro-industries or for resale through publicly controlled
markets. 
The extensive and intense governme.nt involvement in agriculture
has been and remains primarily aimed at supporting low urban food prices
and controlling the countryside. 
As with public induLstriesr however, the
government is. becoming increasingly aware of the imp[rative for majorreform. The most important recent 120event was the issuance of Decrees
and 121 in January 19 .6which transferred to the private 
sector theresponsibility for importing widea variety of agricultural coamodities.How,;ever, impleirni:ation of these decrees has been hampered b-, the largergovernnent effort to restrict imports. Private sector importers have beenrequ.ired to obtain imuyort permits from government "Imoort Rationalization2c:uittecs " , which seek tc keep the LE:/$ exchange rate stable by preventing
the import of "unnecessary" imports. 

The most significant effort to implement a reform witLhin the contextof these conflicting governm;nt p:olicies invojves the pricing anidimportation of corn. When the termination of the qov.2cn,.. in.Dor-t.nnoroly on corn was first anne.inced in Janulry, the controlled price wasME 63 per ton. The world price wc.s LE 240 peu ton. Private sectcrimporters who Lcught dollars to reeL the 150,000 ton rcnthly icm,[prtreqm.refment quickly pushed t-he LC/$ exchange ratLe up by ten reent. TheImport Rationalization Ca.'iittce pro-ptly ­res,:onded by im - odin theissuance of import licenses to private sector corn imy)rtcr<s. .By June,poultry producers were in a state of panic 
the 

as remniiniig n cornsupplies ere deplet&-J and the private sc,ctor hiad not cIbtained permissionto import. The governm:!nt then decidd~ with the apparent supp.,.t of thelarge poLultry producers to establish a transiticnal progran whichgradual.ly raise the price of corn frm 
will

LE 63 per ton to the market price.On June 23, the government announced a new controlled price of L9, 120 1-certon and stated that it wo;Jld continue to imp* rt until the private sectorwas able to take, over. Wile there are conflicting reports abou. thetiming and size ot the next price change, the governm-nt ha: stated itscommitment to complete this privatization in the first half of CY 87.goVernnent also has permitted the market price of poultry and eggs to 
The 

reflect this iimport price increase except in governmnent o'a)-d retailstores. In this case, the Ministry of Supply, which pe_ rates these stores,is required to finance the sUbsidy. USID has been informr.d by the seniorgovernrme.,nt officials involved in these events that, dspite the initialproblems, the freei.j up of wascorn intentionally chosen first b2causeis relatively less sensitive politically than other key 
it 

iolxrts such as
wheat. 

http:gradual.ly
http:governme.nt
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C. USNID'S PRIVATIZATICN STRATEGY 

USNID's privatization strategy is a 
developing aspect of our larger
interest in assisting Egypt's private sector. 
Currently our private sector
portfolio isaimed at improving the climate for private enterprise growth'
and facilitating specific productive private -enterprise investments.
yet, the Mission has not developed a specific project 
As 

to support the 'divestment of public sector companies.

the termination However, this issue, particularlyof certain GOE monopolies, is principaloverall Mission a theme in thepolicy dialogue. The level and intensity ofdialogue with our policythe GOE has increased considerably overwill continue to intensify in the 

the past year. Itimmediatedistortions brought by 
future as the econnicon cur.rent

public finance problems and erode 
GO. policies exacerbate the Government's
the country's growth prospects. 

Within our current portfolio, there areprovide to the GOZ resources available toinitial technical assistance on divesta2nt should suchassistance be requested. We also inare the design stage of three(Kima projectsFertilizer, Agricultural Productionfor Health) Credit and Cost Recovery Systemswhich will explicitly seek to privatize activities whichare largely in toJavLhe public sector. As we pursueprivatization initiatives, 
our policy dialogue andwe expect more opportunitiespr.oject anid progr'am resources to be 

will e-eL'ae forfocussed specifically for divestrent. 

Our specific privatization strategymain th -irs. will encumpass the following 

1. Support changes in macroeconomic policy which move the Egyptianeconomy tow.;ard a mvarket basis. 
2. Terminate the government mornopoly in selected agriculturLal

inputs and products. 

3. Support full or substantial divestment of selected public
enterprises.
 

4. Assist the governnment in its desire to divest firim o.ined bylocal governm2nt units. 

5. Assist in privatizing, or at least contracting out to theprivate sector, selected "public services" such azs trashcollection and curative health services.
 
The detailed elements 
of these themes and the target dateS forachievemeant theirare described below.

description is limited 
It should be not;ed, however, that thisto the specific topic of divestent.discuss It does notall of our support to the private sector, muchexplicitly linked of which is notto reduction of public sector involveinent.succeed in improving the policy Should USID 

expect that ouL-
invirornment for the private sector, weprivate sector progra.. would gradu lly Shift from its 
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present portfolio emphasis of private enterprise credit tM more explicit
assistance for divestiture. 
If the GOE seriously implerrnts a reform
program along the lines of its public statements, the need for concessionalassistance to the private sector will be eliminated.
 
1. S 
 rt changes inmacroeconomic policy that move the _gyptian economytoward a market basis. 

a. Short run objectives:
 

(1)Institute a

Rationalization Committees.

system of fair tariffs which replaces the Import
These tariffs should tax the imports of public
and private sector firms at the same rate. 
 In addition, !the exchange rateused to value the imports should be at least the bank(approximately $ incz ntive rate. 
objective is 

= LE 1.35). The target date for achievewent of thisfourth quarter FY 86. This objective has beenthe Mlission's overall policy diatogue 
a key point in

throughout FY 86. 
(2) Restructure the multiple exchanqesingle, rate sys~tem toward amarket determined rate. This objective will be ac.hiev(:d inbhases. The first phase, targeted for completion in FYnumber of exchange rates to two 87, will reduce the- the bank incentive rate, now. at$1 = LC 1.35, and the "o-an" or market exchange rateIn addition, the now aIt $1 = LE 1.86."own" exchange rate will bebe oparated given greate:r legal status andthrough the ccminercial banking systeil. The tarcget da:;e for thesingle excahnge rate is FY 88. 

b. Long run objectives: 

In the long term, we will concentru':e on Lhe fisca,.,, mon,-tary,balance on[_nlnts and Cebt manaqeme11* targets speciePlan. .;e will also seek f j our Actionmovement in-thesuch price of essenti;.al co;anoditiesthat they eventually reflect the market conditions cf.supply anddemand. Initial attention during the pariod covered by cwr CDSSfocus on the next willprices of energy, money (interest), and agri~cultural inputsand products.
 

2. Terminateproducl::! . theqovernment monopoly in selected aqric.LriurL~~ al inpits and.
 .... 

a. Short run ojectives:
 

(1) Assist the government to divest tscorn. import monooly onThe target date'for achievement of this objectiveThis objective will .sJune 1987.be met by assisingtransitional program the government in financing its 
Up 

to privatize the iln /-frtatiori and marketing of corn.to $40 million in FY 86 governm:.gnt CIP funds will be usedPrincipal Bank to assist thefor D-,velop-nent of Agricultural Cooperativersorder to partially meet imporu needs (PBDAC) in 
import activity. 

as the private, sector initiates itsU&\ID anticipates that when the real inarket price is
reached by June 1987, Egyptian farmers will respond by inc:reasing domestic
production of corn. 
 It is possible that over a threelocal corn production td five year period,could be increased sufficiently to [oeplr-e imports. 

http:essenti;.al
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(2) Assist the government
marketing of rice. 

to decontrol the prodUction andThis objective is targeted for late 
 ¥Y87. Like corn'
rice is less sensitive politically than wheat, cotton arrd sugar. Oursupport for freeing up rice will be a part of the overall policy dialogue
and a specified objective in the Agricultural Production: .credit project. 

(3) Establish 
a legal free market in nitrogen fertilizer.
objective will be achieved inseveral phases. 
The first ,ehase 
This 

is to obtain
GOE consent to allowing the domestic fertilizer factoriespercent of their product to sell tento private buyers on aprice of this fertilizer would be 
cash andl -carry basis. Thedetermined by the markmt.this, Followingthe COEE would expand the share of fertilizer marke{ted throughprivate sector. theThe target for permittingthrough the free m.-,rket 

the first tent :percent to fla..is FY 87. This objective is one%(of the main pointsof the overall policy dialogue. and essential conditions wtithinAgricultural Production Credit project the
and the Kima Fert.b.lizer project. 

b. Lonq rn objectives: 

if corn, rice and at least ten percent of the, :Litrogenfertilizer are successfully shifted fromprivate sector, the piblic sectLr Mnopoly to theour long run goals will be to shift more cor.rioditiesprivate s;ector. to theThe2 principal ccax'i-dities will be wheat,, cotton, sugarthe remaining public andsector fertilizer sales.for In additi.,n, we will pressthe removal of controlled cropping pyatternsbanks to branch and -rrmEission fl- privateinto rural credit activities. This long: -run objectivebe an undzdrlining paDicy theme, in 
will

the Agricultural Prox'i Creditproject. The projuct will help oaLc
the GOE dismantle its moirolpoly now*impler nted through the Principal Bank for Develop;ixnt ol Agricultural

Cooperatives (Poi\C). 

3. Support full orsubstantial(Jive-,tfn..t of selected p'iblic e .erprises. 

a. Short run objectives: 

(1) USAID will continue to supportautomobile the substaratialPdcci*on shift offroin the public sector to the priva-te sector.process started ,ith the one hundred percent privately o;-.ned Gi~i, truck
This 

plant in October 1985. It has continued with the GOg ap2,roval of theGeneral Misr Co.Car (G[.KCC). This large undertaking and the private sectorfeeder industries asso:iated with it represent one of thedivestments of functions thus far carried out by 
iost significant

the gov&unment. On thepolicy level, US\ID has been 
activity. 

a constant supporter of this privwtizationOn a financial level, we plan to use the PIE Filundthis significant to facilitateinve3tr nit. PIE Fund resources will be imade availablethe principal coJ!1pany--GMC.C--as well as many 
to 

of the new jioint venture
feeder companies.
 



(2) As a condition for support of the rehabitationfertilizer plant, USAID of the Kima 
facility. Currently 

is seeking expanded private ownership of thisthe firm is structured as a joint stock company, but.only four percent of the shares are privately held. In supporting this,project, UID is seeking a significant expansion of the 'private equity.We have discussed with the government several possible options in this
regard including the possibility of transferring equity to 1ima's employees
under an Employee Stock Ownership Program (ESOP). The target for thisobjective is late FY 87.
 

b. Lonq run objectives.
 

UEAID will continue to seekOnOrtuities as the GOE

attitude towards this concept becomes more accepting.

4. Assist the qovernrient in its desire to divest firms cw.,ned by local 
qgovernment units. 

a. Short run objectives: 

In the short run, our expectations are limiteddiajoque with the (O: to imrrovinq ouron this issue. There arz conside .ae technicalproblems relat edto thc valuation of assetswhich the likelihood of 
and the form! of divestmentlimit sp2cific divestments occurri.ng within
next twelve months. However, 

the
 
we will seek to provide oradvisory assistance sci..:i typesto this effort through our Capital Varkets projectour Local Developmyent II project. 

and 

b. Ln___q run j ives: 

During the planning period coveredto develop by our up:o.onri CDSS, US\iD plansa prograa 'hich will assist the 03 in resLr,'cturing thefinancial condition of theseqovernorate firi-I3purchased by the private sector. The design of 
so 
this 

that they can be 
effort doperids onsuccess of our dialogue thewith thie GO, on the divestment of governoratefirms, and mustthe GO- seek a project role for AID. 

5. Assist in ])rivatizinq, or contractina ot to the pri-rate sector, publicservices.
 

a. Short run objectives: 

(1) Suppor- the development of a private sector solidwastemanaeq'JLment syste for Cairo, financed entirely by ticrresale of recyclable materials. 
tees services andOur primary effort will !be to modernizethO operation of the traditional collectors of househo].c trash - theZabaleen -- by facilitating their financing of motor vehicles for trashcollection. The target date for starting this activity isFunds Decomer .986.for this activity wi].l be obtained from existinzg resource; in ourlocal governl<ent projects or from reflows of oue private sector credit

activity.
 

\i
 

http:occurri.ng
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(2)Reduce the level of the government's provision of curative'
health services by expanding the availability of private medical

facilities. This activity is the subject of a ne,,l project to be obligatedinFY 87. 
 The project will specifically stimulate the establishment of
private health centers outside of Cairo. 
The government's health
facilities would then be able to reduce the provision of curative servicesand expand preventive care services.
 

b. Long run objectives:
 

In 
contract with 

the long run, we will encourage the local government uniits tothe private sector for op2ration and maintenance of water aidsewer system, road repair and oth-er-c.&inity servicus. 
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Gven the. imprtan6e oE this, projec' s h onrtoe 
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be n c'ompleLe'd 'by the GOE and the USAID' Mis'r. iis is,~2therefore, only 4a4 prl~nr attempV toieA
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1. GOB Announceirents, Decrees etc.: 

Formal decrees, laws, announcenents, etc. in the
official press and government gazette -will be an
important source of monitoring implementaLion of
the policy reform plan agreed on by the COE and
USAID. These will provide substantiation of GOcanpliance with the agreed on policy reforn 
agenda. USAID will monitor and analyze GOE 
announcemernts reqarding the implemenntttion of
these- reforms on an ongoing basis. 

2. PBDAC Data:
 

Data colloc:ed and an',lyzed on an ongolng basis
throuih PL.D;-C mane,2?mnnt in~ovrntion sysLeins
(iIS), wifl, be tu.or] to a tsesrends in 1'DiAC'­
overalj. lomi portfu .ao and f[ n micial r.,al. it,
)'BDAC, v.i assi', ai:i., frcm Lhe projZLLct o 
ass st....' coriLra _tor -i.[1 il;CducI-2 ,3 i mu.'oved 
loan clas. if'catien rd info-rm1icn earlyt
in tLhe PLiiecL. Jhi..' : 'rlv .. be c A j 

a.y 

kbepiWJ proj.:': ]I. ,fr ;v:I:on nec,.; ian lj nd, Da
compild Ly ,,3P ,, ril'.li d ir L I V'.,,- ,t l 

c"tegori-3 o lo.aJn ro;:i)picrt3, etc. 
?,l.ii.....~ rK,[ !! Qat.loa:n pH.'I~O;',],-' [r cl.,.c : 
on the cxteni: t - .hik the l:r,,j'cL i :,,., ; 

1.). . . : !'JL . I. 

V;'] collc t Oacl- to v;..... .L c,,:i..::ive 
i,,)r veiir-n(:s in tLhe J,'.ldin .n sL n; z-v : ':; m;ionsorvices i.rimLt'.Tcc:(] i iIv 1 :' I... :k.. FinnJ.J,


PT!DAC iliut distr jm Lc'i s."
 
an indi.criLion of FL'. declining uuJ.c as major
 
input SUL'p), ie.r 

3. rojc,,- ( > ... EqL,,2.j.,. 

ra.y,..,", of projecL rec i.:-do k..]]. Ic il;;i:1 p;:ovi1..
ClO]to .cs 


example, the extent to i;Ihich 

i.Im orrmjLon as info.ern:atior :r , o 

[:t:-lt'curcment
and train.ig actiie are proceediv, smLthly
and imnprovr., lendingi and e;tcn:;ion -- ,-n....
 
been i.~eii:nted ;.
In viliage baT1:n. 1 nmajrm.
pVrtics to the irmplemsntatioi of the I.uoject -PJ2IAC, tle TA contractor and UiD staff - will 
perform this kind o analysis aivd idnti-y
imnpleweratjon bottlen-c!;s as a part of routine 
projecL irocnitoL ing. 

http:train.ig


4. 	 Site Visits and Informal Interviews: 

These will be an important part of ongoing
monitoring of both policy reforms and project 
activities.
 

At the policy levelr in the course of regular 
field trips, USAD staff should informally 
interview local government officials, MOA and 
PFDAC staff, farmers, and input suppiers in rural 
areas, and visit loc.:Al markets, to ascsen;s howi 
effectively reforms are being irplcxrred. 
Information cbtained through these informal visits 
and interviews will bre an iip,)rtant means of 
initial verifcation of actual impl ei enLtat ion of 
reforms. 

At l:le pvoj-L: , sii:e vi5<itv and infoi.m :.l 
ink-erviev,, i,.i.h viilic.i'- b 'Ab'unlL:C, TA 
pe'ronn2 '.1 pcovi.d:- fe(dl.,cl 1'T2D;C'swill on 
u ili:: !.i-I of LecJ'nic>.t a sisL z'ice, c.ic,d ity 
as!ls8itCe aind t: , , on 1 mi. ii i i'nd tlhe ,i'le:"nL:ti 
of imprcvc-,] il nr'i,os, z.!. cxt un,; ol'n 
aj'.p:ow:'hr~s in I.l..,-- f3L',iC and U.30!v 1hanl,. 
projecL :narvj-i.,;nLt .;hcld I.,hII (J,.aifl tLhis :t,' of 
infOLnal. fccdbacd: oil ani i I. .s. 

5 .	 .Sx~a a .1. "'. h ) t i r 

j.i-ipoI'r-a)r in)'),.1C" 	 .i '.: ofi!S:: the t j:'J..i.c:yLeform.3 c , tLrn,: : &aiz on cxp: ndi ,:K, 1t;,0o10. oftLe 	p io t s,i:r.cLc; iI-'oc. ,i 1 : .0 i_;/,, :.;- tir . 

Thc sp?cific 1i."t of .pc'.ai stileF/A,,;\c.'<; 
shonuld be C!Ild t1, ! Ir., WoCh- JeiYd 

the project ha. bz:tn :icl : 1 zE,.] n.-c:'
thi 
reform ic'l*- agoc. uj- io. :eLa:' oi 
Culrrei: uijdc-.: '.z;Iviin. of H:hte p.c',. (,< : i, a 
liii: of Su.:, idiei i't the !Cw.'e1'1 uould'-U", 

a. 	Purirl- the co'i.lle oF th' rV-ojcct, rryjd

rcocolii;ais._nc stur'ys t.;il. he 110dl
b2 ibl' 
to verify thait .W ;.c,' rleour-,.: anr-:ounl-cJ] at tLe 
na[ional level. are iplemniit. and re-iching
farmers. Thiese would $,)rloJenL iriformal1 site 
visits an:1 inL~e:views, p",ovi(1inq ri)L-e 
systematic feedbaick oi h-ther L(-oriiis are 
actually r'elaxing current constrc:nt:s on,
farmciv, and on short: run effects ol pri-c.r of 
agricultural inputs and outputs. 
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Timing of these studies will diLtermined based 
on the implerirntation of actuali reforms
the Mission's information necds regarding

and 

implementation of these reforms. lherefore, a
flexible approach is essential...
 

b. A survey at the beginning of thu_ project will
develop a baseline set of "farrmer 'profiles.,documenting current access to credit, inputs
and extension services, and macor constraintn 
to increasing productioi. The- ;purpose of
these profiles .:ould be to impirove
understanding of factors ifflur:ri,.1jng farmers'
decisions mid br havior. Th~s wYif.1 provide thebasc].inv for fc]i.Iotw-up surveys ito idejiLify theeffecLs of 'eCorm5s on fzirr' "-- o t*..
various n: nd sarvlcces, . on l .l,;:s'prozlliction a iv,-,ketinj (12ci,!i ic.nw,1 

C. A baselirin .,:. y wi ] be :... . c... thepi: ivcie ZecC(<.. n(,;.e n ijn*rtiL (1)t -:i::- '. I:io.n,
an~d Lo Urn c;';h(v t fia:;il.l.e, cL tl('urent
mnvnitt;e of il*s *Il1.vcwir i in L-is awe.
T'o.,',,iid tiv'L-11, en:] r1,, . fo(liC,'.- U[* S :U.]y .s.;hc,',i]d i2:,'"; .. c ' ' .. i i i~ ~ L i y 

pply. l fT,Lc 

a1hu; Lie' COil :.,n ~.[., . i & . ...... ,
Villaye b.aik: \,'i '"re i.I:ul:.o\I.,d fL.i. ;.!,2 ,j. "r"aoew;rjon .s.::,vi:',:; and [ni[a toL :Lv :[ tr, t~o 
priv hi.;:,-: '.d : 

0) A b;l inr. cud f lio.-v-tip :;r :uciy to
at. ]y.i, J pE): stl]i zoa-lo in a .-ai., of
VJ. yL l:-nc~e:' ' . i:;. iC:l. ji .,,,",".z,,'.-

I y3 Lc ~ :'3lE~l dj.I~ ~ I. P r : ": . .1 U, : ). " the 
pojetL. ' 1hesue suttW.;sv.o.1.& eX..!i.lr?chIa iiges7 it) Lh3 R:oAi L r . ... i.vEc 

pro,:-,., .pj time, collate-i:ral. 
requ.:rc.; -. :s, tr.risacLi.;, costs,
acca.inLini, .caln )mwnJi.'or ricj Z3ys :.q, aind
con'..ol, etc. Tfie b-sel inc sLudy
should doculv."nt any .niff.c~iL clianc.'
betwee2n SFT ,"nd nev. PrQa.IcL aueas. 



(2) 	a bn.ieline and follow-up survey of a sample of 
'farmers 	 to assess the extent to which improved
financial systems introduced in village banks 
have increased access to credit and 
responsiveness to farmers' credit needs; and 
to assess the effectiveness of project
exEension interveitiois in improving diffusion 
of technology to farmers and in incrpasing
production and yields. 

(3) 	 a study to assess the effectivene:;s of any
pilot activities to privatize inut supply,
and specifically, to evaluate l-ehir effects on 
input availability, utilization and pricing. 

(4) 	An eva unitio l-e qofi,:i orn eer oVe:i~ 
cpanoion of th(! SFP..;. progriull in ' t to 
devcloP iollo.,-up yTs:ons wfi Iiin Vtrh 1.'3A nn 
P11DAC Lor us: ,?:; a rodeI in oLh:!v­
governor~a cs. lLaricl.ai:* LI',_rnlf.z:n .'e be 
paid Cc the n.inte'wnce of qualit, in the 

1.*0/\ 	 N:.it.:.o:', l 1,qr. .c, ti'.:.. Stat. si:ic : 

Tracking c!han:'.'s in !ZI: i ,, tie . De'i. 2.fl e ' to 
be a long-terir ef coul: tenr.[ii- Iv..yi d ihe 
tH we-fr-;)f, of- th(e ii;r. i L'e poP ec( . I',:3v:r, f 

1:jo:po) ic ' r ofo, , J.,,'c ',.d 1y5 ntr:O:ll.l::ud ['y, 

early in i l~e pro-''ct it " ti .bl.e :o
ijunJ:. IW,
nuJfl5 eJ t4..least sh(i: t-Lerri suppI~y [.p.'.:n s ~ 
tlr2se pc,'! icy chart,:.::; .i.[:fL r'el at .v-, , 5lh0:Ct 
Lime-frain? (otri or t:o crc.pp.,1 s-: -). C. 
sho 	 id, I,o,;eve: , hiccw ;pi ni.nd! " ,,c- ' ­
facto:" for examr,.lc, p".os in .i rl:e cm. 
calwrTit' mad,ets - a c lihely t hvU, an 
impoEt.Fnt etCecl: on c.;K':j..c ,- . . .! 
produc! .;.on. 
qa t.i uo: 1 agr icu.':u,':w., s'..ttistic," cCM!j .. " a!:;u:l.y 

by 	 the liOA bil.(l alyzcd by m:or COPr 
avicrunmrale, faum holdi.wj sie etc. c . 

changes iln a7Cicultura]. pm: Wuchion/ptr'.huctiv .ty
tr'ends. BaseW-lin 2Cal:a on recci.L trernw'3 slh-otd bI. 
capiled and atialyzed a theLh..inniu, of tH-. 
project. Data should .,e compiled anniua.ly
tLhereafteJ:, an,,! arlsi. should Locus on 

http:anniua.ly
http:holdi.wj
http:examr,.lc
http:lLaricl.ai


identifying supply responses to specific policy
changes. 'Analysis of na tional-level dta will be 
carried'out by the MOA; ongoing pfforts assisted
by USAID through the Data Collection ad Analysis
project (263-0142) may also prove an imiportant 
source of macro-level agricultural data. USAID 
will also monitor sectoral trends, withu assistance 
from external consultants as appropciathe. 

Similar data will be analyzed for spectfi
districts in which improved project financial an,]
extension services and pilot input prizatizati.on 
efforts have been introduced, to assess the impact
of these interventi.onv,. Analysis of dafLa for 
specific project areas should be condurcted by the
PI3DAC in conjunction w.ift the MOA an:] the project
technical assistance contractor. 

C. Data Analysi, and Revie,; 

'ThcLe ill be several :n.:chaniy.iv3 for iev inc-:n,1uti].Jzin~g inlfurm -tion collec::,4qlthrough h1, hoy 
approd ci,.. : 

1. Onqof.n -Policy lialoque:
 

USA ) .Gset,, r.!d Jn :- .ii ,-lcv l, conl :i nuinrl 
dialoque 'itLh the C)',,
Iandd PiJD.C c'ga rdiniga r3cli ltural policy r::mo:,.. J, aU..AI!) v.i.If 

p.aIrt of i.ts ojoii'g diw:,-lo ,itL h'. 'G' d.iUi':.: 
iilp L u I:).). : :' ...."cT1- r lt.i LL' : : 'fitndiil.J,.:
t:h..',e studie's rrJcj 'U]dII'I Li .:upl eiu,..r L'ioi, 
eLfectu anid imacs of • !' as
solut ion.3 to pLoblcinS ic!!nLJ.Ei.d Lti:uu!;Ih tc-:' 
studlies. 

2. Annlr.l J'uforf ,-ce r, 'r,;....


USA±D and high-icvol I.'?, and PI!D;C oUJ3c.;J s,Lei:,L'ese ,ta Liv.-.: of C:L :cy 113 mi:2rlir::; i.:.olv,.d 

ii: il L,: f": .mv'.Jn t .on of ;c", r .forp q . .... 
and Supply), w-.l Iol.d rnus.l revie'.;.s ic, n::as~re 
pr c ss aa i.nslI.: ,.tiarc ilentabIIsli u- psJi: ­
in Li: po]..cy Li;4. 

'ef(:msv .,
and the CgE will dcveJ.olp s.:ci.H.c, objiecLivc
cri'' ria or 'benchm.rks" t.o Inesu:e iLS 
iinpleinstatjion. (USAID will. obtain Lecfhnical 
assistance fruil AIDI/W staff with prior en:peric-ce
in establislh.ng similar policy reform irnnitoring
plans in the first year of the projecL.) The 

As each yaar 'n .i...roo. USI 

http:establislh.ng
http:prizatizati.on


annual reviews will provide a joint GOE/USAID
 
forum to determine to what extent each year's
 
criteria and benchmarks have been met, and whether 
disburspient of the next tranche of funds is 
justified by the preceding year's performance. 
These reviews could also provide a forum for
 
agreeing on a reform agenda for the following year.
 

1. Mid-term and final evaluations: 

If project implementation proceeds in a
 
satisfactory manner, an early mid-term evaluation 
should be conducted in 1988. An end-of-project 
evaluation should b planned for 1.991. The 
primary purpose of these evaluations will be to 
assess progre.ss to,.,.ards pLoje,-t-level objectives, 
i.e., 'strengthening PB1IDAC fi,-ncial s.ystes and 
imp:oving cred L, exLension and input su.ply 
services to farmners. .hese eva] uatiorwit l crs. 
heavily on onjoing rPT;.,C dzi[La collection zLld 
an;lhysts arid p.. ciai e'aLuat:i on studies. A major 
l:ofp! O c 1i,:t:! %:i.1 be if:..t.y.i, (jUi
arld UtAJ.i . io CO, icxtl~ i.st".cc '... r'c! 

Ideally, thcr.e evaluaLicnc wculd be ccn UcLcd by a 
"ix, tea A].D and , ,OF-:..nn,.i and.l.ncuc]mi.nmj o 
exL's, hiil c,7ms*ulLaL.t!3. 

D, PnpclhhinL(? L.'t ll,;r r u.nv.. 

CertLain! imc-wicrrin., ci. ac ivi.ti:.' %Ji.llbI. 
F.fovmed 'y US;L!D, '1,fl7.C, I;OA and 'TA conltcra -t s,,Uff in 
t Ie CO1UML !,off Co!!i. i rp:oin, LL. ;, ';iv:ntal i i thout 
speci.l ngJ'!?ni:-s or:ror funli.jng. P'o': e,:ai ,plt, tile 

,teqxcncibi.l.ity for reviee in-i and i1:.R:oving,'"",,, C t: 
collection and ,zuoi for ni,-.difyingto:iw. sys(elt', t:.i) 
these sysitms as nccr-' .ry Lo provi' f" onachiew..mne!! cff "[.rujcc:-l-.' " ' ' ...iv. I' c'v. 

the fol J.o.incg ;.i l: ,,ac..act.vitY r,'i .ro fui:2iiig 
and in.lemcntation ar Uc:zns. 

Surv.:cys and I,p-cJal studies relatig to boith "policy" 
and "projct" level activiti.e: will. be coii&.ctd under 
an AID di!:ech w an U.S. firm. 'ih.s fiimncontr;cL Cit-h 
shou].d h-.,e expalrtise in agrJ.cullturUl econlnIJcs and 
rural fl.u.:nce, and exp.cr1..cnce in cesigninq *ind. 
maJnagin. i'esezarch activiLies in dve-.;..ing countries, 
using a br~ocd range of mnetho.olgegical approaches. 
.his cv !tract w;ill be a "set-a i.de" for an "8-At 
(Small )3tsiness Act) or minority-o.,ned firm. 

http:i.st".cc
http:progre.ss


Ilie U.S. evaluation contractor will need to :work 
closely-with a local research firm experiermed in 
managing pnd implementing field datq collec tion, 
efforts. le evaluation contract will provicle for a 
subcontract or joint: venture arrangor nL wi'th an. 
appropriate local cesearch institution. Evaluation of 
proposals from interested 8-A/minority firms should 
include an assessment of the .local institutions with ­
which these firms plan to collaborate. . 

Vie evaluation contractor will have respon .bibility for 
performing special studies and SUrvrys relamting to 
improvement of PBDAC financial services.
 
Collaborati.on between the TA and evaluatio.n 
contractors will be neces',ir, fo: the sucocssful 
execution of these studies.
 

1inally, the eva.luatic.n cont-ct ould have!:1 
sufficint, built-in 1. -omeet- clligjingity Ll:. 
inforinat ion nieeds O''e" ifIi. Le Of I:e projr,c. (,
"work--oi:de:" typs al',.)roafh i..s ec b]., t.-,:.y t:o 
pro"vidCe Io:!m1:yll,: ibi. ]i. a -!c(onL:in!t[y.) 

Iie wid-Lerm F.nd L .in t e 1 it .n! 11 l.e co!.,luctcd 
by All) ad( C)! c., ( i.,.i 1 el:L r 
S1cC,; cva.uaLion tLecmr; W..j I c;:q., i re all:rolz .7iaLcly 
tL '.( to fc:.jr p v'r :on!;i.;Ijii .l o'i 4n 1l, ,ilry ,,ii r:, i;., 
fill.11nce ,nd icjl' O'l.l.tL:i Cl:cV.]i L ;.r ic: 1lt.:ra.[ 
Lehnocng' Lrar-,rFer,ex'<ernm:; •ina0,0 [r¢..\.ljzrLitn lcirln.,
r2>: n I:s . in 
thee .... on : e 
throu:gh A.W.1/0 "or" 

r eqt.ir ud ].,.",,terl]3]. COw.i'1 I. piia,.I.._," r..i--', 

http:Collaborati.on
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ILLUSTRATIVE EVAJJATION FRAi.WCRK AND QJESTIONS 

I. POLICY RMFORMS 

A. Policy Iuplementation Questions 


1. Has a detailed plan for agricultural 

reform been completed? Does it 

address the key constraints 

to increasing agricultural production? 


2. Have appropriate organizational 

arrangements been established for 

iTplementing and monitoring reforms? 


3. Is implementation of the reform plan 

on schedule? Is the GCE adequately 

meeting criteria established for 

disbursements? 


4. Is implementation of reforms effective 

in freeing farmers from production and 

marketing controls? What evidence is 

there of progress in the following areas*? 


(a) d2contro! of aar!ui[tual inpr p?!tPeJ 

(b) diversification of input supply sources 

(c)removal of input supply quotas

(d) provision of unsupervised, cash credit 

(e) deregulation of cropping patterns 


and quotas 

(f) decontrol of farmgate prices 


(g) removal of restrictions on 

crop marketing 


(h) removal of restrictions on
 
input imports
 

i) removal of restrictions on
 
exports of agricultural products
 

Means of Measurement 

Review and Analysis 

of Ga3 agricultural policy 

reform package. 


Analysis of insti-

tutional structures 

and procedural 

arrangements for reforms, 


Analysis of GCE announcements, 

decrees, prices etc. related 

to imilermentation of reform 

plan. 


Field trips to verify 

implementation of reforms 

at the governorate and local 

level, baced on interviews of 

local government and I.0A/PBDAC 

otftial5 input d!alrg, aind 

farmers.
 

Papid reconnaissance-type 

surveys to assess how 

farmers and private sector 

input dealers are affected 


by implementation of 

reforms. 


%Li. 

0 
(t

Who and When 

USAID PPP/ & 
AGR/A staff.
 
Prior to first
 
disbursement of
 
credit funds. o 

USAID PPP/E &
 
AGI/A staff.
 
Early in the
 
project.
 

MOA, USAID PPP/1
 
and AGRA staff.
 
Annual Performance
 
Reviews.
 

MOA, USAID/PPP/E
 
and AGR/A staff.
 
After specific
 
reforms introduced.
 
Annual Performance
 
R@viowa,
 

Evaluation
 
contractor. 
 x
 
To be
 
determined,
 

based on final
 
reform agenda.
 

* This listing should be modified to reflect the final list of reforms incorporated in the
 



B. Policy Impact Questions 

4. What has been the impact of policy

reforms on farmers' access to inputs?

To what extent have refors contributed 
to an expanded private sector role in
input distribution? 
is the GOE
facilitating this role? 
How have 

input imports and prices been 

affected by policy changes? 


2. How have policy reforms affected 

farmgate prices for major crops?

How are prices established? 

To what extent do prices provide

adequate incentives to increase 
production? 


3. Have policy reforms contributed to 


production?
an increase in aggregate agricultural
How has production 

.. ;;--jajrco


affected by these reforms? 
1'rich 

bee mo t 


effective/ineffective in stimulating 


reforms appear to haverefo
been
ms ppea

most 
to hav 


production? Are there any
significant 
regional Variations in
the impact of reforms on production?
 
o resulting changes in production patterns
reflect the comparative advantage


Egyptian agriculture? 
in
 

~Means of Measurement 

Farmer surveys to 

assess sources, prices and 
level of access to inputs, 
and, periodic s ecial studies 

to analyze trends in PBDAC

and private sector participa-

tion in i
 .
 
Unalysis of balance of trade 

data on ingt imports 

and trends in input prices, 


Field trips to rural markets 

to document and to analyze

farm pricing trends; 

MOA price data; farmer 

Surveys to assess adequacy 

of price incentives, 


price reforms.
 

Aalsis of 14A data to 


assess production trends by
'ajor cIop ad bonsultants 

n by goverporqte,
 

to sCecific reforms.
"MOA 

Cost benefit analysis 

for production of major 

crops following policy reform 


P. 2 of 6 
Wno ad When 

Baseline survey/

study at beginning 

of project. One or
 
two studies later
 
in the project
 
after implementaor
 

of
 
USAID/PPp/E and
 

AGR/ACE staff,
 
after reforms to
 
deregulate input'
 
supply.
 

MQA and tSAID staff;
 
evaluation
 
contractor. After
 
implementation of
 
specific marketing 
reforms.
 

MOA and USAID staff.
 

Additional
 

de as 
eine.
data as baseline.
 
Annual analyses after
 
implementation of
 . reforms. 



Policy Impact Questions (Contd.) Meahs of Measurement 

p. 3 of 6 

Who and When 
4. How have agricultural productivity and 

yields been affected by policy changes?
What variations, if any, are there in 
changes in productivity by region and 
size of farm holding? What are the major
factors explaining these variations? 

Analysis of MOA data on 
prcduction and yields by
major crop/governorate and 
farm size. Farmer surveys 
to supplement N'OA data as 
needed. 

MOA and USAID 
staff. Additional 
consultants as 
appropriate. Existing 
data as baseline. 
Annual analyses of 
"Adata. 

5. What has been the impact of agricultural 
policy reforms on rural incomes? To what 
extent have changes in incomes varied 
by region, by size of land holding or 
by emplolent category? What are the 

Farmer Surveys; secondary 
analyses of survey data 

Evaluation contractor; 
baseline and 
end-of-project. 

major reasons for these variations? 

6. What are the remaining constraints to 
increasing agricultural production? How 
can these best be addressed? 

Secondary analysis 
of fanner survey and 
production data. 

USAID and evaluation 
contrator; towards 
ends of project. 

II. PROJECT INTERVENTIONS 

A. Project Implementation Questions
 

1-I§ th@ (gQgppgViding 1o~al e~frfly P9_?)At "'Ifanaf~l f§trda.fUnds for the-exosion of igriaulturdl Interviews with PBDAC 
PDDAC andi A0AACl,1
after USAIDcredit, equivalent to USAID 
 officials. Analysis of 
 disburaements.
cash disbursements? 
Pre these 
 PBDAC loan data. 
 Mid-project
funds being provided in a timely 
 evaluation team.
and adequate manner? If not, why not?
 

Is demand for loans keeping uD with 
expansion of the supply of credit? 

2. Is TA in place? Is TA expertise Project records.
appropriate? Have GOE counterparts PBDAC and AGI/ACE,

Interviews with PBDAC 
 Early in project.
been identified? 
 Is TA being utilized and TA oersonnel. 
 Mid-project
so it is able to impact on PBDAC's 
 evaluation team.


overall operations? How can TA
 
effectiveness be improved? 
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rcIs 
emto e ment10,on sch3* -sr~Meur'enc,,,mdit oed )o? 
p of MIeasurementoIsgy Pchnorocured SContd.)in the case n
o y cue c -L 
nt c as (Particularly Project
competer 
 records.
e InforPdal
site visits and interview 


aprprat 
o Project
availability band too :D'erationsimaintenance th PDAC and TA ppersonnel? Are installation plans 
adequate? 

of pe r so nn e 

Are 
l 

adequate nuxPers/ty,be i ng inrae sne 5
 
Utilization? 
 trained in egai-nent
4. Are training activities 
on Schedule?
Are appropriate e
numbers, levels


and ty~
s f 3DA
o s af being t1-rained? 
Projectinformalrecords;interviewscsthe trainet WiwTse sS
obt 
 vesl Aire


IS the training appropriate to ProjectMid-projet
PBDAC trainers and
d n 

training? 

a 

the killcgu~ trainees;
on cOlPletion of- training
ieinetendonpro


5.asleS -observation;
Stoy
.- ai o follow-upstudy Of trainees,
5. a ilmetaton of improvedlending te
s 
 ofe
in the targeted numberimleo nedPrnot?ofArtvillage ec anrates charged econoically observation P DARecords.i
e dtwyinterest ainformal 
interviews 

and financially Viable? adr reurees Are IProcessing time, collateral Specialsalmpe Of PDACstudy ofreouirem s, . t • 


village banks
.. . . . .. .O ry?~t 

6. How extensively has the project
implemented improved technology
transfer t i ' ProjectLV records -en established n 
C. Ae-~ni? Ra e n the targetedteams fesy's te s- x L en s on S ie Vis i t s andnurber informal interviewsof Village banks? Are they


functioning effectively?

Does the aooroach adcottiby
bank extension teams rovideadeguate flexibility
adapt to farmerstechnological to

Packages totheir own needs? 

P. 4 of 6Who and When 

early in project
PBDAC an d AGaA'ACE 

Mid-projectevaluation team. 

aueo
 

PBDAC and AGR/ACt
 
a f, e r y i 
r ­

evaluation 
team.
 

Evaluation
contractor;toas

ec
 

PnDof project. 

staff, Ongoing. Mid­project
 

-t evaluation.
 
Evaluation 

contractori Acte
 

are implemented
 

PBD A C , TA and
n o n . Mi~ r j c
AGR/ACE staff,
ongong. Mid-project 



p. 5 of 6 

Project Implementation Questions (Contd-) Means of Measurement Who and When 

.7.What steps are being taken PBDAC in-ut distribution AGR/ACE staff. 
by PBDAC to diminish its role and loan records. Annual analyses 
in input distribution? To site visits and of PBDAC data. 
facilitate the expansion of the informal interviews with 
private sector in this area? private sector dealers. 
Is PBDAC providing credit to 
private cector dealers? 

B. Project Impact Questions 

1. To what extent has the project Analysis of PBDAC Mid-Project and-final 
contributed to the developirent of annual financial evaluation-teams. 
PBDAC as a financial institution? reports. Interviews 
Have project inputs been effectively with key PBDAC 
utilized to strengthen the viability officials. 
of PBDAC financial operations? 

2. Has the overall PBDAC loan portfolio Analysis of PBDAC and AGR/ACE 
changed as a result of the project? PBDAC loan staff, annually. 
What has be-en the trend in the number, data from MIS Mid term and final 
type, and duration of loans? In the system. evaluation teams. 
crops and activities for which credit 
is used? Is credit provided in cash or 
kind? Supervised or unsupervised? 



Project Impact Questions (Contd.) 

3. To what extent has the project served to 

improve financial services and access
to credit for farmers? Has

the nunber and share of loans to
small farmers and rural entrepreneurs
increased as a result of the project?

If so, what aspects of the project 
have contributed the most to 

expanding access to credit?
 

4. To what extent have project 


expansionactivities contributed to the
of private sector 

input distribution 
and marketing?

Is there any evidence of increased 


private sector activity in this area?
if so, how has this affected the

availability and price of inputs
 
to farmers?
 

5. How effective has the project been
in diffusing new technologies to 

farmers? 
How extensively have 

improved extension systems have 

project technology transfer

activities contributed to

increased production/prdLctivity?
 

AGR
 

Means of measurement 


Analysis of PBDAC 


loan data;

farmer surveys; 

secondary analysis 

of survey data. 


Analysis of PBDAC 


input distribution records;
special studies of 

private dealers; farmer 

surveys. 


Project MOA Records; 

Farmer surveys in 

project areas. 


P. 6 of 6 
Mho and When 

PBDAC and AGWACE.
 

staff, annually;
 
baseline and end of
 
project; mid-term
 
and final evaluation
 
afsl
 
teams.
 

PBDAC and AG/ACE,
 

annually. Baseline and
end-of project studies 
and surveys by

evaluation contractor.
 

AGR/ACE and
 
PBDAC, annually.
 
Evaluation

Eaton
 

Contractor,
 
baseline and
 



Agricultural Production & Credit Project 
 Annex 7G
 

APCP TRAINING
 

Training under APCP will be administered by the PBDAC
Training Department, which may also contract with private firms
(i.e., IBM), educational centers 
(American University of

Cairo), or managment training centers 
(CAMD). The Project will
contract with the MOA Training Department for training of
extension ageiits, 
veterinarians, and MOA district-and
governorate supervisors 
to ensure that 
courses developed are
accessible to MOA departments not participating directly in 
the
project. This approach will allow broad access. 
to other
organizations working in 
the training field 
as well as buildin.g
additional expertise 
in course development and management.
 

1. PBDAC Training
 

a. 
 The Need for Training at PBDAC.
 

The PBDAC system includes 34,000 employees, Many havebeen working at the Bank 
for 20 years or more, but most were
added when the bank took over the cooperative-ruii inputdistributicr 
system 
ten years ago. Nost departments appear tobe overstaffed and/or underutilized. While many are
underemployed, others carry 
a full load and keep Li(e
organization functioning. 
Laborious manual accounting systemsoccupy many emtployees. At the village bank level, mantagersspend a lot of time checking employees' work. In some cases, asingle do)cunment will go to the manager for his signature tentimes. -To increase bank efficiency at the villacge bank level,
SFFP has developed and 
tested systems 
of loan analysis and
approval, loan classification and quality control, 
and
accounting procedures. As the program expancs in the projectarea, extensive training will be toneeded institutionalizeintegrate these systems ;n the 
and

village banks. Additionaltraining will be needed for governorate and district bankpersonnel who supervise village banks 
to ensure proper
implementation of pr-ocedures and techniques. 

APCP will also work in new areas i.e., pers-onnelmanagemeit as well as 
at different levels, 
i.e. modernizing and
computerizing accounting in the governorates and Cairo. 
 As
more efficient procedures are introduced, employees will need
to be trained in new 
systems and retrained to work
areas. While new in other
work will be created at the headquarters,
governorate nnd district levels, most new 
positions will be
created at the village bank, e.g., 
financial analysts. The
Personnel, Planning and Training Departments will closely
coordinate their efforts to train and 
reassign personnel.
 

\\\
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SFPP has demonstrated the limitations of systems

development and one-to-one 
training without a program to
educate Bank personnel in modern banking systems and methods of
financial analysis. For the long range development of PBDAC,

bank officers will need introduction to modern management

methods and employees will need additional education to

complement practical training. 
This should increase the
effectiveness of the technical assistance team and complement
 
on the job training.
 

b.- The PBDAC Training Department.
 

The Training Department at 
PBDAC is quite active in
developing courses held in 
Cairo and governorate banks, well
as 
as sending trainees to courses held by other organizations, ill
Egypt and overseas. 
 in addition, the Training Department hosts

short programs for'overseas visitors, i.e. Yemen and programs
for Egyptian university students. For 
the current 85/86 fiscal year, their budget for centrally funded programs is LE 39,000:

LE 24,000 for 
training, teaching, and exam supervision and LE

15,000 for out-of-country training. 
 In addition, each
governorate has its training budget. During the first half
own 

of the fiscal year 85/86, the Training Department held courses 
for 114 emplbyees and 28 visiti~ng non-Egyptians and conducted
 
courses jointly with the governorates for 205 people. In
addition, eight governorates had training programs for a total

of 1,629 persons. Another 103 employees were sent to coursesoutside the Bank given by GOE management: training organizations
without charge. 

The current department manager took in
over Spring of

1984. At that time 
the department was barely functioning.

Employees spent most 
of their time drinking tea, shopping in
nearby downtown Cairo or even dressmaking. As part of a major

reorganization, he 
introduced job descriptions, monthly

evaluations, a training plan, 
and annual evalut.ation of

training and needs. Training rooms exist 
in 10 governorates

and the bank has 3 training cen'ers. In most governorates, the
Bank canl also use facilities belonging to other organizations.
SFPP provided funds a training room and equipment in PBDAC and
three governorates. "The Department has taken care of equipment

provided and used it extensively.


The new Bank Chairman strongly supports Lraining and haspresented his views to the Governorate Bank chairmen on several
occasions. The Training Department makes its annual training
plan after meetings with senior governorate level officials;

however, governorate chairmen vary widely in 
their commitment
 
to training. The department manager reports that 
a few
 
governorate chairmen view training 
as a waste of time andrarely spend funds budgeted. The number of governorates givingtraining courses has 
steadily increased since 1984., but work
remains to be done in getting serious commitment to training in

all governorates associated with APC'P
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Courses offered address a wide range of Bank needs from
 
orientation for new employees and village bank mana'ers to pest

control for storage workers, but an overall needs assessment
 
both in terms of bank strategy and employee needs has not been 
developed. Current courses related to banking and management
 
provide a general introduction to basic concepts, btut do not
 
form a coherent core curriculum needed for staff developmen't.

For example, standard procedures such as internal rate of
 
return (IRR) are covered with case studies in an afternoon.
 
APCP training can build on these introductory courses to
 
develop in-depth knowledge related to work requiremients and new
 
systems. Under APCP, an organizational and manageiment
 
assessment of all levels of the PBDAC system should be made and
 
programs designed to meet training needs.
 

The Training Department, SFPP and other contr-actors have
 
had a number of difficulties ensuring that appropriate and
 
capable candidates are selected for training. The ?BDAC
 
Department relies on branches, governorates and dep artments for
 
selection of candidates, although they review recoiinendations.
 
This review process has uncovered a number of problms. For 
example, English language applicants included employees who 
wanted- to help their children with school work, bult had no need 
for English in their jobs. Aware that supervisors often send 
underutilized personnel rather than the most capable, the 
training department sometimes carefully screens nor.anees. But
 
in the case of their coarse for trainers, there wa.r no
 
assurance that the trainers would be released frorm their 
regular jobs t.hen needed. SFPP has made a serious effort to 
got and train capable people for their financial aw.'ialyst 
positions, but found that governorate adininistrators were very

reluctant to release these people to work full tim.e for the 
project. These examples illustrate the difficulty of selecting 
capable candidates who will be in a position to us.e what they 
have learned. 

A thorough management and needs assesment of the PBDAC 
system should overcome a number of these problems. If
 
management is seriously involved, they will become familiar
 
with the process, communicate their needs to the t-taining
 
department more effectively and be more critical in their
 
evaluation of training effectiveness. If trainin: were viewed
 
as really useful for improving the efficiency and skills of
 
employees, supervisors would be more willing to release "key

personnel". Having worked closely with training aTid project

staff in developing training programs, managers wo~uld also be
 
better able to choose appropriate personnel.
 

Training under APCP must utilize practical courses to
 
develop management and technical skills as well as broader MBA
 
type courses to create a core of well trained, kno'wledgeable

professional employees. Middle management trainin g should be
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concentrated on "key people", rather than the shotgun approach

currently used. Courses should focus on those middle and

junior managers who have demonstrated ability and will be 
moving up to positions of leadership in years to come.
 

The project will assist the Training Department in
 
development of their own personnel through additional training

both in Egypt and overseas. Long term training iif not required
 
as a number of organizations specialized in traiming already

exist; however, the Training Department staff needs further
 
training in order to work productively with these
 
organizations. Although the Trainin.g Department has adopted

some new techniques, courses designed by the department often
 
rely on lectures. Training in APCP systems will require Bank

officials to learn new systems and the underlyinq rational and
 
to demonstrate their ability to analyze loan applications and
 
follow the correct procedures before returning tto their banks.
 
Thus the traditional lecture/test system will be inadequate and
 
a variety of teaching techniques must be used. Thus some
 
short-term training overseas may be appropriate 'for Training

Department personnel. Technical assistance will be provided to

the Department to assist with development of art overall
 
training plan and provide additional expertise in cour'n
 
management and development.
 

- -c,- Concepts.for APCP Training 

(1) Top Management. The purpose of this training should 
be to: 

a. improve management skills.
 
b.. provide an overview of modern mariagement systems
and sufficient knowledge to work prociuctively with 
the [-echnical assistance team and mid-level 
professionals who have received in-depth training. 
c. introduce new techniques and how they can 
impi:ove bank efficiency. 

Management training can be held both in country and 
in the U.S., depending upon language capa{ility. A 
number of top managers have already participated general 
management trai-ning at the USAID/MOA Cente-r for 
Agricultural Management Development at the Barrages and 
in a VIP observation tour of Agricultural Cooperative
 
Development International (ACDI) US member banks.
 
Training courses will utilize both local training 
resources and overseas training where necessary or 
appropriate. Examples of appropriate overseas training
include Harvard's program for international managers,
World Bank courses, short courses w7ith the Asian 
Management Institute (the Philippines), and participant
train.ing courses that focus on the relationship of farm 
credit banks anid agribusinesses.
 

\~ 
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(2) 'Middle Management. The purpose is to develop a core
 
of profejsional managers with both expertise in systems

developed under SFPP and APCP and in-depth knowledge

about the theory behind these systems. U.S. long term
 
training does not appear necessary since term training
 
can be carried out in Egypt using the faculties of local
 
universities on a part-time basis. 
 Junior managers

should be encouraged to get their MBAs. In addition,

middle management will need thorough training in SFPP and
 
newly developed APCP systems. U.S training might be
 
appropriate for very promising middle managers.
 

(3) Other employees (Accountants, Financial Analysts,

etc.) These People will need phased training depending
 
on their specialties. Some easily identifiable areas are
 
new loan processing procedures, accounting systems,

information management systems, and computer software
 
training. At the village bank 
level, joint training will
 
be needed with extension agents and other members of the
 
village bank team to ensure coordination and cooperation
 
to make the project a sucess.
 

Training in SFPP systems will 
proceed fairly rapidly as

SFPP personnel, USAID and the PBDAC work out how these should 
be integrAced into the PBDAC system. If these can be
 
incorporated in training plans currently being developed,
training courses for governorate, district, and village bank
staff can be used without extenisive modification. PBDAC and 
SFPP have already b.gun training for the expansion of SFPP by
PBDAC. Further teiting and modification will be carried 
our
 
during the next year as additional village banks are added in
 
the PBDAC program and as SFPP expands governorate wide in
 
Assuit. By June 1987, a number of training courses will be
 
'ready to go'.
 

The management and training needs assessment can be
 
developed concurrently. 
 In the course of training personnel to
 
use SFPP systems at the governorate, district and village bank 
level, project and training department personnel can assess 
additional training needs of employees.these line Other 
members of the technical assistance team working in specialized
 
areas, i.e. 
business loaq analysis will work with management

and training 
to develop programs for particular departments.

Development of effective programs for several departments of
 
the Bank should "sell" this type of program to managers.
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2. *MOA Training.
 

a. Relationship between Ektension and Project Purpose
 

Increase in agricultural production is the major purpose
 
of the project. Changes in the policy enviroment are expected
 
to correct serious distortions in the economy and motivate both
 
farmers and businessmen to invest in agriculture. In addition,
 
farmers will need new technology to increase production to take
 
full advantage of the policy changes. New technology creates a
 
.need for credit for investments such as land leveling,
 
irtigation equipment and farm machinery. Increased production
 
can also create oppor.tunities in processing and marketing.
 
Technical packages to increase production exist, but weaknesses
 
in the extension system have slowed dissemination. Thus
 
improved extension services play an important role in achieving
 
project goals and creating a demand for credit.
 

b. Need for Training of MOA Personnel.
 

The primary group to be trained under APCP are extension 
workers arnd their supervisors who are critical for transfer of 
new technology to alchieve higher prorluction at the farm level. 
The need for. training of extension*workers has been a key 
recommendation in various reports starting with Recommendations 
for a Aqricultural Extension Proqram in Eqypt_(3.981), followed 
by Stra qties for Acceleratinq Agricultural Dev(,lopmoiiLt (1982) 
and most recently Increasij Eqyptian 1\qricu]tural Producticn 
thi:ouqh .Strcriqthened Research and l:2xteiision Projrams (1984). 

The extension service in EGypt has traditionally not 
played a purely educational role. Its primary function has 
been to provide non-exten-.ion services such as pest control, 
data collection, input delivery and machinery scheduling. In 
addition, regulatory functions regarding cropping patterns, 
quotas, and agrarian reform laws have taken a major part of 
employees' time. In March 1955, a Ministerial Decree separated 
the regulatory and educational functions. Becaus& of 
decentralization at the governorate level, this Doc.ee has not 
been uniformly implemented and some governorate level extension 
services continue to'perform multiple functions'. 

As a result of this mixed role, most extension agents are 
technically out-of-date and used to relying on laws and 
regulations in dealing with farmers. SFPP has been successful 
in'training extension workers to communicate effectively with 
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farmers and to utilize technical crop packages provided by
Subject Matter Specialists (SMS). Extension workers become
familiar with new 
crop budgets, increased production, and
improved rates of 
return to use 
in selling thepackage to
farmers. In addition, extension workers are 
taught appropriates
methods to encourage farmers to form block farms in order 
to
use new technologies with maximum efficiency and 
the least'
cost. 
 The training program for extension workers in-cludes an
orientation in methods as well 
as introduction to the crop
package. 
 To develop extension agents technical skills and
provide feedback 
to the SMS, weekly or 
biweekly Paeetings are
held to discuss problems encountered in the field. This
approach combines for continuous improvement of extension
workers' technical skills. 
 Veterinarians have als-o been
similarly trained in work methods 
as well as specialized areas,
particularly poultry.
 

This program complements that of village bank officals
who learn basics of cash flow analysis and 
new credit criteria
necessary for lending to small farmers. 
 Working with
information provided by extension workers about the new
packages and expected increased income, 
crop


village bank officials
can better respond to the credit needs of 
farners. Some
training will also be 
carried out so 
that village bank,
extension workers, the veterinarian and other relevant officalscan work effectively, together 
as a team. It is important tonote that extension agents do not participate in the loanapplication procedure oc 
 the collection process.
 

SFPP has worked with different levelsgover!iorate. of the MOA in eachUnder APCP, the project will work with bothgove:norate and district level staff to ensure local follicw-upand management. 
 This will necessitate training for personnel
at those levels.
 

C. The MOA Training Department
 

The MOA Training Department is well equipped and has a
well trained staff as a result of the World Bank ThirdEdcuation project. 
 There are training centers in
governorates and classroom facilities in 
all governorates. In
addition, the central office has classrooms, 
an area for
teaching equipment maintenance and repair, a languagelaboratory and library. 
 Many staff members have received
training aboard, principally in the US, Hungary and England.They are familiar with 
current techniques and 
are experienced

in training trainers.
 



The MOA is the second largest GOE Ministry with 130,000
employees. 
 The training department works with individual

departments to develop training plans within its budget. 
 In
addition, departments with additional funds available may

contract for special 
courses.
 

d. MOA Training under APCP
 

The purpose of training will assist 
in the development oi
a purely educational extension service within the MOA,

particularly at the governorate, district and local levels.
 

(1) Top and Middle Management. The purpose of Eraining
 
at 	this level will be to
 

-educate management about a more 
appropriate role

for extension agents and the necessary support

systems, ie. 
subject matter specialists, follow-up
 
personnel,.
 
-inform managment about APCP program.

-improve 
management and supervisory skills as
 
necessary.
 

(2) 
Extension Agents and Veterinarians.
 

The purpose"of training will be 
to provide extension
 
workers with
 

-new methods for working with farmers,

-technical information about new farming
 
techniques.

-training in use of crop budgeting 
 and farm 
plans. 

(3) 	Subject Hatter Specialists
 

The purpose of this training will be to 

- increase the number of subject matter
specialists using GOE technical experts.
-increase the areas of expertise covered by 
SMS 's. 

Subject matter specialists will improve their
 
ability to
 

- train extension workers in technical crop
packages and appropriate extension methods, 
- utilize feedback from extension workers to

modify and develop technical packages for local 
conditions.
 
- work with mass media personnel to deve'lop
educational programs for 
use by extension
 
workers and in national mass media.
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