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PREFACE 

This report is based on data collected during a four-week 
visit to Egypt in January/February 1986. It is part of the pre
desi gn of the Lip-coming Agri CLII tural Producti on Credi t Project, 
which is intended to be a follow-on project to the Small Farmer 
Production Project. 

Although this consultant was contracted independently by the 
Mission to review the credit and financial aspects of the project 
and to carry out an institutional assessment of the Pr.incipa1 
Bank for Development and Agricultural Credit, the work has been 
conducted in close cooperation with two other consultants 
concurrently hired by the Mission to study respectively the 
opportunities to privatize the supply of inputs presently 
provided by the bank and the extension aspects of the project. 
The reader should thus refer to reports by these other two 
consultants (Jennifer Bremer ane Jerry Edwards) for a better 
understanding of other related issues not covered herein. 

In addition to the original scope of work, the Mission has 
requested the writer to undertake a summary review of rural 
financial markets as background to the project. This review will 
be found in Appendix 1. Chapter 1 provides a general background 
to the project. The institutional assessment of the bank will be 
found in Chapter 2. The reader mostly interested in the basic 
project design issues will be more concerned by Chapters 3 and 4 
which provide a rationale for the project and review critical 
policy issues. 

The writer wishes to than~ the staff of the Mission's 
agriculture office as a whole, and Steve Haynes in particular, 
for its cooperation and back-up, which were absolutely necessary 
under the severe time constraints-. Also to be warmly thanked is 
Janna Laudato, whose knowledge of the PBDAC was precious, and who 
lent a helpful hand to the comp1etlon of the sensitivity analysis 
and other tasks. The writer also ac~now1edges the patient and 
dedicated cooperation of all bank staff, and partlcularly of the 
head accountant Mr. Abdul Razzek. 
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A. Project Background 

CHAPTER ONE 

PROJECT CONTEXT 
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The up-coming Agricultura,l Productio'n Credit Project (APCP) 
is intended to be a follow-on to the Small Farmer Production 
Project (SFPP), which is due to terminate on August 31, 1987. 
Although SFPP has been successful ~n achieving most of its 
original objectives (see Section B. below), it was intended to be 
programatically and geographically limited to a number of pilot
type activities in specific areas of the country. As a 
consequence, it did not address, or intend to address, the 
question of the necessary reforms in the Egyptian agricultural 
credit system. 

APCP on the other hand is conceived as a substantially 
broader project designed to capitalize on the knowledge acquired 
through SFPP, but also to introduce essential reforms in the 
system, both on the policy and on the institutional levels. To 
fully understand its context, a brief review of the ach~evements 
of SFPP and of the shortcomings it left unanswered will be given 
below. The reader is also referred to Appendix 1, wh~ch gives a 
summary background of rural financial markets, and how they 
affect -- or fail to affect -- the small Egyptian farmer. 

B. The Role snd Impact of the Small Farmer Production Project 

Implemented by the Principal Bank for Development and 
Agrlcultural Credit (PBDAC), SFPP was designed to provide 
incremental credlt, agricultural inputs and technical asslstance 
to small farmers in order to lncrease agricultural productivlty 
and farm lncomes. The project agreement was signed In July 1979, 
follOWing which the first expatriate advlsors arrived in 
September 1980 and the first loans made in May 1981. AID funded 
the project since lts inception in the form of an initial $25 
milllon grant and a subsequent additlon. 

Slnce a comprehenslve external evaluation of the project was 
carrled out in June 1985 (see Ronco evaluatlon report), no 
attempt will be made to add to, or even summarize, the findings 
of that evaluation wlth respect to project beneflts to the 
farmer. Sufflce it to say that the economic beneflts of the on
farm investments and technology transfers were found to be high. 
This does not mean that the SFPP model should be blindly 
replicated. There is in particular strong indication that the 
credit model adopted in SFPP may have to be amended, since as 
much as 80 percent of SFPP loans ended up financing livestock 
projects. A close look should be taken at the soundness of 
these llvestock loans, which ended up crowding out crop loans. 
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From the perspect~ve of the up-coming project, one should 
also take note of the beneficial effects, if any, that SFPP had 
on the institutional development and strengthening of the PBDAC 
and its aff~liate governorate banks. There appear to be three 
major accomplishments of the SFP Project in this respect: 

o it has helped decentralize loan approval authority do~n 
to the village bank (local governorate bank branch) 
level; 

o it has introduced non-subsidized, close-to-market 
interest rates on short-term seasonal loans; and 

o ~t has helped move the governorate banks away from 
collateral lending into new types of loans based on the 
farmer's repayment capacity and on the feasibility of the 
on-farm investment. 

The lessons learnt -- and still being learnt -- through SFPP 
have not been lost either to AID or to the implementing banks 
themselves. The latter now appear to be quite convinced that 
decentralization is feasible if properly planned, and that non
collateral lending does not necessarily lead to high 
delinquencies if the farmer is advised and mon~tored by properly
trained credit and farm technicians. APCP represents an attempt 
to capitalize on the new knowledge acquired in a wider and 
somewhat different context. 

What SFPP has not accomplished is to ma1,e the implementing 
banks more efficient as a whole. This ~s not surprlsing and 
should not be held agalnst the project, since SFPP had been 
originally designed to promote a Ilmited set of activitles 
clearly separate from the banks' other credlt activltles. The 
technical assistance effort ltself focused on helping implement 
project actlvlties within the project's narrow geographical and 
functional scope. However, the new project now offers a unique 
opportunity to address some of the key constralnts still faced by 
the banks, such as the excessive rigidlty of tradltional lending 
operatlons, the inadequate management informatlon system, 
lnefficlent operations and the hlgh cost of lendlng, and highly 
subsldlzed interest rates. These key lmplementatlon lssues will 
be analyzed separately in Chapter IV. 
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INSTITUT!ONAL ANALYSIS OF THE PBDAC 

A. Organization and Management 

1. PBDAC as Holding Company 
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Created in 1976 as the successor organization to the 
Egyptian Organization for Agricultural and Cooperative Credit, 
the Principal Bank for Development and Agricultural Credit is 
according to its by-laws responsible for "undertaking the central 
planning of agricultural credit and cooperative financing at the 
national level, the follow-up of its programs, and the 
supervision of their application within the framework of the 
state's policy" PBDAC is essentially a holding company for 17 
individual governorate banks operating in their respective 
governorates, although it operates directly 6 large branches in 
urban centers (Cairo, Alexandria, El Arish) and in the New Valley 
governorate. 

PBDAC is wholly-owned by the GOE, but enjoys at least 
nominal financial as well as adminlstrative autonomy. Its Board 
of Directors comprises 23 members, including representatives from 
the Ministries of Agriculture, Finance, Economy, Supply and 
Trade, Local Government and Planning, as well as from the Central 
Bank, the State Council and the Central Agricultural Cooperative 
Union. It also includes three agricultural experts nominated by 
the Minister of Agriculture, eight heads of governorate banks 
also nomlnated by the Minister, and PBDAC's two Deputy Chairmen. 

The Board is responslble for setting the bank's general as 
well as lending pollcies. Its Chalrman, who is also the bank's 
chief operating officer, is appointed by the Minister of 
Agriculture. This coupled wlth the fact that key GOE mlnistries 
control the Board in effect greatly limits the actual autonomy of 
the bank in establishing its own policies and determining its 
strategic orientatlons. PBDAC lS still very much used by the GOE 
as a mechanism to implement ltS broad policies in the area of 
agricultural credit, wlthin which the bank then manages its o~n 
day-to-dayoperations. 

As shown in its organizational chart (see Figure 1), the 
Chairman of the Board is asslsted by two Deputy Chairmen, one for 
finance, administration and credit, the other for trading, 
production, storage and branches. The former oversees three key 
departments on the credit slde: development and investment 
credit, credit and marketing, and admlnistration and finance. 
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2. The Governorate Banks 

The 17 Banks for Development and Agricultural Credit located 
in each governorate are wholly-owned by the PBDAC but are 
independent legal bodies and are as such nominally autonomous. 
Each governorate bank is registered separately and has its own 
by-laws and a complete set of functional departments. Each is 
also a financially accountable organization, independently 
capitalized and producing its own f~nancial statements. 

However, a number of factors greatly limit the actual 
autonomy of the governorate banks v~s-a-vis the PBDAC. First of 
all, the governorate banks are wholly-owned by PBDACj their 
Chairmen are appointed by the government, and they are in effect 
responsible for carrying out GOE policies in their areas. 
Socondly, these banks do not normally borrow directly on the 
financial market; instead, they tend to rely entirely on PBDAC 
borrowings from commercial banks and other sources for any fresh 
loan capital requ~red beyond the new deposits ra~sed locally from 
thelr clients. Thirdly, PBDAC is responsible for supervlsion and 
completion of regular audits of the governorate banks and beyond 
that of the the latter's local branches and village banks, thus 
allowing it to keep a close control over governorate bank 
activities. In effect, the governorate banks are able to run 
their day-to-day operations independently, but do so within 
strict directives and guidelines issued by the PBDAC. 

The organization of the governorate banks is slmllar to that 
of PBDAC. It tYPlcally comprises a Chairman and a General 
Manager, to which report 3 line managers respectively In charge 
of administration and accounting, credit and development, and 
commercial operations. 

3. Fleld Organization 

Below the governorate level, the banks operate a network of 
branches, also called dlstrict banks, at the distrlct level, and 
so-called village banks located in the lntermediate-size rural 
centers. There were at last count 140 dlstrict banks. They 
operate prlnclpally as admlnistratlve units for the village banks 
and are responsible for: (1) supervising the activities of those 
vlllage banks under their responsibllity; (2) consolidating 
village bank accounts on behalf of the bank; and (3) managing the 
district-level warehouses (shonas) that store the agricultural 
inputs made avallable to the farmers. 

There are 751 village banks, which despite thelr name 
operate as local branches of the governorate banks. The vlllage 
banks have some autonomy to approve their own loans, although the 
majority of their loans are subsidized seasonal loans granted 
quasi-automatically on the basis of preset formulae (see 
paragraph II.C.4 for a description of loan approval limits). 
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District and village banks are organized in similar fashion, 
with the following three departments reporting to the local 
Manager: 

o a credit section responsible for loan review and 
supervision; 

o a commercial section responsible for managing the input 
distribution activities (at the district bank level, the 
commercial section is also responsible for managing the 
local shona); and 

o an accounting section. 

At the local level, the village banks operate a network of 
4,300 so-called agencies. These agencies are responsible for 
managing the local warehouse (mandubeya) and providing 
agricultural inputs to eligible farmers, an activity they took 
over from the cooperatives in the past ten years. Agencies are 
typically staffed by a full-time store manager, and a part-time 
adm~nistrative staff covering several agenc~es on behalf of the 
village bank and responsible for: (1) control of documentation; 
(2) inventory control; and (3) disbursements and collections. 
However, these agents cannot collect savings, wh~ch have to be 
deposited by the farmer· at the village bank directly. Only the 
larger agencies have safe deposits; cash is normally carried back 
and forth to the v~llage bank by motorcycle (this is no~ normally 
advisable but has not caused any problems to date). 

The entire PBDAC system comprises in total an estimated 
35-40,000 employees, of wh~ch anywhere from 5,000 to 10,000 at 
PBDAC (8,800 according to a 1983 1BRD report). Governorate banks 
have between 300 and 3,200 employees, for a total of 30,000 for 
the 17 banks. District banks typically have a staff of around 40, 
while vlllage banks have a staff of 15 to 25. 

B. Description of Activities 

1. Overview 

Although they are technlcally banks, PBDAC and its affiliate 
banks are in effect credit and service organizations for farmers 
providing seasonal and agricultural investment credit on one 
hand, and subsidized agricult.ural inputs and crop marketing 
services on the other. 'Most of the seasonal credit is made 
available in kind and is highly subsidized. All farmers qualify 
for such credit, whether land owners or tenants. On the other 
hand, strict collateral requirements are applied to the 
unsubsidized investment loans, which benefit mostly the larger 
farmer. 
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Distribution of inputs and crop marketing are not incidental 
activities for the banks. They are specifically mentioned ~n 
PBDAC's by-laws, and as such reflect GOE policy in the field o~ 
agr~culture. All told, commissions and other income on these 
trading activities represented as much as 47 percent of total 
income from operations in 1983/84 (down however from 67 percent 
in 1980/81), vs. 53 percent for interest and other income from 
banking activities. Also reflecting the crucial importance of 
trading activities is the fact that well over 10,000 bank 
employees are directly involved in input and storage (11,700 in 
1982); most of the bank's other operational staff is involved at 
least in part in such activities. 

is: 
As stated by PBDAC management, the bank's present strategy 

o to continue to focus on the 
developing loan criteria 
actual repayment capacity; 

needs of the small farmer 
based on h~s real needs 

by 
and 

o to expand investment loans for land improvement and 
mechan~zation; and 

o to prepare the bank for a gradual reduct~on of its non
banking act~vities over the coming 5-10 years. 

The first objective is an interesting one, since it has been 
the focus of SFPP since 1981. Whether the third objective was 
outlined as a token recognition of AID's known posit~on on the 
subject or actually corresponds to the' bank's and the GOE's long
term strategy w~ll be known for certain once a true policy 
dialogue gets underway between AID and the Government. 

2. Summary of Lending Activity 

Loans extended by the PBDAC and governorate banks in 1984/85 
totalled LE 1.1 b~llion, of which 71 percent were short-term and 
29 percent medium- and long-term. This represented a hefty 33 
percent increase over 1983/84. 62 percent of total loans were 
extended by the governorate banks in 1983/84 (the last year for 
which detailed loan information is ava~lable), the rema~nder by 
PBDAC (note: a review of the PBDAC portfolio as dist~nct from 
lend~ng act~vities in the governorates should be undertaken by 
AID in order in particular to determ~ne the resources that the 
bank may be allocating to non-agricultural or non-pr~or~ty 
projects). 

Among the governorate banks, the largest lender was the 
Behera bank with LE 125 million, and the smallest the El Arish 
bank with only LE 412,000. There were altogether 2,961,000 
borrowers in 1983/84. Total land cultivated by these farmers was 
5,361,000 feddans, or an average of 1.8 feddans per farmer. 
Moreover, 48 percent of the farmers (or 1,416,000 farmers in 
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total) cultivated less than one feddan, which clearly 
demonstrates that these banks do indeed serve the small farmer. 

TABLE 1 
BREAKDOWN OF LOANS EXTENDED BY PBDAC BANKS IN 1984/85 

(amounts in millions of Egyptian pounds) 

Short-term: Medium-term: 

Crops 362.4 (45%) Farm mechanization 85.8 (26%) 
Livestock/Poul. 407.8 (51%) Livestock/Poultry 196.4 (60%) 
Digging/Drain. .5 (0%) New Orchards 8.0 (2%) 
Fruits/Vegetab. 5.6 (1%) Apiaries 1.8 (1% ) 
Other 21. 0 (3%) Other 37.4 ( 1196) 

----- ----- ----- -----
Total 797.3 (100%) Total 329.4 (100%) 

Lon .. -term ~land reclamation) : 1.9 

It is also important to note that investment (including 
term) lending is growing at a much faster pace than short-term 
agricultural lending. Over the 1981-85 period, outstanding 
seasonal loans only increased by a compounded rate of 12 percent 
per year (which means they actually fell in real terms), while 
investment loans lncreased by an impressive compounded rate of 57 
percent per year. As a consequence, lnvestment loans represented 
as much as 78 percent of all outstandings as of June 1985. 

3. Lending Policies' 

a. Seasonal Loans 

The maJority of the governorate bank loans still finance 
farmers' worklng capital-type needs for seasonal agricultural 
inputs. All farmers are eligible for short-term loans, whether 
landowners or tenants (the latter quallfy for such loans Slnce 
1957). However, farmers are mostly ellglble to receive 
subsidized loans of a pre-determined, as well as modest, amount 
for farm lnputs, based on pre-set formulae. The latter are 
established by the MOA, allowing the local credlt agent to 
calculate loan amount dlrectly based on ty>,e of crop and acreage. 
Unfortunately, these crlteria are established at the national 
level, and represent in general an inadequate approximation of 
the inputs and other expenses the farmer wlll actually incur. 
Indeed, they usually leave the typical farmer with an unmet need 
for cash after having used up his entire loan allocation. 

These seasonal loans are highly subsidized by the GOE, since 
they normally carry interest rates of 3.5-4 percent (the GOE then 
subsidizes the bank up to the 13 percent level currently applied 
to agricultural credit). Terms depend on the type of crop, and 
may vary from 3 to 12 months. Since Egyptian farmers can rely on 
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up to three separate agricultural seasons, they may receive 
several loans in a given year depending on the particular 
cropping pattern. Most of the seasonal loans are provided in
kind, except loans covering land preparation which are in cash. -

b. Investment Loans 

The banks also provide medium- to long-term loans for the 
financing of on-farm investments or for agri-business ventures. 
However, the bank still applies strict collateral requirements to 
such loans, either in the form of land or buildings (imported 
equipment may now also be used as collateral by the borrower). 
As a result, small farmers do not normally qualify for such 
loans, wh~ch go mostly to larger farmers and rural businessmen 
(here again, tenant farmers can in principle qualify). Borrowers 
should provide at least 30-35 percent of the cost of the project, 
although flexibility may be shown in this respect according to 
borrower status. Loans are generally l~mited to 80 percent of 
the value of land, and to two-thirds of the value of buildings 
and mach~nery. 

Loan terms 
from a maximum 
devices to 10 for 
mostly 13 percent 

vary according to type of ~nvestment, ranging 
of 5 years for mechanizat~on or water-lifting 
certa~n types of machinery. Interest rates are 
(8 percent for farm machinery, including fee). 

In addition, governorate banks have been extending 
specially-regulated med~um-term loans under the GOE's Food 
Secur~ty program. This program started in October 1980 and 
offered subsidized rates of 6 percent (ra~sed to 7 percent in 
1982) on loans to finance meat and other protein-related 
projects. This program was understandably very popular and led 
in particular to the financing of many egg and poultry proJects 
which were attractive to farmers in the early 1980's. The dem~se 
of the chicken ~ndustry in the past several years eventually led 
to a slowdown ~n the program. Although bank off~c~als claimed 
all meat-production loans would now carry the customary 13 
percent interest rate, a new LE 50 million was nevertheless 
announced early February at the subsidized 8 percent rate. 

4. Input Distribution and Market~ng 

Distribution of agricultural inputs and crop marketing are 
an important part of PBDAC and governorate bank activit~es. They 
are also closely tied to their credit activ~ties, particularly 
since most of the seasonal loans are provided ~n kind out of 
stored inputs. The banks are pa~d a commission by the GOE for 
carrying out this input distr~bution and crop market~ng task on 
its behalf. Table 2 lists the various inputs distributed in 
1982/83, their value at the time, as well as the commissions paid 
to the banks as per the latest June 1981 Decree. 
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TABLE 2 

DISTRIBUTION OF INPUTS BY PBDAC GROUP IN 1982/83 
(values in millions of Egyptian pounds) 

Fertilizers (tons) 
Pesticides (tons) 
Jute bags (number) 
Feed (tons) 
Seeds (ardebs) 
Crop Marketing (ardebs) 

Quantitles 

2,622,619 
13,241 

52,554,130 
1,468,317 
1,292,384 

11,461,994 

Value 

190.8 
68.7 
42.4 
44.1 
16.6 

120.3 

(1) LE 1.45 per ton for non-traditional feed 

Commisslon 

16.5% of sale price 
15% of sale price 
16% of sale price 
LE 1.9 per ton (1) 
LE .5 per ardeb 

Note: an ardeb weighs between 120 and 160 kg. accordlng to crop. 

Source: IBRD Report 

Commissions are also paid by the GOE on other commodlties 
carried by the bank and not mentioned in Table 2 such as local 
and imported spare parts (45 percent of sale price), imported 
hoses (35 percent), and 600 liter spray tanks (25 percent). In 
addition to the above commissions, the PBDAC banks are also paid 
a financial fee for carrYlng the inventory on the following 
commodities: pesticides (13.5 percent of value of stock stored at 
least one year), and seeds (14 percent of stock stored at least 4 
months). 

C. Operational Systems 

1. Budgeting and Planning 

A yearly budget is prepared by the PBDAC and the BDACs. 
However, estimates of lendlng actlvlty are based on automatic 
increments over the preVlOUS year and not on a review of 
antlcipated needs. Also, budget preparatlon appears to be mostly 
a top-to-bottom exerClse, whereby the head offlce informs the 
district and village banks of amounts to be made available to 
them In the comlng year, both for lending and to cover 
admlnistrative expenses. It would be highly desirable that, 
glven adequate training to fleld managers, they undertake the 
initlal review of their upcoming needs and anticlPated lending 
programs in their areas. 

Strategic planning is a major weakness of the PBDAC group, 
since no forward planning is undertaken beyond preparation of the 
yearly budget. This entails two drawbacks: , 
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sense of direction, 
and policy reforms 

o the banks' role in multi-year natlonal planning reviews 
is necessarily limited. 

2. Management Information Systems 

Management information systems (MIS) are definitely an area 
of major weakness for the PBDAC banks. Deficiencies are apparent 
in the performance of the following functions: 

o financial 
banks is 
analysls 
center; 

data originating from the district and village 
merely consolidated at central level, wlth no 
made of each unit as a separate cost/profit 

o all accounting and flnancial data circulates from the 
bottom to the top, but no informatlon is fed back to the 
district or vlllage banks on their actual performance; 
and 

o financial data is not available as needed, as reflected 
by the fact that balance sheets and lncome statements are 
produced only once a year -- and over six months after 
fiscal year-end at that. 

The fact that all accountlng is still manually kept is of 
course a major hlndrance in this regard. Micro-computers now 
offer easily-accessible technology that will allow for the 
computerization of accounting functions In relatively short order 
and with no major recruitlng required. Thls should be a major 
priority area durlng the upcomlng proJect, together with the 
improvement of the accounting system (a reVlew of the new 
accounting system deslgned by an outslde consultant hired by the 
bank is also warranted). 

3. Cash Management 

A centralized cash management system lS applied both at the 
level of the PBDAC and of individual governorate banks. Village 
banks in the field only keep a token amount of cash of up to LE 
5-10,000 to cover their daily needs. All amounts in excess of 
the preset amount are transferred to the dlstrict bank, or 
deposited in the bank's account at the closest CBE branch. If 
and when cash is required, village banks recelve a check drawn on 
the closest bank branch. 

This system appears to be adequate, and based on the limited 
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sample of village banks seen, the latter did not report any 
difficulty in getting access to fresh funds when needed (their 
needs are in any case reduced by the fact that a large portion of 
their loans are made in kind and not in cash). However, should 
each village bank be considered as a separate profit center in 
the future, cash transfers will need to be at the very least 
properly recorded as an advance to or from the village bank, each 
village bank being at least nom~nally cap~talized. 

As for transactions between governorate banks and the PBDAC, 
they are treated as current account transactions instead of 
loans. Such advances should also be treated more rigorously in 
the future. 

4. Loan Analysis and Approval 

Under the banks' formula lending scheme, subsidized seasonal 
loans do not require any analysis on the part of the bank. Each 
farmer is assigned a specific credit limit based on acreage and 
types of crop, and the farmer simply goes to the local agency for 
delivery of his prescribed inputs. Upon receipt of the 
appropriate documentation from the agency, the village bank then 
debits the farmer's account accordingly. The farmer's crop is 
deemed to serve as collateral for the loan(s). Although s~mple, 
the method is far from fulfilling the farmers' total needs for 
the agricultural season, a gap which SFPP has attempted to fill 
by prov~ding farmers in proJect areas w~th add~t~onal, non
subsid~zed cred~t based on the~r actual requirements. 

Non-subs~dized loans including term loans are made ava~lable 
on the bas~s of appropriate collateral. S~nce traditionql 
village banks do not have project analysis capacity, they w~ll 
only approve the smaller loans (limits vary from governorate to 
governorate, w1th a typ~cal maximum of LE 5-10,000 for the 
manager alone and 8-15,000 for the local loan committee), the 
larger loans being approved at the district level (up to LE 20-
30,000) or at the governorate level (up to LE 300-500,000 
according to the governorate bank, beyond which the loan ~s 
submitted to PBDAC in Cairo). The SFPP program has been 
instrumental in increasing loan approval limits for the v~llage 
banks, a step made possible by the placement of appropriately 
trained analysts ~n those banks. This effort should def~n~tely 
be pursued and intensified under the new project. 

5. Audit and Control 

Accounting data is sent daily from the village to 
district bank, listing all cash transactions, cash balances 
in-kind loans. The district bank then consol~dates 
transactions at its level, and sends a weekly report to 

the 
and 
all 

head 
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office. In addition to this reportlng function, the PBDAC banks 
appear to have a fairly comprehensive internal audit and control 
system. Audit of accounting transactions are carried out on a 
rotating basis withln each village bank. Two auditors are also 
placed in each district bank, and are expected to spend 20 days a 
month in the field auditing vlllage banks. Governorate banks 
have their own audit staff performlng thelr own audits of the 
dlstrict as well as vlllage banks. 

The PBDAC in turn undertakes regular audits of 
governorate banks. PBDAC accounts were previously reviewed 
external audit firm, a practice which has unfortunately 
discontinued. 

6. Monitoring and Evaluation 

the 
by an 

been 

This particular area has not ben reviewed 
consultancy and should be analyzed by the mission's 
credit consultant before the end of her contract. 

during this 
agricultural 

D. Financial Condition and Profitability 

1. Introduction 

The PBDAC group of banks has two important characteristics 
that have to be taken lnto account in the analysis of its 
consolidated flnanclal statements: 

o It lS a conglomerate of a central holding bank also 
lnvolved in banking actlvltles and of 17 separate 
governorate banks each financlally autonomous and 
producing its own statements; 

o lncome from banking actlvltles only represents Just over 
half of its total income, the remalnder comlng from 
tradlng actlvlties input dlstributlon and crop 
marketlng carr led out on behalf of the Government. 

Slnce a summary reVlew of individual governorate bank 
statements does not show eVldence of maJor discrepancles from one 
governorate to the next, statements will be analyzed on a 
consolidated basls only at the level of the PBDAC. Thls does not 
mean that no separate analysis of these banks should be 
undertaken during the life of the up-comlng proJect. To the 
contrary, as an efflclent MIS is introduced and as accounting 
becomes computerlzed, new opportunities will arise to analyze 
separately the efficiency and viabllity of each one of these 
banks. 
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2. Financial Condition 

a. Financial Structure 

As per the June 30, 1984 financial statements summarized in 
Table 3 (1984/85 statements are still preliminary and will not be 
analyzed), PBDAC and the governorate banks (hereinafter referred 
to as "the bank") presented total assets of LE 1.36 billion (over 
U.S.$l billion at the official 1.34 exchange rate). The bank's 
debt-to-net worth ratio stood at 12.74 (see Table 5 for all 
ratios reflecting financial condition and profitab~lity), 
evidencing a somewhat high level of indebtedness for a 
development bank (a reasonable leverage for development banks is 
around 8; their leverage is substantially lower than the 20-and
over ratios of commercial banks because of the traditionally 
riskier nature of their loans and longer average maturities of 
the latter). Indeed, net worth was relatively low for a bank the 
size of PBDAC at LE 98.8 million, the bank's main resources 
com~ng from deposits on one hand (LE 474 million) and borrowings 
from commercial banks on the other (LE 234 million). 

b. Liquidity 

Liquid~ty characterizes a bank's capacity to honor its 
short-term obligations. A liquidity ratio of 1 or above is 
considered essential to prevent insolvency, including in the case 
of a run on a bank's deposits. PBDAC's financial statements do 
not allow for an easy determ~nation of its l~quidity position. 
Consol~dated balance sheets have been reconst~tuted in an attempt 
to show current assets and current l~abilities separately from 
other accounts. On that basis, the resulting l~quidity ratio of 
0.78 at June 30, 1984 would seem to reflect an unsatisfactory 
liquidity situation. 

However, the lssue of liquidity needs to be looked at more 
closely, since it appears that as much as half of the food 
security loans categorized as term loans in Table 3 are in fact 
short-term (food secur~ty loans have all been classified as term 
loans since no breakdown was available). This would add over LE 
200 m~lllon to current assets, pushing the l~qu~dity ratio closer 
to 1.00. On the other hand, LE 234 m~ll~on of borrow~ngs from 
commercial banks have been classified as non-current liabil~tles, 
altho·.lgh they are in fact overdraft facil~ties rolled over year 
to year. They are thus technically current liabil~ties as being 
due within a year, even if it is unl~kely that they w~ll be 
called in on short notice (the largest such facilities are 
provided by publ~c sector banks such as Bank Misr and the 
National Bank of Egypt). 

All in all, the bank's liquidity can be qual~fied as 
as ~t in effect appears to finance over half of its term 
through overdraft facilities prov~ded by commercial banks. 

tight, 
loans 



Table 3 

CONSOLIDATED BALANCE SHEETS 
For PBDAC & GOVERNORATE BANKS 1981 - 85 

(Amounts in Thousands of Egyptian Pounds) 

6/30/81 6/30/82 6/30/83 6/30/84 6/30/85 
(Preliminary) 

ASSETS 

Current Assets 

Cash and Banks 18,867 1,720 1,283 1,107 9,463 
Investments 11,118 9,667 13,979 16,697 19,547 
Due from Government 105,148 90,886 86,655 93,275 141,798 
Other Receivables 158,917 237,886 226,626 173,917 201,683 
Agricultural Inputs 201,305 240,600 210,967 144,201 143,274 
Inputs on Order 63,367 77 ,548 74,020 52,970 63,891, 
Seasonal Loans 142,944 183,825 189,957 232,198 229,995 

Total Current Assets 701,606 842,132 803,487 714,365 809,651 

Term Loans 141,938 336,155 415,702 608,797 863,569 
(of which: Food security Loans) (N/A) (N/A) (N/A) (323,771) (440,216) 
Fixed Assets & other 19,367 26,527 30,557 34,196 43,338 

Total Assets 862,972 1,204,812 1,249,746 1,357,359 1,716,560 



LIABILITIES & CAPITAL 

Current Liabilities 

Current Accounts & Savings 
Term Deposits 
Retirement/SOnus Accounts 
Accounts Payable 
Letters of Credit 

TOtal Current Liabilities 

Advances from Commercial Banks 
Other Local IDans 
Foreign Loans 
Payable to Ministry of Finance 
Other Liabilities 
(of which: Provisions for 
Bad Debts) 
Total Liabilities 

capital & Reserves 

Capital 
Reserves 

Total Capltal & Reserves 

Total Liabilities & Capital 

(Continuation of Table 3) 

6/30/81 

164,338 
32,763 
118,77 

210,682 
167,552 

587,212 

136,839 
3,098 
5,238 

28,783 
35,306 

(N/A) 

6/30/82 

236,303 
67,398 
12,586 

314,003 
151,821 

782,111 

287,566 
5,235 
9,160 

26,135 
32,965 

(N/A) 

796,476 1,143,172 

24,866 
41,630 

66,496 

18,641 
42,999 

61,640 

862,972 1,204,812 

6/30/83 

234,473 
141,805 
14,257 

317,663 
110,204 

818,403 

260,257 
5,855 

13,781 
37,778 
34,786 

(20,562) 

1, l70, 860 

18,641 
60,245 

78,886 

1,249,746 

.Note: Discrepancies due to rounding 

6/30/84 

294,478 
179,258 

16,360 
337,422 

88,958 

916,476 

234,020 
6,195 

24,265 
28,424 
49,158 

6/30/85 
(Preliminary) 

348,534 
225,954 
21,539 

393,209 
127,337 

1,116,573 

360,670 
8,288 

29,634 
30,140 
54,083 

(27,713) (N/A) 

1,258,538 

50,650 
48,171 

98,821 

1,599,388 

50,650 
66,522 

117,172 

1,357,359 1,716,560 



Table 4 

CONSOLIDATED INCOME STATEMENTS 
FOR PBDAC AND GOVERNORATE BANKS 1981-85 

(Amounts in Thousands of Egyptian Pounds) 

1980/81 1981/82 1982/83 1983/84 1984//85 
(Preliminary) 

INCOME 

Income from Banking Activities 

Interest on seasonal Loans 11,456 11,756 14,292 15,319 15,643 
Interest on Term Loans 11,606 20,728 38,027 60,701 89,831 
Income from Banking Operations 10,105 13,938 22,272 35,501 23,403 

TOtal Income from Banking Activities 33,167 46,422 74,591 111,521 128,877 

Income from Trading Activities 

Fertilizers 26,610 39,621 42,447 50,592 44,921 
Seeds 2,108 2,546 2,613 2,711 2,329 
Insecticides 14,648 15,576 14,374 13,503 13,853 
Spare Parts 1,112 1,426 1,483 1,485 2,043 
Supply Operations 11,501 13,468 17,399 16,464 20,460 
Anirral Feed 5,356 513 4,712 5,733 7,109 
Bags 5,603 7,063- 6,103 6,772 5,882 
Cooperative Marketing 1,319 1,657 1,472 770 168 
Marketing 7,783 
Crop storage 607 1,011 _ 859 l i 085 1,154 

Total Income from Trading 68,864 87,499 91,462 99,116 105,701 

Other Income 

Interest Rate Subsidies 40,014 53,611 59,888 63,928 61,689 
Other Revenues 6,116 3,253 4,440 4,556 6,352 
Previous Year Adjustment 15,719 10,887 12,536 16,962 10,338 

Total Income 163,880 201,671 242,917 296,083 312,956 

\~ 



(Continuation of Table 4) 

1980/81 1981/82 1982/83 1983/84 1984//85 
(preliminary) 

EXPENSES 

Personnel Expenses 40,948 59,968 66,489 85,894 107,248 
Other Administrative Expenses 6,221 8,360 9,092 9,174 8,695 
Interest Expenses 27,102 46,961 60,669 71,282 68,472 
(of which:Interest on Deposits/Savings) (N/A) (N/A) (N/A) (55,539) (N/A) 
Depreciation 1,147 1,528 1,831 2,113 2,408 
Other Reserves 7,560 3,094 2 2 
Taxes 297 217 135 173 116 
Other Expenses 28 74 15 67 89 
Other charges 1,042 1,532 7,227 19,052 12,839 
(of which:Reserves for Bad Debts) (N/A) (N/A) (N/A) (16,939) (9,435 ) 

Total Expenses 84,344 121,734 145,460 187,756 199,867 

Pre-tax Income 79,536 79,937 97,458 108,326 113,089 
Income Tax 21,224 26,944 32,846 54,085 N/A 

NET INCOME 58,312 52,993 64,613 54,241 N/A 

Applications of Net Income 

- Income Distributed to GOE 17,987 26,135 37,778 28,424 N/A 
- Other applications (1 ) 29,900 10,135 10,603 10,558 N/A 
- Transferred to reserves 10,425 16,723 16,232 15,259 N/A 

Note: Discrepancies due to rounding 

(1) Includes 10,688 to cover loss adJustment for previous year. 



Table 5 

FINANCIAL RATIOS 
FOR PBDAC AND GOVERNORATE BANKS 1981 -85 

1980/81 1981/82 1982/83 1983/84 1984/85 
(Preliminary) 

. RATIOS REFLECTING FINANCIAL CONDITION 
(Times) 

- Debt to net worth (leverage) 11.98 18.55 14.84 12.74 13.65 
Liquidity 1.19 1.08 0.98 0.78 0.73 
Loans to deposits 1.45 1.71 1.61 1.17 1.90 
Loans to total assets 0.33 0.43 0.48 0.62 0.64 

PROFITABILITY RATIOS ON LENDING 
(Percentages) 

Interest Income (1 ) 

- On Agricultural Loans 8.62% 7.19% 7.65% 7.26% 6.77% 
- On Term Loans 11.81% 8.67% 10.12% 11. 85% 12.20% 
- On Total Portfolio 9.98% 8.07% 9.30% 10.51% 10.90% 

Interest Expense (1) 

- On Deposits 12.61% 
- On Borrowings 5.71:% 
- On Total Resources 9.69% 9.66% 9.42% 10.00% 7.83% 

Spread 

- On Agrlcultural Loans (] .09%) (2.47%) (].77%) (2.74%) (] .06%) 
- On Terms Loans 2.]n (0.99%) 0.70% ] .85 % 4.37% 
- On Total Portfolio 0.29% (].59%) (0.12%) o .5] % 3.07% 

Subsidy on Total Portfolio 17.31% l3.32% 10.64% 8.84% 6.38% 

Spread on Total Portfolio 
(Subsidy included) ]7.50% ]] .73% ]0.52% 9.35% 9.45% 

Other Banking Income (2) (] ) 6.04% 3.46% 3.96% 4.91% 2.42% 

Other Lending Costs (1) 

- Admlnistrative Expenses ( 3) 6.91% (3 ) 4.76% (3 ) 4.85% 4.98% (3 ) 5.32% 
- Bad Debts (4 ) 0.22% (4 ) 0.25% (4 ) 1. 02% 2.34% 0.98% 

- Gross Margin on Lending(5) 

-Subsidy excluded (0.80%) (3.]4%) (2.03%) ( ].90%) (0.81%) 
-Subsidy included ]6.5]% ] 0 .]8% 8.6]% 6.94% 5.57% 



(Continuation of Table 5) 

1980/81 1981/82 1982/83 1983/84 1984/85 
(preliminary ) 

PROFITABLITY OF TRADING ACTIVITIES (6) 

Trading Income as % of Inventory 
Administrative Expenses as % of Inventory 
Gross Return on Inventory (7) 

PROFITABLITY ON ALL ACTIVITIES 

39.98% 
26.40% 
13.58% 

39.60% 
28.37% 
11.23% 

40.51% 
26.32% 
14.19% 

55.81% 
35.21% 
20.60% 

73.54% 
43.94% 
29.60% 

Return on Assets (Pre-tax) 
Return on Equity (Pre-tax) 

ll.on 
148.31% 

7.73% 
124.77% 

7.94% 
138.70% 

8.31% 7.36% 

(1) on average portfolio (average of beginning and year-end figures). 
(2) listed under Income from Banking Operations in Income Statement. 

121.92% 104.72% 

(3) linear regression from actual breakdown of expenses provided by bank for 
1983/84. 

(4) estimated 
(5) equals Interest Income minus Interest Expense plus Other Banking Income 

minus Other Lending Costs. 
(6) based on average inventory (average of beginnining and year-end values) 
(7) difference between previous -two lines. 
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c. Use of Resources 

The bank appears to make efficlent use of its resources, 
investing a high portion of the latter in interest-yielding 
loans. Despite the fact that the bank has to carry a relatively 
hlgh inventory of agrlcultural commodlties to cover its tradlng 
activities, as much as 62 percent of ltS assets were still in the 
form of loans outstanding as of June 1984 (see Table 5), and the 
loan-to-deposit ratio was a high 1.17 (the bank is not liable to 
the maximum '.65 ratio of loans to deposits applicable to 
commercial banks). It should be emphasized that the rapid 
increase in loan activity over the past years has been financed 
with borrowed funds and not new capital, and that it now appears 
time to recapitalize the bank accordingly. 

d. Loan Portfolio Quality 

The quality of the bank's short-term loan portfolio appears 
to be generally very good, as evidenced by the high repayment 
rates registered in past years. As shown in Table 6, repayment 
rates of 98.83 percent were achieved on short-term loans in 
calendar 1984, up from 98.27 percent in 1983 (collection 
performance improved each year Slnce 1980). Collections made 
after the end of the year pushed repayment rates to stlll hlgher 
levels of 99.33 and 99.53 percent for 1983 and 1984 respectively. 
Hlgh collection rates were achieved across the country with 
little exception: in 1984, 8 governorate banks had rates above 99 
percent, 7 others between 98-99 percent and one other one between 
97-98 percent, whlle only one was under 97 percent. 

Calendar 

TABLE 6 
REPAYMENT RATES ON SHORT-TERM LOANS, 1980-84 

(amounts in thousands of Egyptian pounds) 

years Amount Amount Repayment 
Maturlng Repald Rate 

-------------- -------- ------ ---------
1980 181,311.0 169,433.4 93.45% 
1981 219,976.1 211,856.0 96. 31~6 
1982 265,203.2 259,012.6 97.67% 
1983 286,016.7 281,057.8 98.27% 
1984 325,.971.1 322,158.7 98.83% 

There appear to be a number of reasons underlYing these 
remarkably high repayment rates. As far as the wrlter could tell 
from lntervlews wlth bank offlcials and others, the major factor 
would appear to be soclal/relig~ous: the Egyptlan farmer takes 
pride in abiding by his commitments, and being known in his 
village as being delinquent on his loan lS perceived by him as 
shameful. Aside from this, it is a fact that the farmer 
receivlng a seasonal loan from the bank is partlcularly tied to 
the latter, since the bank gives him access to subsldized inputs 
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1n kind at one end, and usually markets an important part of 
his output on behalf of the GOE and the Ministry of Supply at the 
other. 

It is not quite clear whether a farmer w1th overdue loans to 
the bank could still have access to subsidized inputs. Bank 
officials in the field have claimed that an overdue farmer could 
indeed still get such inputs at the local bank agency 1f he were 
able to pay in cash. However, the fact that a farmer overdue by 
over 30 days at the end of the year can no longer receive credit 
(also subsidized) for the next agricultural season(s) constitutes 
a powerful incentive to repay. Moreover, the bank's role as 
marketing agent for a number of crops allows it 1n most cases to 
repay itself directly out of the proceeds from the farmer's crop. 

The quality of the bank's medium-term portfolio could not be 
as easily determined, since repayment rates were only available 
for the single July-September 1985 quarter. Since repayment 
rates for that quarter were found to be a low 75 percent, and 
since investment loans represented as of June 1985 a full 79 
percent of the bank's total outstanding portfolio, the issue 
definitely needs further investigation (here aga1n, the credit 
consultant could look at repayment rates on term loans over 
several years, both for on-time repayment and for eventual 
repayment) . 

Moreover, there is reason to question the qUal1ty of the so
called food security loans extended by the bank. These loans 
constituted the fastest growing portion of the bank's overall 
portfolio in the early 1980's, and desP1te the clalmed slow-down 
in the program, the bank still carried as of June 1985 LE 440.2 
million under that category. Most of these loans should not pose 
any problem, except those that financed poultry operations, which 
represented possibly 35 percent of the total. In response to the 
problems now encountered by broiler-house operators, the bank has 
indeed had to reschedule such loans from 5 to 7 years. Despite 
the actual demise of a number of borrowers throughout the 
country, the bank cla1ms that it 1S st1ll collect1ng normally on 
these loans, but collection should be mon1tored closely over the 
coming 2 years. 

3. Profitab1l1ty 

a. Introduction 

81nce the bank breaks down expenses between credit and 
trading activities respectively, 1t is poss1ble to analyze 
separately the profitability of each one. However, such 
analysis, whc1h w1ll be found in Table 5, should be taken as 
mostly 111ustrative, since there is necessarily some degree of 
arbitrariness in allocat1ng expenses by activity (many employees 
may spend part of their day working on credit and the rest on 
inputs for instance). 
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b. Income from Credit Activity 

Table 5 shows profitability ratios as related to lending, 
calculated from income statement and other figures provided by 
the bank. Based on average portfolio for the year, interest 
income (average yield) on the loan portfolio lS shown to be 10.51 
percent in 1983/84. Yield on short-term agrlcultural loans was 
7.26 percent, a surprisingly high figure in view of the fact that 

tj most of these loans still carry a 3.5-4 percent interest rate. 
Yield on term loans was a satisfactory 11.85 percent, as most of 
these loans are made at 13 percent (interest reported includes 
any service charge applied to the loan). These figures compare 
to an average cost of funds (see interest expense in Table 5) of 
10.00 percent. 

This results In an average spread (interest 
differential between Yleld and cost of funds) of only 
percent overall, distributed as follows: 

rate 
0.51 

a negative spread of minus 2.74 percent on short term 
loans; and 

a positive spread of 1.85 percent on term loans. 

Not taken into account in the above analysls are the 
interest rate subs idles received from the GOE which apply to all 
short-term subsidized loans, and are lntended to close the gap 
between the 3.5-4 percent rate at which they are granted and the 
13 percent rate which normally applies to agricultural loans. 
Subsidy included, the average spread on the total portfollo is 
pushed up to 9.35 percent for 1983/84, a very hlgh spread lndeed. 

In order to determine the gross margin on the bank's credlt 
actlvities, one can only use the breakdown of expenses between 
banking a.nd tradlng as provlded by the bank. On that basls, the 
"cost of lending" (personnel and other operatlng expenses, 
excluding interest and bad debts) is only 4.98 percent. After 
taking into account bad debts, the gross margln on credlt is a 
negative 1.90 percent in 1983/84 If lnterest rate subsldles are 
not included In lncorne, and a positive 6.94 percent If subsidles 
are lncluded. 

Th3 reader should be cautioned not to draw detalled 
concluslons from thls analysis, since apportionment of expenses 
remains arbitrary. One can however conclude that the reduced 
spread over cost of funds lS clearly lnsufficient to cover the 
actual cost of lendlng, and that the profitability of the bank's 
credit/banklng operations lS highly dependent on the interest 
subsidles from the GOE. 
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c. Income from Trading Activities 

The same limitations noted above apply to the analysis of 
the profitability of the bank's trading activities. Income from 
non-banking activities (commissions plus financial charges 
covering the cost of carrying unsold inventory) represented as 
per Table 5 55.8 percent of average inventory in 1983/84. Since 
that inventory represents the major financial cost resulting from 
this type of activity, one can conclude that distr~bution of 
inputs and marketing are substantially profitable activities for 
the bank. After apportionment of administrative expenses, gross 
return on inventory is still a high 20.6 percent. 

d. Overall Profitability 

The bank's overall profitability is more clear-cut, since 
expenses are all-inclusive. On a pretax basis, return on average 
assets was 8.31 percent in 1983/84, and return on equity a hefty 
122 percent. As a whole, the PBDAC and affiliate banks are thus 
quite profitable operations, a conclusion which should however be 
mitigated by the fact that their profitability is based entirely 
on two types of transfers from the GOE: (1) interest rate 
subsidies; and (2) high comm~ssions paid on distributed inputs, 
made possible only because of the monopoly position of the 
Government in this area. 
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CHAPTER THREE 

RATIONALE FOR A FOLLOW-ON AGRICULTURAL CREDIT PROJECT 

This chapter attempts to deal with the question as to why a 
new credit project may be des~rable from AID's standpoint. 
Discussions have been going on at AID - and are still going on at 
the time of writing of this report - as to why the follow-on 
project to the Small Farmer Production Project should not be 
limited to technology transfer at the small farmer level, and 
possibly to the gradual privatization of the input supply 
function presently carried out by the PBDAC and its affiliate 
banks. 

Leaving aside the latter issues wh~ch will be treated 
separately by the two other consultants on the design team, the 
question as to why the new project should include a credit 
component raises the following four sub-questions: 

o Is it desirable to expand the Small Farmer Production 
Project? 

o If so, is an infusion of fresh loan capital into the 
implement~ng banks required? 

o Is credit at all needed to achieve the desired benefits 
on smallholder production? 

o What other objectives can be achieved by making cred~t 
available through the project? 

Each one of these questions is treated separately below. 

Why Expand the Small Farmer Production Project? 

This question involves looking at: (1) the benefits of that 
project from AID's perspective; and (2) whether it is seen as 
desirable, and feas~ble, to replicate these benefits among new 
segments of the small farmer populat~on through expanded 
geographical coverage. 

It appears that there is a clear consensus as to the actual 
benefits of SFPP on smallholder productiv~ty and ~ncome. The 
June 1985 evaluation of the project set a conservative rate of 
return for the project of over 20 percent overall, and of 31 
percent on all on-farm costs (only 65 percent of project funds 
had been used for lending). The evaluation went on to say that 
"th~s ~s a very conservative est~mate, since ava~lable 
evidence indicates that farm level marginal returns to project 
supported marg~nal costs for crops tended to be much higher than 
average returns on all costs - frequently 200 percent or more." 
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Whatever AID's perception of actual returns'on 2nvestment may be, 
there is widespread evidence and recognition of the positive 
results of the project on farm productivity and income. 

If this is the case, there is no reason to believe that 
these benefits cannot be replicated to a larger smallholder 
populat20n in new villages or governorates. Egypt's rural 
economy is quite homogeneous, and if it has been proven through 
SFPP that there was a large unmet need for credit beyond the 
subsidized credit traditionally provided by the bank, then it is 
reasonable to assume that credit requirements of similar 
magnitude also eX2st in ne2ghboring villages or governorates not 
covered by the project (only 38 village banks out of 750 have 
been covered to date). One may add that this 2S also clearly the 
Government's point of view, since it has decided to expand the 
project to 8 new governorates on its o~n initiative. 

Why infuse Fresh Loan Capital into the PBDAC? 

The answer to this question stems from an analysis of the 
banks' consol2dated financial statements. The PBDAC banks 
certainly have no excess liquidity to play with to finance an 
expansion of SFPP. To the contrary, their l2quidity is tight, 
and indeed insufficient to meet short-term obligations. Also, 
they are highly leveraged and substantially 2ndebted towards 
local commercial banks, and can hardly afford to further rely on 
such short-term borrowings. What is needed is an 2nfusion of new 
equity capital, or an expansion of SFPP-type lending would have 
to be to the detriment of the banks' other lending programs. 

Expansion without Credit? 

Questions have been raised as to whether cred2t 2S 2ndeed a 
necessary ingredient to the del2very -- as well as effect2ve 
application -- of 2mproved technolog2cal packages developed 
through the project. Indeed, there may be farmers, part2cularly 
in the middle income group, that would be 2n a posit20n to 
purchase the recommended 2nputs out of their cash sav2ngs should 
new credit not be available. Although no study of the Egypt2an 
smallholder's ava21abi12ty of cash sav2ngs (and w21l2ngness to 
accept new technology without concurrent access to cred2t) was 
available to the design team, it would however be presumptuous to 
assume that most small farmers would be 2n a pos2t20n to invest 
in these technologies in the absence of new credit. Thus, it 
seems clear that new credit is needed to produce the desired 
results on farm level product20n (AID may in fact consider 
undertaking a special study of th2s issue to determine 
smallholders typical budget and use of cash resources). 
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Leverage through Credit 

Under no circumstances should credit be provided to the 
~mplementing banks for the mere purpose of "buying" policy 
changes seen as desirable by AID. Credit should stand on its own 
two feet and not be ~nc~dental to the achievement of other 
objectives. However, one cannot ignore the fact that credit will 
be a powerful incentive to the GOE to consider policy changes 
within the project context. Thus, after AID has first answered 
to its o~n satisfaction the question of appropriateness of a 
credit component from a purely technical standpoint, it should 
take a look at what leverage may be available to it that may not 
be otherw~se available in the absence of a credit component. 

In this respect, a major project purpose should be to 
strengthen the institutional capacity of the PBDAC and 
governorate banks to provide quality credit and banking services 
to small farmers. As already pointed out, these banks are still 
plagued by inefficiency, lack appropriate management information 
systems, and are profitable only due to the large overt and 
hidden subsidies they receive on both the credit and input 
distribution sides. Improvements in these areas will only be 
achieved through a major refocusing of the technical assistance 
effort from management of proj"ect activities only to overall 
management of the PBDAC and its affiliate banks. However, if the 
follow-on project to SFPP were to be lim~ted to an extension 
and possibly a privat~zation - component, the chances of having 
the banks welcome, or even accept, such a T/A effort are remote 
indeed. 

( 
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CHAPTER FOUR 

ANALYSIS OF KEY IMPLEMENTATION ISSUES 

A. Hagnitude of the Credit Fund 

1. Methodology 

Determining the desirable size of a credit fund is under any 
circumstance an arbitrary process. Many factors have to be taken 
into account such as: 

o actual demand for credit; 

o amount of credit that can be used productively and help 
finance feasible projects; 

o operational capacity of the implementing institution to 
manage the fund effectlvely; and 

o donor's approach to project implementation, particularly 
with respect to the phaslng of disbursements with key 
poliCY reforms and as appllcable with the satisfaction of 
conditions precedent. 

2. Demand for Credit 

J In the case of the up-coming Agricultural Productlon Credit 
Project, there is llttle doubt as to the existence of a large 
unmet demand for loans at the level of the small farmer. 
At this stage, one can only extrapolate from SFPP data, wh~ch 
d~sbursed average seasonal loans of LE 175 per farmer. 
Extrapolat~ng th~s to the bank's three rn~llion small farmer 
cl~ents, one gets a potential demand for credit of LE 525 
million. If one adds 25 percent for Ilvestock (assumlng 
livestock loans will represent say a quarter of all seasonal 
loans), and again 100 percent of that total for other term loans, 
which is a fair assumption based on current data, the potent~al 
demand for all credit would then be over LE 1.3 b~ll~on, or 
approx~mately $1 billion at the 1.34 exchange rate (if the .84 
exchange rate was st~ll to be used in the new proJect, then the 
above extrapolation would produce a potentlal demand of close to 
$1.6 billion). 

There is not however a one-to-one relationship between 
actual demand for credit to be filled by the bank and need for 
new loan capital to be provided by AID. In considering the 
magnitude of the new credit fund, one should take into account 
the leverage potential of those funds for the bank. If an 8:1 
debt to networth ratio is considered as a desirable level for a ~ 
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development bank (the bank borrows $8 for each $1 of capital 
raised), then one could assume that a $100 m~llion fund can help 
the bank extend up to $800 million of add~t~onal loans to project 
beneficiaries. Such an assumption would in fact be too 
optimistic, since the bank has'other priority areas in which to 
invest its scarce resources. In any case, some type of leverage 
-- possibly two to one, whereby the bank would capitalize the 
program one-for-one with AID -- should be taken into account in 
determining the capitalization of the credit fund. 

As already noted, there is 'an ample anticipated demand for 
credit count,ry-wide, but to date no analysis of the actual demand 
for credit has been undertaken by the Mission in connection with 
the proJect. When considering a credit project of that magnitude, 
AID should at least have some idea as to how much credit is 
needed and by whom. There are several reasons why such an 
analysis is desirable from AID's standpoint: 

o it will help better understand the particular needs of 
the small farmer with respect to inputs and other on-farm 
~nvestments; 

o it should provide precious information on rural financial 
markets and on the relationship between demand for credit 
and interest rate charged; and 

o it will give AID -- as well as the bank -- a better idea 
of the types of crops for which credit is most needed, 
wh~ch will ~n turn feed into the project des~gn effort. 

With respect to the latter point, there should be some 
concern as to the h~gh percentage of SFPP loans that went to 
livestock (80 percent according to the 1985 evaluat~on). Whether 
l~vestock loans are riskier than traditional crop loans and 
whether the livestock sector is close to be~ng saturated should 
def~nitely be studied along with the actual demand for cred~t. 

No def~nite recommandation is made here as to the best way 
to proceed, and a full-fledged demand study mayor may not be 
warranted. The M~ssion's Agricultural D~vis~on needs to take 
stock of the lessons learnt through SFPP and determ~ne, ~n 
conjunct~on with the program econom~f:t, what data is actually 
needed dur~ng the des~gn phase on overall demand, breakdown by 
crops, economic and financial returns anticipated, etc. Only 
then w~ll a real~st~c design strategy become clear. 

3. Institutional Capac~ty 

Still more important than the issue of actual demand of 
credit is that of the capacity of the PBDAC and governorate banks 
to disburse credit and manage their loan portfolio both 
effiCiently and in ways that will contribute to the achievement 
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of project objectives. A primary consideration that AID should 
take ~nto account in cons~dering the size of the credit fund 
should therefore be the project's capacity to remove identified 
constraints ~n critical areas such as: 

o overall management performance; 

o management information systems; 

o operational systems (such as are 
introduced under SFPP); and 

being gradually 

o training of financial analysts and other technicians to 
carry out project objectives. 

Considering the system's present capacity to disburse and 
manage SFPP-type loans, the SFP Project can now extend around 
2,500 loans per month (24,408 loans disbursed over the 11-month 
period January-November 1985). This translates into a potential 
to disburse LE 15.7 million per year (respectively $11.7 and 
$18.7 million at the 1.34 and .84 exchange rates). These figures 
hardly reflect potent~al capacity: SFPP was off on a slow start, 
due in part to the fact that the tra~ning of financial analysts 
has only recently got up to speed. With the training program now 
in higher gear, it is believed that village banks could be 
adequately staffed so as to eas~ly handle up to $20 million per 
year of new SFPP-type loans in the corning years. 

Recommendations: 1. that AID consider a $100 mill~on cred~t fund 
based on d~sbursements of $20 m~llion a year 
for five years; 

2. that 
for 
part 

AID analyze further the actual demand 
cred~t and type of cred~t requ~red as 
of the project design exercise; and 

3. that no funds be obligated before AID is 
fully satisfled that key policy and 
implementation lssues l~sted in th~s chapter 
will be addressed. 

B. The-Credit Superv~sion Issue 

Under a so-called superv~sed credit program, the lending 
institutlon's credit agents closely mon~tor the actual 
expenditure of the funds by the farmer. Moreover, the farmer is 
usually regularly checked upon dur~ng the agr~cultural campaign, 
to ensure that he is abiding by the original production plan and 
that production is proceeding normally. Most often, this 
monitoring will be carried out hand in hand with extension agents 
from the Ministry. In an unsupervised credit program, the farmer 
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profitably? 

o is 14 percent a market-level interest rate? 

o is the rate positive in real terms, i.e. lS it higher 
than inflation? 

Profi tabili ty 

To 
cover: 
cost of 
Table 5 

be profltable to the 
(1) ltS cost of funds; 
lending); and (3) bad 
in Chapter II), these 

Interest income: 

Expenses: 
- average cost of funds: 
- administrative costs: 
- bad debts: 

Total expenses: 

Net income (loss): 

lending institution, a loan 
(2) administrative expenses 

debts. Based on 1983/84 data 
costs are the following: 

14.1% 

8.9% 
7.0% 
1.096 

(2.8%) 

Note: a 7 percent. cost of lendlng is assumed In thls 
subsequent projections, as being more realistic than the 
percent cost resulting from bank figures for 1983/84 (see 
5) . 

must 
(the 
(see 

and 
4.98 

Table 

One can therefore assume that the bank lS loslng around 2.8 
percent of loan amount by extending loans at the current SFPP 
rates, which of course means that It would have to raise ltS 
effectlve rate to 17 percent to cover its costs .. One could argue 
that lts marginal cost of lending lS substantially lower than 7 
percent, assuming that it could most probably manage a say 20 
percent hlgher number of loans without lncreaslng its staff or 
opening new offlces. However, flnancial analysls of the project 
should not be based on this type of marglnal analysls, and such 

economies of scale" should be taken into account after they 
occur, not at time of project design. 

Comparison wlth market rates 

It is debatable whether current SFPP lnterest rates actually 
match market rates. On one hand, 13 percent lS the rate applied 
to all agricultural loans, whether extended by commerclal banks 
or PBDAC. It thus represents the market as far as agriculture lS 
concerned. On the other hand, commercial banks extend loans at 
16-20 percent to sectors that are unencumbered by interest rate 
ceilings. The 14 percent effective rate on SFPP loans can in 
fact be deemed to be somewhat below current free market rates, 
since commercial banks are certainly more active today extending 
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loans at 16-20 percent to some of their most credit-worthy 
customers than they are lending at 14 percent to agriculture. 

Positive Q£ negative rate? 

There is no definitlve data on the current inflation rate in 
Egypt. The official rate is around 15 percent, but estimates by 
economists may range anywhere up to 20 percent or more. If one 

, adopts a 17 percent rate as a reasonable figure, then the 14 
percent rate presently applied to SFPP loans is a ne~ative 1 
percent in real terms. The consequences of this negative rate on 
actual decapitalization of the fund over the years will be 
reviewed further in paragraph 2. below. 

Conclusion 

Summarizing the above, one can make three comments with 
respect to the 14 percent effective rate applied under SFPP: (1) 
it entails a net loss of about 3 percent to the bank; (2) it is 
around 2-6 points below market; and (3) It is around 3 percent 
below inflation. The logical conclusion would be that the 
interest rate should therefore be raised by 3 pOlnts to 17 
percent in the new project to ensure the overall flnanclal 
vlability of the program. 

However, one should bear in mind that interest rates are a 
very sensitive issue in Egypt. Any increase In interest rate 
cellings has to be approved by the People's Assembly, and the 
consensus, at least among Egy~tian offlclals, is that there is 
little chance that an lncrease of the somewhat preferential 13 
percent rate to agriculture would be approved. 

Whether AID wishes to further press the lnterest lssue is a 
pollcy question to be answered by the Mission. However, It is 
the wrlter's opinion that this is not a crltlcal lssue worth 
expendlng all the leverage available to AID through the proJect. 
The current SFPP rate is reasonably high and close enough to 
market so as to make the gap relatlvely inslgniflcant. It is 
also much closer to market rate than it is to the 3.5 percent 
subsidlzed rate the bank had been applying before SFPP to all 
seasonal loans to small farmers. 

In that sense, the interest lssue should be considered a 
less crltical lssue than the collectlon issue. All too often, 
donor agencies have been focusing exclusively on lnterest rates, 
failing to recognize that the viabillty of a credit program is 
much more sensitlve to the loan collection performance than to 
the interest rate level. One must bear in mind in this respect 
that when the interest rate is 3 points below total cost, the 
bank loses 3 percent of loan amount. However, when a single loan 
is not repaid, the bank loses 100 percent for the principal, plus 
the interest, plus the interest on interest. Potential losses in 
non-collection are thus infinitely higher, and focus should be 
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as much if not more on implementat~on of sound lending and 
collection policies as it should be on interest rates. 

One possible alternative would be to deal with the interest 
rate level ~ssue indirectly by focus~ng on effective y~eld to the 
bank and not on nominal rate. For instance, interest on short
term loans could be discounted (payable in advance), as is the 
case ~n other LDCs. A 13 percent interest rate and 1 percent fee 
both discounted from a one-year loan would result ~n an effective 
rate of 16.3 percent, much closer to both market rates and 
inflation levels. Another poss~b~lity is to increase the loan 
fee charged to the borrower from say 1 to 2 percent. Since the 
fee is anyhow discounted, actual yield to the bank would increase 
to 15.3 percent on a one-year loan. 

It is also possible to discount interest on medium-term 
loans, at least for the first year. However, there are 
inconveniences involved, both at the level of project financing 
(the borrower often needs the full nom~nal amount of the loan up
front to buy a specific item) and at the level of computation of 
effective vs. nominal yield (the amount discounted from loan 
principal applies to the entire period of the loan). Whatever 
method is applied, the effective ~nterest rate on medium-term 
loans should in no way be lower than that on short-term loans 
(risk is higher to the bank, turnover of the portfolio is slower 
wh~ch crowds smaller borrowers of seasonal cred~t, average 
amounts involved are larger). 

Recommendation: explore ways to increase yield on project loans 
by hav~ng interest payments discounted at time 
loan is disbursed or by increas~ng loan fee to 2 
percent. 

b. Interest Rates on Subsidized Loans 

In a sense, this is not an issue that concerns the project 
directly, since project loans would still be made at the 13 
percent rate. On the other hand, subs~dized loans should still 
be an issue of concern to AID, s~nce they have at least an 
~ndirect bearing on the bank's long-term f~nanc~al viab~l~ty. 

One should first be reminded that the 3 percent rate applied 
to a good portion of the bank's current portfol~o does not 
adversely affect the bank's prof~tab~l~ty, since these rates are 
subs~dized by the GOE up to 13 percent in the form of a d~rect 
subs~dy from the Min~stry of Finance. Nevertheless, this is an 
unhealthy situation for any bank to be in. Subsid~es can be 
reduced without notice, or cancelled outr~ght as the writer has 
seen in the case of a rural credit bank ~n Ha~t~. Should this 
happen, the bank would no longer be Viable, and would be facing 
serious long-term uncertainties. 

AID should consenquently consider it as important for the 
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bank to be self-sufficient, i.e. to operate independently from a 
high level of government subsidies. Bearing in mind aga~n that 
the issue of subsidization of interest rates to agriculture is 
very sensitive indeed, it is recommended that AID at a minlmum 
seek to have a cap placed on amounts of money the bank w~ll lend 
at the subsidized rates, in order to bring about a gradual 
increase of average portfolio Yields and a concurrent reduction 
~n subsidies the bank is still much reliant upon. 

Recommendation: AID should seek to obtain from the GOE that a cap 
be placed on total amounts disbursed by the bank 
at subsidized rates of interest. 

2. Maintenance of Value of Credit Fund 

The AID-financed credit fund will decapitalize to the extent 
that interest income does not cover inflation and bad debts (it 
is here assumed that interest collected would be credited to the 
fund, but that administrative expenses would not be charged to 
the same fund). Based on current rates of interest on loans (14 
percent), of bad debts (1 percent) and of inflation (17 percent), 
project~ons show that the fund would lose approximately 38 
percent of its original value in real terms by the end of year 5 
(table will be provided in final report). Only an increase in 
interest rates to at least 18 percent would allow the fund to 
maintain its value. If inflation is estimated to be only 15 
percent, then loss of fund value ~s reduced to 32 percent. 

Th~s loss of value, which one should note is relat~vely 
modest compared to the decapitalization of most rural cred~t 

funds world-wide (principally because of the banks's record 
collect~on performance), brings us back to the interest ~ssue 
discussed above. 

3. Viability of the Credit Fund 

a. Base-case Analys~s 

Contrary to the analysis of the ma~ntenance of value of the 
credit fund, the analysiS of ~ts financ~al viabil~ty for the bank 
should also take ~nto account actual cost of lending. Table 8 
reflects an analysis of the viability of a theoret~cal credit 
fund under prevailing conditions. Th~s base-case scenario 
derives from the follow~ng assumptions: 

o capitalization of the fund with $20 million each year for 
five years; 

o effective interest rate on loans extended of 14 percent; 
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o admlnistrative expenses (cost of lending) of 7 percent; 

o bad debt rate of 1 percent. 

Table 8 shows that under such Clrcumstances the overall 
value of the credit fund to the bank, adjusted for a 17 percent 
inflation rate, falls to $51.1 million in real terms after year 
5, losing close to 49 percent of its original $100 million value. 
The main culprit is of course inflation, which at a level 
consistently higher than the interest rate ends up eating at the 
value of the fund year after year. This again brings us back to 
the interest rate issue, and to ways to at least marginally 
increase the effective rate on loans. One should make note of 
the interesting fact that the inflation-adjusted losses for the 
bank would be lower if the latter was borrowing money at say 12 
percent rather than using its O~TI $100 million credlt fund; this 
is understandable, albeit ironic, since by borrowing funds at 12 
percent when inflation is 17 percent, the bank would actually be 
recelving a hidden subsidy of 5 percent. 

b. Sensitivity Analysis 

A sensitivity analysis was undertaken to analyze the effect 
of the various variables on the viability of the fund from the 
bank's perspective. The results of this analysis wlII be found 
in Table 11. One will see that the viability of the fund, as 
stated earlier, is not that sensitive to interest rate levels 
(adjusted fund value varles from $53 mllllon at 10 percent 
interest rate to $68 mlllion at a 20 percent level). On the 
other hand, viabillty is very sensitive to the level of bad 
debts, with adjusted fund value falling from $60 million to $26 
million for bad debt rates of respectlvely 0.5 and 14 percent. 

Tables 9 and 10 reflect respectively worst-case and best
case scenarios. The worst-case scenario lS based on an 8 percent 
bad debt rate, a 6 percent interest rate, a 16 percent cost of 
lending and a 30 percent lnflatlon rate. In thls case, adjusted 
fund value falls to less than 16 percent of orlglnal value. The 
best-case scenarlO is based on a 0.5 percent bad debt rate, a 20 
percent interest rate, a 5 percent cost of lending and a 5 
percent lnflatlon rate. Adjusted value of the fund then actually 
increase to 110 percent of origlnal value (the one element that 
the fund is most sensltlve to is lnflation, a factor the project 
of course has no control over). 

What this analysis shows us is that vlability of the fund 
can only be achieved through a combinatlon of factors, lncludlng 
some upward adjustment in interest rates, a substantlal 
improvement in operational efficiency to bring down the cost of 
lending, and a contined good loan collection performance. 
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Table 8 
PROFORMA FIVE-YEAR FUND PROJECTIONS 
(amounts ln thousands of U.S. dollal's) 

Year 1 Veal'" 2 Year ", Year 4 Year 5 
LOAN PORTFOLIO VALUES 

Starting Portfolio (1) 

(+) New Loan Capital (2) 
(-) Bad Debts (3) 
(=) Year-end Portfollo 
Average Portfolio (4) 

PROFORMA INCOME STATEMENT 

Interest Income (5) 

E)~pen5es 

Administrative Expenses (6) 
Bad Debts (3) 
Total Expenses 

Net Income (Loss) 

Adjusteo Year-end Portfolio (7) 

Inflation Adjusted Portfolio (8) 
Discount Rate (177.) 

o 
20,000 

200 
19,800 
9,900 

1,386 

693 
200 
893 

493 

20,293 

21)~ 293 
20,000 

40::; 
39,890 
30,092 

4,213 

2,106 
403 

2,509 

1,70:-j 

41,594 

17,344 30,385 
177. 17/. 

41,594 
2 1),000 

616 
60,978 
51,286 

7,180 

3,59U 
616 

4,206 

2,9?4 

63,952 

39,930 
171: 

(1) Equals adjusted year-end porLfollo lor prevlous vear. 
(2) Based on a yearly infusion of $20,000,000 for li~E ye~i·s. 

(3) 1% of star~1ng porlfai1c and year-end portlol1c. 
(4) Average of starting portfollo and year-end porLtol,o. 
(e:.) 14% of Average Portfolio 
(6) 7% of Average PorLfolio 
(7) Year-end PortFolio plus Net Income. 
(8) P.esent value of Adjusted V8a,-end Fcr~tollo. 

D1skette Name: Fianalysis; File Name:f1prOj.wks 

63,952 
20,IJOO 

840 
83,112 
73,532 

10,294 

5,147 
840 

5,987 

87,420 
20,000 

1,074 
106,346 
96,883 

12,,564 

6,782 
1,074 
7,856 

4,308 5,,708 

81 ~ 4:::0 112,053 

46 !I 652 
171. 

51,109 
177. 



Table 9 
PROFORMA FIVE-YEAR FUND PROJECTIONS 
(amounts in thousands 01 U.S. dol laps) 

WORST CASE Yeap 1 Year 2 Year 3 Year 4 Year 5 
LOAN PORTFOLI 0 VALUES 

Stapting Poptfolio (1) 
(+) New Loan Capital (2) 
(-) Bad Debts (8%) (3) 
(=) Yeap-end Poptfolio 
Avepage Portfolio (4) 

PROFORMA INCOME STATEMENT 

Intepest. Income (6%) (5) 

Expenses 
Adminlst.pat.ive Expenses (16%) (6) 
Bad Debt.s (:3) 
Total Expenses 

(l 

20,000 
1,600 

18,400 
9,200 

552 

1,472 
1,600 
3,072 

15,880 
20,000 
2,8/0 

;:';:'::;,010 
24,445 

3,422 

3,911 
2,,870 
6,782 

29,650 
:<0,000 

3.972 
45,678 
37.664 

5.,273 

6~026 

3,972 
9,998 

40,,953 
20,000 
4,876 

56,077 
48,515 

6,792 

7.762 
4,876 

12,,6-:!-9 

50,230 
20,000 
5,618 

64,612 
57,421 

8, (>39 

9.187 
5,618 

14,806 

Net Income (Loss) (2,520) (:3" 359) (4'1725) (5.847) (6" 767' 

Adjusted Yeap End PoptfollO (7) 15,880 29,650 40, 953 5Cr, :;~:~O 57, 845 

Inflat.ion Adjusted Port.folio (8) 
Discount. Rate (30%) 

12.215 
30% 

17.545 
30% 

18,640 
30% 

(1) Equals adJust.ed year-end poptfolio for previous year. 
(2) Based on a yearly infusion of $20,000,000 tor f~ve y~~r&_ 

(3) 8% at startlng portfolio and year-end portfolIO. 
(4) Average of st.apting poptfollo and yeac-end pOI,tiollo. 
(5) 6% of Average Portfolio 
(6) 16Y. of Average POI'lfollw 
1,7) Year-E:;>I1G ParLfollo plus Nf-.!l lncorne. 
(8) Presen~ value Ot AdJusted iear-end POI'Liolio. 
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17!, 587 
;::.0% 

15,579 
30:;', 
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Table 10 
PROFORrlA FIVE-YEAR FUND PROJECTIONS 
(amounts in thousanOs a! U.S. dollars) 

BEST CASE 
LOAN PORrFOLlO VALUES 

Starting Portfol~o (1) 
(+) New Loan Capital (2) 
I-I Bad Debts (.5%) (3) 
(=) Year-end Portfolio 
Average Portfolio (4) 

PROFORMA INCOME STATEMENT 

Interest Income (20%) (5) 

Expenses 
Adm~nistrative Expenses (5%) (6) 
Bad Debts (3) 

Year 1 

(I 

20,000 
100 

19,900 
9,950 

1,990 

Year 2 

21,293 
20,000 

206 
41,086 
31, 189 

6,,238 

Year ::. 

45,558 
20,,000 

~,28 

65,230 
55,394 

11,079 

2,770 
328 

lear 4 

73,211 
2t),OO{) 

466 
92, ".145 
a2,9-18 

16,596 

4, 149 
466 

'tear 5 

104,72" 
20,OCl! 

62L; 
124, 10e: 
114,41<, 

22.88:3 

5,721 
624 

Total Expenses 

498 
100 
598 

1 11 559 
206 

1,766 3,097 4,615 6,344 

Net Income (Loss) 

Adjusted Year End Portfolio (7) 

Inrlat~on Adjusted Port!ol~o 
Discount Rate (5%) 

(8 ) 

1:r ::;93 

21:1 293 

20,279 

4.472 

45,558 

41,322 
5'l. 

63,24::'':' 
51. 

(1) Equals ad.,usted year-end oor~folio for previous yeal . 
(2) Based on a yearly infusion of $20,000.,000 tor 'lye yea~5. 
(;3) ~5i'. of slar't.ing portfoll.o and yeaf'-end part..~ol~o. 

(4) Average of slart.ng portfolio and year-eno oorLlollO. 
(~) 20% of Average Portfo11o 
(6) 5% 01 Average Porlfo1Jo 
(71 Year-end PortlolHJ plus I~el 1(1(:0<l,e. 
(8) Present value of AdJusted Year-end ~orlloLlo. 
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66,158 
51. 

11(1,196 
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D. Institutional Strengthening and Techn~cal Assistance 

Major constraints to the successful ~mplementation of the 
new project have been identified in the inst~tutional analysis of 
the PBDAC system (Chapter 2). These include: 

o a lack of capacity to analyze projects, particularly 
investment projects, at the level of the village banks; 

o absence of any type of long-term planning beyond the 
rather mechanical preparation of yearly budgets; 

'::l 1;1 1;1:1:' i ':)(,1;; 

deriving 
system; 

~1r;;~kn,;!sa;;~;; il~ miil.n~g~m~nt information systems, 
in particular from an inefficient accounting 

o need for a cost-accounting system to undertake detailed 
analyses of the bank's profitability, and particularly to 
determine the actual viability of its banking and trading 
activities respectively; 

o deficiencies in project monitoring and evaluation; and 

o from a f~nancial viewpoint, lack of capitalizat~on, 
uncerta~n quality of the bank's med~um-term portfolio, 
and an overall profitability based ent~rely on 
GOE's subsidization of interest rates and of trading 
act~vities (the latter through high commission level). 

These constraints affect e~ther d~rectly or ~ndirectly the 
capacity of the PBDAC to carry out project objectives. 
th~s respect strongly recommended that improving 
system's capac~ty to effic~ently service small farmers 
major component of the up-coming proJect. 

It ~s in 
the PBDAC 
be made a 

It is also recommended that a major sh~ft be adopted in 
AID's approach to technical ass~stance as compared to that 
provided under SFPP. The present T/A effort has been useful in 
help~ng establ~sh operational systems and tra~n~ng act~v~t~es for 
the carrying out of project obJect~ves within the strict 
framework of SFPP. It is now t~me to focus on the def~ciencies 
of PBDAC and the governorate banks as a whole. 

On the credit s~de (T/A required on the farm management and 
extension side to be outlined by extension consultant), the T/A 
team should at a minimum consist of : 

o a banking special~st with substantial experience in 
development banking overseas as team leader; 

o a financial management spec~al~st to help improve the 
bank's financial analysis and financial management 
capacity, taking ~n particular full opportunity of the 



Page IV-II 

yet-to-come improved MIS; 

o a cred~t specialist to assist the bank in the 
loan analysis and operational procedures. 

Add~t~,onal technical assistance should be provided in L __ 
areas of management information systems and computerizaLlc'_, 
designed to overhaul the present MIS system and gradually lead ': 
the computerization of accounting at the governorate, c,_, 

possibly at the district level. 

Another area the T/A team should explore lS that of tt, 
possible breakup of the bank in two separate corporat~ons, or:.", 
involved in banking and the other in trading. Such a breaku:: 
will not occur tomorrow and could only come about as the res'-,,_ 
of a deliberate effort on the part of the bank with full G,~ 
backing. Nevertheless, both this and the pr~vat~zat::·: 
consul tant (Jennifer Bremer) belleve that breaking trad::_: 
activities away from the bank should be tested in at least tWG c, 
three districts during the new proJect, an effort which wou':' 
have to be very carefully monitored by the T/A team. 

Although the PBDAC may be quite reluctant to acc-=~ 
technical assistance at the bank's management level, the l:32", 

should be considered as non-negotiable by AID. Assurances s:::·::-:~_ 
also be obtained to ensure that the T/A team will not be isola'":', 
from the bank's top management. High level counterparts shc.~_, 

be ldentified before s~gnature of the Pro. ag. , and the te" 
should be provided offices wi thin the bank itself (as aga:::::.:
outside offices for the exist~ng T / A team). AID should recogn::.: 
that T/A directed to the bank as a whole will be more eff",·::,,::
In the case of a smaller team work~ng in close cooperat~on -.. ,:: " 
bank management than with a larger team cut off from the daj--'":: 
day operation of the bank. AID should also seek to avoid ~_, 
break in the T/A effort by havlng the new team arrive at the '::::,.' 
of departure of the exist~ng SFPP T/A team on August 31, 1927. 

Recommandat~on: include in the design of the ago product:: 
credit project a techn~cal assistance compOL",_, 
geared at strengthenlng the managemen-c. ~.:_ 
operational systems of the PBDAC network as 
whole. 

E. Other Policy Issues 

1. Subsidizat~on of the GOE Qy the Bank 

Contrary to underlying assumptions, ~t is not the GOE tha-: 
subsidizes the bank, but indeed the bank that subsidizes the GOE. 
Yes, the GOE pays the PBDAC interest rate subsidies for the 
subsidized seasonal loans the bank extends to farmers. These 
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subsidies amounted to a total of LE 63.9 million in 1983/84, and 
close to that figure in 1984/85. However, these subsldies are 
substantially lower than amounts levied by the GOE on the bank, 
which take basically two forms,: 

o income taxes (LE 54.1 million in 1983/84); and 

o dividends on net profit (LE 28.4 million that same year). 

If one considers that the interest rate subsidies 
fact pretax, and that the bank lS actually paying a 50 
income tax on that income, the after-tax effect of the 
subsidies can be summarized as follows for 1983/84: 

are in 
percent 
two-way 

Subsidy from GOE to bank (after-tax): 
Subsidies from bank to GOE (taxes/dividends): 

LE 21.95 million 
LE 82.50 million 

Net subsidy from bank to GOE: LE 60.55 million 

AID should not capitalize the PBDAC while the latter 
indlrectly uses part of those funds to support the GOE. Paying 
income taxes to the government is an acceptable proposition for a 
development bank (insofar as the pretax lncome actuallY reflects 
true profits and lS not the consequence for lnstance of the non
constitution of reserves for bad debts that should have been 
constltuted, which occurs all too often with development banks). 
However, the payment by PBDAC to the government of over half of 
its net income In the form of divldends as was the case in the 
past three fiscal years should not be acceptable to AID. Net 
income should be left in the institution to help capitallze it 
and through It fund new development activltles. 

Recommandation: at all posslble obtain 
the bank wlll be allowed 
all of its earnlngs In 

AID should If 
assurance that 
retaln most or 
coming five years. 

2. Savings Mobllization 

GOE 
to 

the 

The PBDAC system has made impresslve galns in the 
mobilization of deposits and savings in the past years. Between 
June 1981 and June 1985 total deposits have grown annually by 31 
percent on a compounded basls, whlch after dlscountlng for 
inflatlon would still entail a yearly galn of at least 15 percent 
in real terms. Deposits and savlngs represented in tota~ as much 
as 57 percent of total resources (deposlts, borrowlngs and 
capital) as of June 1984. The ability of the PBDAC and 
governorate banks to mobilize savlngs has thus been clearly 
demonstrated. 
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To provide savings services to small farmers should be 
encouraged under the project. The share of deposits and savings 
corresponding to small farmers is unfortunately not known. 
Savings mob~lization should be the object of one or several 
short-term studies aimed at: (1) determining the share of 
deposits held by small farmers; (2) determining the effect of 
deposit facilities available at the bank on farmer attitudes and 
spending patterns; and (3) estimating the potential for 
additional sav~ngs, and if so preparing a plan of action to 
mobilize them . 
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CHAPTER FIVE 

PRELIMINARY DESIGN STRATEGY 

A. 

From the standpolnt of APCP's credit component, a number of 
cr·ltic31 design issues were re'.I1elfJed i.n Ch-3pter IV~ \-Jhich led to 
a number of recommendations directly re]ev~nt to the successful 
implement-atian of the pt-wJect~ Same \::If thes8 rer:amm!..=?nd.=-tions 
should be considered as essentIal to the achie\ement. o-f project 
objectives as presently defined by the Mission. Others are more 
incidental, but are still seen as desirable developments that 
will produce improvements in the functioning of financ.al markets 
ln general, or bring about hIgher efficiency In the delivery of 
credit or othel- services to small farmersQ 

Instltutional and policy reforms cDnsidered as essenti?l for 
the achieyement of AID ObJectlves in the area of agricultur31 
credi, tare: 

o 

o 

all actions aimed at 
banks' management 'C.~l1d 

establlshment of a 

ImprovIng the PBDAC and governorate 
0pl:=ratlon.:tl per-fCJrmd.l1ce, includlng 

new arId graduall y computet-l2.E:d 
managelnent lnformatlon system~ 

the p~-ovj 510n of tE'chnj CC11 a=,sl'-"":J.tan':e i:,t the 
PBDAC Inanagement in dlrect support of the abov~ 

1 evel of 
rQforms~ 

(] ct gt-adUed easInt:,;J o-f the rIgid loan crJtet-]2"~ appJ]ed not 
ollly under the b::.'tnk·5 g,.::!ner-al lendi.ng prOtF-am::;~ but ~\ .. ~n 
wi thj n SFPP (le£5s loan sLqJE'rv I slon, Inut-e .(] ,:::~{!bj 11 ty 
f]:tV8n {:o the fai'-mer- I:.:;:) d(?2tei'-min~ 1-.1'-5 ol""n t-,:~ql).ii'-'.."~IP.~nl_~~ 

ei,-t~); .7I.fH.i 

'.:.. ~I C.llsccJni:J ntl.:.,nl:t::- of Pr:::[iF~I~'S pr,::,,:t I ct:' til 1':'1' out .:11 Ji'!'-"Iicl:-= 

Lo the r,OE~ 

D 1:l1f= .. :;:;\ppln,] of si=asonal l'-J":?ins p~'e=;~ntl / d] -5U 1.lI"'"SI::cJ by the 
l),?I.n~ rd - S:lltJ,!:,jrljzed t-,: .... l8'!:'; o-f jnterf::~st~ E1lld 

o a sltght JnCreRSe in effecttve lnterest rat~s, 

by IIICI"'F_\~\~:;lng the lOnn fE'e Ft-Ofl' 1 to '2 percE'fit~ 

possibly 

As this report 1S beIng completed J dnd 05 ('tD is preparing 
to ,nove Jnto preparatlon of a PlD, none of these issues hays yet 
been serio'Jsly discussed With the Government. One should again 
efolphasi:! eo that di SCUSSl ons of a pol]. cy agenda r-el ated to thi s 
project should be underta~en early on in the deSIgn phase, in 



ut~dc-?r l:lvJt polley r-l:for~m:3 ll1cl.lJdr-:d If! th(2 prOJt?ci: rje~":;;lgn do not 
ffler~el'i t-epresent an AID "~~Jish list"~ but r-eflect ~~3.: the vet-y 
leasl.: an illli:lal under"standing 5 and i.f POS511J1p a meeting of 
{hInds, betv-'eGm AID and the GOE. If AID -Felil s to do so, pr-obl ems 
may be encountered latel- in the design rha~e~ or ~12 will have ,yet 
,:lnother' e':.2mp] e ['f ::\ pt-oj(?ct 8'~per-ienc-j ng ] mplernentBt ion problems 
bocause it ~as deslgned in a v~cuum. 

The MjssJon's original intent jon was to jnclude a wlde
ranging ~8t of policy reforms into the pr-oJect~ lnciuding those 
deRllng with pr-i~ati=atjon of input supply and eventually 
e,,1:enslon and r-esear-ch. AID should r-eal i =e howevel~ that it 
cClnnot e"pect to pack Into a si ngl e Ct-edi t p,-oject, even a :t:100 
million one, most of the policy r-efor-ms it wishes to intr-oduce in 
the field of agr-iculture. An agr-lcultur-al cr-edit pr-oject should 
aim above all at the efficient deliver-y of cr-edit ser-Vlces to the 
fi-\I"'met-.. This may, t:'~nd in most cases should, include 
in3titlJtj'Jnal strengthening actlvities at the level of tile 
] mplementing institution~ It should ,also In thlS case includE! il 

number- of essentlal policy r-efor-ms outlined above. Whether- It 
should also include a pr-ecise agenda of r-efor-m<; to for- instance 
allo~ the pr-ivate sector- to impor-t fer-tilizer-s or- have the 
Gover-nment r-emove input subsldles is at best doubtful. 

As t-equested by tile 1\11sS1on, here I'!; <::1 purely lllu~3t.ra1.::i Ie 
financial plan for- a flve-year- APe Project (amounts in thoUSQl1ds 
Df uoll ar-s) : 

Cr-edJ t Funu 
T ;':\ (1 J 

TI-2'd rllng:: 
-- i n-cDul"ltr-y 
MM f.JVel~SI.:2C:\6 (.:) 

Ceofnillod 1 t l (,:IS ~ 

IIIi c..r Cr·" C {HIll_Ad. E1t-,;; ... C::;, 
veh leI es/ 100 tOI'"eye. 

- CJLllf.:'f' 

Tl,tal 

::0, (10(' 
!37..::-

:':0 
5~) 

100 
10':J 

21,171 

::() ~ 0':1(1 
I')!~ (i' 

:::0 
5(1 

~,:";o 

::(, , '~J(H-J 

1. ,u.-::::::: 

5(1 

~-
~HII) 

::1,27 7 

,~I:l '! (I{)(l 

'J ~)I ;"5 
-::!) $ (J(ll) 

t q t68 

5~) 

(1) b~sed on 48 p/m qf long-term T/A (full-tIme ban~_ing, 

flrlancJal m~n~gement, credlt ~nd MIS specialjsts) ~ plus ~5 p/m of 
silor-t-term TIA each year-. 
(~) includjng observatjon tour~. 
(3) assumes a total of 20 micro-computers plus soft~are and 
majntenance contracts. 



. ..... 

( 1) IJ B .... -;;e ... -j on 48 p 1111 

(COP/b~n~'lng specialist, 
specialists), plus ~5 p/m 
(~) Inc]udjng ob5erv~tjon 
C:::;J in I:ot-=,l p055ibly 

Ol,".,j nl:8nanc..e c:ontl .... acts .. 

F'ay8 ')-3 

of lo'ng-i.:el .... m technic'-ll 3ssi5 1:-3.nCe 
finRncjal m~nagement, cred.t and MIS 

of short-term T/A. 
tOlit-S. 

~o micro-computer5 plus software .clnd 
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APPENDIX ONE 

OVERVIEW OF RURAL FINANCIAL MAR~':ETS 

Egyptian financial mar~:ets ~re r-egulated and controlled by 
the Centl al Ban~ of Egypt (CBE)~ The systeln is still largely 
domlnated by public sector commercial ban~s WhlCh r~sult~d from 
the natlonall=ation of t~,e banl.ing sector in the early 1960s. 
In 197~, these publIC sector ban~'s wer8 reoraanized into four 
sp",clali=ed banks, a syst.em that gave them little autonomy and 
left them as liLtle more than government instruments for carrying 
out official policy in each of their respective areas. 

Some degree of fle::ibility has sInce been introduced inl:o 
lhe system. The rigid fl~nct]onal speclalizatJon of ban~s \~as 

·,3bolished In 1975. That same year, -::.'-l. new ban~ ing lc.lItJ incre::ased 
the autonomy of the CBE and allowed it to adjllst lnterest rates 
accordlng to prevalling monetary and credit conditions. [n 1977, 
foreign ban~s ~ere authori=ed to start operations in Egypt, 
although to deal in local as well as forelgn currencies they had 
to be minority shareholders in Joint ventures with Egyptian 
ban~s~ A3 ~ result of these reforms~ new ban~3 flourlEhed. 
There wpre as of June 1984 a total of ~7 ban~s In Egypt, of which 
4~ cnmmercial ball~s, 31 business and Investment b~n~.3, ~1 

-=rl?ci.c:\li::l.?d hc·nks and ~ off-shore ban~:irJg units, \.IS. only 4 
public commercial banhs 10 years earlierK 

Since 1975~ the ('BE hRS IJrF.ldu~lly jncr-E?!3secJ 
ll1 t.he bani in'".J s'-!:!cttJr both {or deposi. ts -:3nd lo.::.-... ns. 
Jq8b~ jn!.et-c·::;I: rct1:e co?il]ng~_, f1n h=\n~ Sn'lJnqs .::.~nd 

cli (;~ 

i rlter=:-st rates 
(.45 0 f ..... L,c:.~ilU9.ry 

b=~r In cJ'2po';:":;.i ·t;:; 

I f-:S"P'2c.tjveJ'1 l(' r_.€'rc:.~..:nL ,;;\fJd 5-13 pE?t"'\..-eni.:" <:-,r\..:C".t-cilnC] tel !Ti<?itLIl"-] ty .. 
Inl_e~-'~3t r·ai:'2 c'~111ng-3 at-I;: s1:i 11 j n I::?-r-fl~r:!: 011 t.lli? rr-r:~rii I: ::;ld,~:: 

lCJDn= l._. Lh('.:- jrl'.:iu::;ll-'ji'll i'lnt! 1'-;'.Irj{_pltl11-.tll =&-'ct":ir-:::- ;U-'::;· IJmjt>?cl to 

1::':: P'=:l'''C-:?I1l:. and 1.:111J-S0 Lu I.:hi:.-? '-'f.'?I'.'./l":!..-~ ::r-;.;lt:i 'oJlr- 1:':"1 1'j p;?~-cr~llt <-..Ii I-h a 
t:::', perce-IlL Hlllllf1IUlIl.! w!"iJ 18 1 tJDllS I.: c.. the! trr-.dJ II'] S~·ctDt- I-.:;·;~rt-':· E\ 

IlnrnmUiI1 t-..:,d.:e of: 16 per'ceill.: 1tJ1. tl\ 1)0 UPP'-2t" Ilmi i: .. 

The C8E c.loE:::'s no!.: LarCJE~t mDnet~Hoy 'Jr Ol'Jt!1 by OlDfii tDt" j ng 
mtJ.1ei:::Jr~y ~gqr-~=gal:es ~uch ~":\s 1~11 or- r1:2 a:3 1S !:h~2 r':;3.51=: !Il LJf1!.:t'-2r-
developed :Tl€H-I.ets. .Dn t.hf:." oLhet- h~r,c.l, It c("f,tr-ol,::;:- lhe 
ava.! labi 1 i. t'l of ct M ec1i I.: !n 1:t1e system 1.:11rough .:."l..ppllC:;:.i.:iLJI1 of I.: 1*1 Q 

follQwing three r-atiD5~ 

a reserves to be maintained with the CBE by the comrnercla] 
b~nks in the form of a ~5 reserve requirement on thelr 
df?posi ts~ 

o a liqUldity ratio of at least ~O percent of total assets, 
also applicable to the commercial ban~s; and 



o outst~ndlng 103n5 not to e;{~eed 65 
deposJ 1':'5 lfood ';::)8cur i ty I Dan£:- c"\nci 
public sector compsnles excluded). 

Pag8 (.\-2 

percent: 
SC?i::lsona] 

of to ted 
lO2lns to 

{4S a t-e5ult of the restrictive monE:.·Lary and credjt poljcJ8S 
applIed by the CBE sInce 1Q81, the rate of ll,ternal m0netary 
gruwth has f"ll en -fl--om a highly i nfl atlon,u-y le-Jel' of 40 perLent 
In 1981/82 to respectively 25.~ percent in 1QS2/83 and 17~8 

percent in 1983/84. Although figures are nut yet available for 
1984/85, il: appears that monetary growth has in tl,e past 18 
months rerr.ai r.ed moderate around ::0-:::::: percent. 

Credit i.s made available to the agricultural sector by. 
comillet cia] ban~s on one hand, and by specj~ll~ed banl~s on i_he 
other. As of June 1984, £Qmw§c~i~l ~§Db§ had total loans 
outstanding to agriculture of LE 336.0 Inl11ion, which represented 
only 2.7 percent of their total outstandings (QgniCAl gAnt 8nnYAl 
B§RQCi... l:rl2;2Ll2B:I. By contI" as t , out stand i ng 10;;\I1s e" tended to 
that sector by §Qg£~Ali~g~ ~AQt§ amounted to LE 744.0 mIllion. A 
I1ff11ted amount. of loans ~Jas also made ,;lv,;lJ.JabJe by l.C!:t§t§tm§o.t §lQQ 

~Y§iO§§§ ~~Qb§, whIch had in June 1984 total outst~ndlngs to 
agriculture of LE 4g~ mIllion. 

One can thus conclude from the above {l-;JUt-es that over tlell{ 
of total bank credi t to the agricul tUl-al sc""ctor comes f.-clm the 
srecla]i~ed banl~s, namely the Principal Ban~- {or Developalent and 
AyrtcultlJr~l Cr~d\t (PSDAe) and its 17 afflliate bdn~"s 1n the 
t;.JoVI.2TnC)I-atc-?s" I)] I:hough I-n-ee=d-down o-r J (ian~ L:.';.' ecoflomic -:ectot- as 
t-epor-i:ed by e~_c\) indl'./ldu-c.,l [,<:;'Ink to I_ho:~ I-:BE ill)>, he sGme~-"dl~l: 

~n-bltt-ary.. i I:: lS stIll clea!'- th6L tile F'r:Dt~[ arId j ts ,);filJ 3tes 
:)rl? !:hl.? chi.o:?f 3C)Ui""CI=? of r.redi.t 1:0 aqf"lr:ul1.:ur-e, fliling 11\ ::he IJap 
'-:te~I:'2d b';' j"IH::,' cOflHilerc181 LJ";:-'[\! s' tt-acijlJr:.n8J : ..... vF0t-31Gn to tendlng 
I.:u tjk~l: -5ecl.:ol ..... " 

D~SI"l te -I:he pr-ovlslon trH-ough the PE:Dt:lC rlet~""ul-L of 
~pe"':l-c."'ll:".=d b,='nLIng se~-Vl ces for- aqrlf:ul tllre 111 ..'311 gov(?rnC!ra_t85~ 

{; ... gf"lculture stl)l leCelV(..'~3 01 dIsproportiDnately sinal I ":'\ffiOunt of 
r:redi.l: compared tD oi:her sector·s 1.:)1 I:ht=: I:?conomy.. Tn 198::'/84, 
i.griculLure accottnted for lZL2 ~gC£gnt of total GDP accordIng to 
U,e CBE, but only represented ZLQ Qt;'c£",oi of total credlt 
outstandlnC], m- LE 1,J49.:-- mIllion • .:,f a totiOl of LE 16,514.8 
mIllIon. 

The under-prlvlleged status of agriculture with respect to 

~\ 
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",·:-di. i: appears to resul t from "58 V8 I'"" (3. 1 faci:or::;: 

i:' 

o 

o 

concencr-ation of the cOfIlmerci ctl bank'" network of 
branches in Large ur-ban centers~ 

I.:h~ hjgl18F" t-1S~: Elf t-\~}t-lcu]tural Joa.ns as perceived. by 
Lhese same bdn~s; 

the lack of adequately tralned b~nl. staff in analysis of 
agricultural loans; and 

the relatIvely recent penetratIon 
banks' network of village banks 
mostly dates back to 1976. 

of 
and 

the governorate 
agencies, which 

To these f"ctors should be added lhe fact that even if 
r~mmercjal ban~5 were more responsive to the needs of ~qrjculture, 
'\ost fal-mers do not have the type of collateral th~t the bBn~:s 

:', e,\dJ I':lonally t-eqult-e, 1.e~ non-+ar-m ] ;'\.nc.1 real estate and 
,',achlnery. Most loans e::tended to agrlcul ture go anyhow to the 
larger farmers. Although the lssue of actual dem"nd for credit 
Is dlscussed separately in Chapter IV, it will suffice to say 
LI,at there is still a large unmet demand for credlt both for 
"-J';= ':;\.SCIl-l:.'"1 crop loens and for inve3tmeni: lo.ans i.n C1.gt"icl.ll cure for-
·-,tl-:et-Wlse econolfllcally and fJnancially -fE)aSlhle ~ctjvities 

drrle~ OIJt by credlt-worthy farmers and agrl-bu51ness up~rBtor~~ 

Ii} fli~ny LDC,=-, the t.raultJOr}a] qap bF=twE'en Jnsd~Jtutjonal 
'j :?di. r. and farmel'~ need~ is de le;;;.sl: p9rtlally 

IlF·~I, A]bei t ai' a fl)Uch higher cost to th8 borrDwsl-, by money 
. 1~!ll;:.i'~!·'= opi=rati n9 111 the so-callr-=d i.1l+or~lnal finClnc.l-?l IlL3( ~·et. 

" lhcH'gh the Wl'~] ter h3S not hacl ,3cces~, to F<. study (if the ) n~Fot-me'll 
. i:=d: I: mcu-~I~I: Jfi EgYIJt'l 11: -3.fJpe~['-s f~-om Inl:erv1t?t<J:.:; and othe~- 11.:-\1>_; 

• :', ;". ;.1pnp,;/ J l:?'ldc.::.r5 do nDt f.JlciY c)n j Inpc.t-t€~n!- r-r,le ill the CClvr,t];:In 
.".'q!-:--)".3lde, an actlvll.:y t.hat IS ,.lf1vlh.,JL": IIJl._CIIHp.~d:lbij= L,litl1 I:=:il,?mic 
_"'J~ t="lt mfJ-:::t~ fcu-mE'rs t-t-==qult-JljI~ LI-edlt r,I.-,IL -3.'.'':\Jl~\ble Lllt-DU~Jh 

.1~!lt:_d:1CJnc.\1 ':hannels --- due to l:v:t of cQll31_eri.ll~ lack of 
":l.:C's'C.l' 1:0'1 at- ~.n{wJl€?dg!? r:,-f, r-elev..?Illt h.c:tnl·] ng set vj ces nE£.-lrby, Ot
.1:'<~ .. JI:a~M': J.::heil- el"erJi.l: 111ni I: h3.'::: IJec~n 1'"' .. ~achl~cI -- m-3.~.r 1-11'~+: lni:l?t-85t-

"1' jJ,·,rls.\';:t from t-eJ at.1V(?S'I but f()I- SULl?l nurposps onJ ,>. L::lt ger-
.. 1.-:.: : rr.rf2stol"'S Iflay al S'J ob J.::a l f1 

.,.~.! v< r';·Ut-1'='.1 cE'pii:.l:Il r:ontrJ butions ·ft-Olll !tleaJ.tll,/ lndJ YidUitl~.l' iq the 
,'11 III uf C!qui. I:y~ 

.: f 

;I~ajlable eVldence 
~upplier's credlt in 

.h"dnres on crops. 

also points to the 
rural ~t-eas, and 

faIrly ~Jde-spread 
to a lesser degree 

use 
of 
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Not surprisingly, rural areas also r~present a cumparativ~ly 
small share of deposits hr:=ld by fJnancial institu-tions .. As sho~oJn 

In Table I, the agricultural sector reprmsented only 1.~ percent 
of total deposlts as of June 1984 (LE 26~~7 Inilllon)~ ~s ~ga~nst 

~gr i cuI tLu-e 's ;3.1 ready ment j oned 17.9 perc.ent of G0F'. 

This is not to say thdt most Egyptian farmers have no 
savings and are basically ljYlng hand-to-mouth close to the 
survival level. To the contrary, there is some con5ensus that 
the Egyptian farmer's net worth is often quite hIgh, as reflected 
by the comparatIvely astounding prices of agricultural land in 
the delta (up to LE 50,000 per feddan close to villages, or 
appro:d matel y U. S. $37 ,000 per acre "It the 1. ::::4 "''' change ,-a.l:e). 
However, due to the lack of famIlIarity with banhs, to the 
relatively recent status of locally-avail~ble savings windows in 
rural i-\reas, t.o the poor set-vice usually provjded~ i1rld pOSSJbly 
to the higher r8tUI'~nS e~~pected by tbe far-HlE?I"" 1.f1 olher-- lnVc:st.!l1t'?l1ts 
slIch as Ijvestoc~:~ farmers cle2u-ly stjlJ oj:Jt i:CI keep thejr Ij{e

long savings in forms other than institutlon~l accounts. 

TABLE A-
1 

SHARE OF DEPOSITS HELD BY THE AGRICULTURAL SECTOR 
(amounts il1 millions of Egyp'ti.:::l11 pounds) 

(-'lgri.cul t. 
Sector 
i)eposlts 

Conlmel·Clal Barl~s jR0.~ 

SpecialIzed Banl.s 77~9 

Investment/Business Ban~~ 4.2 

Tolal 

Sh".re of 
Total 
Agl-. [oep. 

J. • 61. 

Total 
Depos .. 

16,71.t.: .. <.' 
547 .. 1 

1,8-11. ~~ 

HQI""lc. 
A:;; ./,. of 
·1 nt z'\ 1 

1. 1 :. 
14 of ;i% 

~gt§: flgur--es do ~ot include P05t2! depuslts~ ~lsr) d prev~]ent 

fot-m of sa:-!] I1l]s 1n t-ul'"'al at-eas on wh] ch no d€l·ta ~'Ji'lS :,\'/2] l;:'\ble~ 

Dne can thus conclud8 tllac dt='5pi 1:12 the r·t-2cenl: ef f>':1ri:~ by the 
f3DE to ma~:e aval1able l{II(J~-oved cr·edjt 2Hld L'an~jn~J st=r'yjc?s tD 

f~:q-lilE?r S -'1ncl <;\'.;jl-i-·buslnesses l.:hrOLU;Jh 1.:\1'2 PB['AC .and 1,1:5 r!,~J:~Ol""'~ of 
c\{{llJate be.Hl~S'} feJrfller'S:; ~'nd oth~r r'.lt-~l cit-.JelJet-s ':'\t-e -::tJll 
1 ar';J':21 y d 1 5advan }.!3..g8d ~ . .5 compared to thel r u~-b ... Jn coun i:erp-'9t-ts. 


