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PMlDfMENt 

. ACTION MEMOllANDtJM FOR TH1~ ASSISTANT ADlUNISTRATO 
bUREAU 

FRO!f. NElon, "'oting Dh:'.ctor, John Balie 

SUIlJEc1'. E9vpt - Seotor foljoy Raforh\ progr~un 

JfUUU21 Yout' approv*l t.. rO<}lJired tor an Ii haR' Delegat1~n of 
Authority (DOA) to pGrmlt the USAID/Egypt Mission Direotor to 
rUlnt;A~1 1;~'~flftraHiaf nEfl~tr~vU6'prl!l., g~e(lJ;lm ~g~~W!~b!~'Q~!~CJ. ~!!~ ... w_ .. 

(PAI'~) , 

P'~QB.QiUlD' Per Cairo 12~'74, dated July 15, 2.992, USAtD/Egypt 
fequa8~~d Del.egation of Authority to c.pptov@ the PUD tor its . 
Sector fol1oy Reform Program. The Program is • two-y~ar, $400 
hlil.lic)n Cash 'l'~AhBf.r. Its put:poqe t. to liIupport the 
J:mplement.tion of Egyp.t's Economic RGform Program, which aime to 
liberali&e the eoonomy and i.nol:e~~o its lnarket orientation. 
Under thi. sector proi~lm, USAIO ~il1 negotiate witb the GOB, a 
set of yearly policy raform benchmarks covering fout.' lectors: 
financial, fisoal, trade, and enterprS80. U8AfD w!11 d!sburae 
cosh to th~ COE ov~r two yaara of the pro~ram, according to the 
GOE'. policy r$fOrM parform,nc. in these tour ,Qctot.. The 
fro9rom 'leo allocateS ,10 mill.ion tor techni.eal aupport under 
th. Seoto~ POIIQ~ Roiorm froject (263-0a31) fo~ a thr.A-year 
period. 

DOA 653 require. the Ki"ion to submit all PIDS and PAIP", 'with a 
1 J fe-ot-prOject (t.OP) funding 1" e)£CeS8 of $20 mil.lion, to AID/W 
tor review. However, although tho BurGaq did not review a formal 
PAIP in this lnI'Jt4nce, Bureall r.presentativ •• wara intormed of 
the major. eloment. of the Prog~am during Program week in cairo, 
in Hay It'2, and conourred with USAID's ne;otlatln9 8trategy. 
In 'd~itlon, ~h~ 90neral outl1nea of thO '~ogram .ppaarad In the 
FY 2993 Cong~e.aJonal Pre. ~nt4tlon (ep) which ware under 
dlsofillion with thG M1,sion tor ~lmo6t a year. 

DlIaUIllQHI The AA/NE chaired a Committee Review Meeting on JUly 
29, 1'93 to review the Egypt Sector Pollcy Reform program. The 
RGv1ewers commenl1ed thQ PrO'lrbm foa:' itl clarity, COl'lp16teness, 
and ita wGl1-p~Gse,.t.d analytioal tramGwork. All of tbo ooncern" 
raised at the meeting havG been adequ4t.ly eddreeaed, elther by 
aCINI or. by the Mission (refs Mul11gan--Coulter t$letax). 

-1/ 
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SUB3ECTs leator Policy R'tor~ p~oQ~.m 

fol.lowing 1- • roport ot the major points dleeuli&d. 

A. I.ClUe-: The C;u.stion vas rai sed II to ltJheth.r the 
proposed 41sbl1r.emGJ'\t plan j,. too tlexibl.o .nd leave&. 
too muoh room fer lntarprutatlon (aven di.lgre.mont) by 
e1th.r "te)l' as to how much • particular reform 11 
wortb. 

Di._cusslonc The c:urr~nt disburaement plan I'equlres, 
inter a11a, that "it all policy reforms i4entltl-4 for: 
1992 have been implemented then th~ $140 million will 
be cSls'bllrled. zt not, than US~ID will determine the , 
.iiO ~f the disburiemant baaed on the 1m~o~t.ne. of the 
retorJ1ls accompltshacl to date". The Committee'. concern 
WAS that the Mi,.ion may find ItsAlt !n tbt difticult 
posit~.on of having to d.to"mi n. how muoh a .paoifio 
'reform J. worth and tl1at t.he d11burlemant plan may not 
p.rl\\i~ tho Miasl.on to allooate resources 1n .uoh a way 
au to provide luffioiant incentives/sanotion. for tha 
aOE to undertake the ~ore d1fficult reforms, such as 
~rlvltiZAtinn~ 

- nesolutlon: This concern nas b •• n sati8tled by the 
Missionto m6,5A94S of a/31t2 ( )lul.liqan ... eoultar 
teletax) • Aa ral)Or,ted by th& Hi-saion, th6Y hoc! 
originally plannad to divide the $200 milllon pe~ ye.~ 
among three or fout equal diabu¥'lametlt. tied to 
p~~kage. of polioy m.aluras. However, alter 
preliminary alSQUsAions with the OOE, it beoame cle&r 
that thu Milsion ond the GOE wo~14 not be ~bl0 to agraa 
on speoifio pllokages on an I prj.or.l basil. Inc1Qod, thA 
GOI pr.terred the proqram a. pre*ently propoee4, partly 
b.cause of ita experl~nce under the ~g~icultural 
pl:oauotion and Credit Projeot (APep), a .1milar policy 
baled program. Under tttG APCP, when tho aqree4 upon 
petfol"marace wa. not mIt, the USAID Hi.sion Dlraoto~, on 
th. advloo of hie t.chnl~al .tatt, decide4 bow m~~b the 
refo~ma were worth. ~ho ut •• ion reports that, thl. 
ayatem worked w.l1 .n4 that there i. no r.~.on to 
b.:U .• V8 that it will not w6rk undar the proposed Sector 
Policy Reform Program. 

8. I.suet Montion waa ~a4a of a eabla in which World 8enk 
official.s gAve a pr.sentatf.on to the V. S. ltmbas.ado~ to 
Egypt and dooct':I.bed 19ypt as doing poor1y on its 
r4lf,torlIIs • 

.,. Dl.c!UssiQn: It wa, noted that a recent American­
Exnhos .. y/Cairo oab1. gave an unfavol:'llble •• a.ssment ot 
tho GOEts proqrasB in the policy r.torm area, ,Mi.,ion 

( 
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SUBJECT. 86oto~ Polioy Ratorm 'I"oqra" 

is, no doubt, aware of this '8~e8.mQnt, Thi. ~.port 11 
ot inter.eat to ~ID/W becau"c of the cost. peat 
r.1UQtaftca to ~OV8 on r.for~' in cGrt.in are.-, euoh a8 
pr$.vatizatlon. 

.. , •• olutlon. 'he Committal) roeommende" that the Hl,udoJ\ 
i.ncorporat. it. views of thi •• 8 •• IJ~mcaJ\t into the PAAD 
if the assailment l. likely to ,ffect the program 
negiJt.lvely. 

c. In reapollse to a question railed about the cotton 
study, tbo Ni •• ion otated that thi. atud1 val 
included to complement and broaden the soope of the 
"Cotton J~It'k.tin9 and Grololingll atudy curr~nt1y underway 

. th~oU9h the ~~CP. The latt.~ study wa. I1dlte4 to 
thoee er... under the purview of the Mint.tr~ of 
Agrioulture. The introduotion of tbis st\ldy 1nto the 
Se"tor fQJ J.ey Program will involve the Mini.try of 
Industrl' and potentially lead to • 1rIore co.~t-.honsiva 
an4 fruitful pOlicy dialogue on eotton. 

'1'0 enabl0 AIIl/W to (ltay abreast ot the fro9ram" progx-e.11 the 
Comrlli.ttee raquested that the Miosion lend in periodic 'tat~8 
reports. -rhese report .. would inoll1cSu, but not be limited to, 
information pertaintng to the GOe meetlnq the Conditions 
Precedent (CP) and tJSAID" di.bur8c~ent of tuna,. Before 
amondtnq tbe ~AAD to authoriz. tty 19) tund1ng, tbe Mla.jon will. 
be roquostA4 t:o roeport on the aeCQJftpll.&hments of tb4 py • P2 
prograM anet SGt out tha reform 1gencta for FV '93. 

Given tht 8ur~aU'. familiarity with the Pro9ram and th. excellent 
quality of the Program outline (Cairo 124'4) wbioh tho Mi •• ion 
8~nt j.n fo~ ravlev, we ar. aatistl,d that the Pr09ra1t\ 18 sO\ind 
.n4 that the tliscion can implement thi. Progr_1I\ aucctseful11 
without san41ng in the a~d1tlon&1 'AlP dooum.ntation tor revie~, 

• 
d~mmaual 'I'hat :you approve the 14 bw1 D.l.gatl.on of. 
Authortty to the USAID/Egypt Mission Director to approve the 
Seotor Pol1QY R.fo~m Program notwith.tlndinq tha absence of an 
AID/Wwopprov.d Program As.tJatence Initial P~o~o't.:.l (PAl), 
ilubjeot to the COhgr.s,1onal. Notificat.ion be.lnq oleared by 
Congres •• 

I\PP,,"OVall 4~ .. · 
Disapprovall ~ •• _ _ ~ __ 

Date. ~.--#_1_~ ____ _ 
1f 
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CAIRO. EGYrT 

UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

PROJECT AUTHORIZATION 

Name of Country: Arab Republic of Egypt 

Name of Project: Technical Support for Sector Policy Reform 

Number of Project: 263-0233 

1. Pursuant to section 531 of the Foreign Assistance Act of 
1961, as amended (the "Act"), I hereby authorize the Technical 
Support for Sector Policy Reform Project (the "Project") for the 
Arab Republic of Egypt ("Cooperating Country") involving planned 
obligations not to exceed Ten Million united States Dollars 
($10,000,000) in grant funds over a three year period from the 
date of authorization, subject to the availability of funds in 
accordance with the A.I.D. operating Year Budget/Allotment 
process, to help in financing the foreign-exchange and 
local-currency costs of goods and services required for the 
Project. The estimated life of the Project is three years from 
date of initial obligation. 

2. The Project will assist the Cooperating Country to achieve 
its economic reform program, specifically those sector policy 
reforms related to the A.I.D. Cash Transfer for Sector Policy 
Reform. 

3. The Project Agreement may be negotiated and executed by the 
officers to whom such authority is delegated in accordance with 
A.I.D. regulations and Delegations of Authority. The Project 
shall be subject to the following essential terms, together with 
such other terms, conditions, and covenants as A.I.D. may deem 
appropriate. 

a. Source and Origin of Goods and Services 

Goods and services financed by A.I.D. under the 
Project, except for ocean shipping, shall have' their source and 
origin in the United States, or in Egypt as authorized pursuant 
to the requirements of State 410442, except as the USAID/Cairo 
Mission Director, or his/her designee, may otherwise agree in 
writing. Ocean shipping financed by A.I.D. under the Project 
shall, except as A.I.D. may otherwise agree in writing, be 
financed on flag vessels of the united States. 

~' 
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4. Based upon the justification set forth in the Project Paper, 
I hereby determine, in accordance with Section 612(b) of the Act, 
that the expenditure of united states Dollars for the procurement 
of qoods and services in Eqypt is required to fulfill the 
purposes of this Project; the purposes of this Project cannot be 
met effectively throuqh the expenditure of U.S.-owned local 
currencies for such procurement; and the administrative official 
approving local cost vouchers may use this determination as the 
basis for the certification required by Section 612(b) of the 
Act. 

Clearances: 
A/AD/EAS" PMulliqan ,)~ 
EAS, MGellerson I 
AD/TI, PDelBosque 
PDS/PS, MJune ;" 
AD/FM, DFranklin . , 
A/D/DIR, CCrowley ~~t~ 
Drafted: LEG:VMoore: 7/3/92:authctta 

I~ 

Date 
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I. ".cuti •• Su.aary 

A. OV.rvl_ 

1 

The Cash Transfer for Sector Policy Reform '(SPR) is a two year 
$400 .illion grant progra. (263-X-626). Its purpose is to support 
the implementation of Egypt's economic reform program, which aims 
to liberalize the economy and increase its market orientation. As 
such, it is an integral part of the overall mission goal of 
enhancing Egypt's role as a model of stability, democracy, free 
markets and prosperity in the region. One of the three Mission 
subgoals is to increase economic growth. The SPR program will help 
achieve this subgoal by promoting macroeconomic stability and 
market pricing, and by encouraging private investment and trade. 

The SPR will take the form of a $400 million policy-based cash 
transfer, divided equally between the two years. The accompanying 
$10 million Technical Support for sector Policy Reform (TSSPR) 
Project (263-0233) will provide TA over a 3 year period to help 
carry out the reform measures. The SPR will provide the GOE with 
foreign exchange, generate local currency--thereby reducing the 
fiscal deficit, supply technical assistance to help with the 
identification and implementation of needed reforms, and generally 
support the GOE as it undertakes difficult economic stabilization 
and adjustment measures. 

The SPR builds upon the policy-related activitie~ that the 
Mission has engaged in for many years. USAID was the first major 
donor to recognize the necessity for taking a broad, policy­
intensive approach to economic restructuring. This was reflected 
in the policy reform components of USAID projects in the 
agricultural and energy sectors. 

At the macroeconomic level, USAID has also played an important 
role in supporting Egyptian economic reform. USAID' s previous cash 
transfers provided support for the GOE as it undertook sporadic 
economic reforms. In addition, USAID funded a variety of policy 
stUdies and technical assistance in the financial, fiscal, and 
enterprise sectors. The results of these activities not only 
influenced GOE thinking, but also helped shape the comprehensive 
economic reform program that the GOE has recently adopted. 

This economic reform program focuses on macroeconomic 
stabilization and medium term structural adjustment. It is 
anchored by the IMF Stand-By Agreement and the World Bank 
Structural Adjustment Loan (SAL). These agreements spell out the 
principal objectives of Egypt's economic reform and identify in 
broad terms the reforms necessary to accomplish these objectives. 

The SPR is designed to support Egypt's economic reform by 
complementing the World Bank and IMF programs currently underway. 
It does this by identifying intermediate or supplementary policy 

~I .\ 
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measures which the GOE should implement if it is to achieve the 
goals of the overall reform program agreed to with the Bank and 
Fund. The SPR places particular eaphasis on extending the effects 
of policy reform to the private ~ector. It also calls, where 
necessary, for studies to determine the specific nature of GOE 
reforms to be undertaken, and provides the technical assistance 
needed to help the GOE carry out the studies and implement the 
refol~s. OVerall, the SPR adds specificity to the reform agenda 
which the GOB has adopted. 

Under the SPR, USAID will negotiate with the GOE a set of 
yearly policy measures covering four sectors: financial, fiscal, 
trade, and enterprise. Cash will be disbursed by USAID to the GOE 
over the two years of the program according to its policy reform 
performance in these four sectors. The policy measures are 
designed to complement and reinforce the reform program that the 
GOE has already agreed to with the World Bank and IMF. The SPR's 
policy reform agenda for each of the four sectors is described in 
general terms below. More details are provided in sections III and 
IV of the PAAD. 

B. The SPR Policy Reform Agenda 

USAIO's financial sector program is directed towards 
strengthening and deepening Egypt's financial system so that it can 
more effectively mobilize the resources needed to support the 
privatization of Egypt's economy. Specific policy measures 
concentrate on: strengthening the banking system by requiring 
higher capital/asset ratios and by permitting a greater role for 
foreign and private banks; deepening the securities market by 
providing a sounder legal framework and more equal treatment of 
debt and equity and by permitting a greater role for foreign and 
private securities firms; and liberalizing interest rates. 

The GOE has already committed itself in broad terms to fiscal 
reform directed towards reducing the size of the fiscal deficit and 
improving the efficiency and elasticity of the tax system. USAID's 
fiscal sector program concentrates on establishing specific tax 
policy and expenditure measures--the attainment of which assists 
the GOE in meeting its broad fiscal sector commitments. specific 
policy measures focus on broadening the general sales tax, adopting 
the global income tax, and improving the availability of GOE 
revenue and expenditure data. 

USAID's trade sector program promotes policy measures which 
help open Egypt's economy to international competition--thus 
encouraging domestic producers to become more efficient and hence 
more competitive in world markets. Specifically, policy measures 
promote further lowering of non-tariff trade barriers, the 
reduction of GOE control over export and import industries, and the 
reform of customs duties and procedures. 
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Policy measures in the enterprise sector support the overall 
SPR objective of promoting a greater role for the private sector in 
Egypt's economy. The reforms described above for the financial, 
fiscal, and trade sectors contribute to this objective by 
addressing the overall economic climate within which the private 
sector operates. The enterprise sector program builds upon this 
with specific measures aimed at the privatization of public 
enterprises, the reduction of public sector impediments to private 
sector growth, and the introduction of new business laws. 

c. project Assistance 

$10 million in project assistance will finance a program of 
long term and short term technical expertise to help the GOE 
achieve the agenda of policy measures. The grantee will be the GOE 
(Ministry of International Cooperation). Technical assistance will 
be carried out under direct AID contracts. Long term teams will 
provide assistance relating to banking and securities, public 
expenditure control, and trade policy. Short term assistance will 
be related to a number of policy measures. 

D. Pinancial Plan 

Program disbursement will occur as follows: upon signing of 
the grant agreement, $60 million will be disbursed. This amount is 
based on the progress that the GOE already has made on USAID­
identified policy measures since they were first discussed with 
the GOE in January 1992. The balance of the first year monies, 
$140 million, will be disbursed as follows: there will be up to two 
performance reviews between the signing of the grant agreement and 
the end of CY 1992. If all policy reforms identified for 1992 have 
been implemented, then the $140 million will be disbursed. If not, 
USAID will determine the size of the disbursement based on the 
importance of the reforms accomplished to date. The GOE will have 
until the end of June 1993 to complete implementation of remaining 
1992 reforms and thus receive the rest of the $140 million. 
However, if complete implementation does not occur by July 1 1993, 
then the undisbursed residual will be carried over to next year's 
sector policy program and the funding for that program will be 
reduced by an equivalent amount. A similar disbursement mechanism 
will be followed in the second year. 

Dollars will be disbursed into a separate special account. 
Approximately 75 percent of these dollars will be used for the 
importation of equipment and commodities from the united states, 
and up to 25 percent for the payment of U.S. debt. The GOE will 
deposi t into a separate account an amount of Egyptian pounds 
equivalent in value to the u.s. imports financed by the dollars 
disbursed under the program. 



II. .ackqr01lD&'II 

&. .ettilq for U ••• Bcoloaie A.,i.talce 

1. 101itiqal lDyirogae,t al4 U ••• goal, for Bcoloaie 
Mli.talqe 

The overall goal of u.s. economic assistance to Egypt is to 
enhance Egypt as a model of stability, deaocracy, free markets and 
prosperity in the region. Economic assistance is a major aspect of 
broa~er u.s. support to Egypt to facilitate the maintenance and 
broadening of permanent peace in the region. 

Egypt has traditionally played a leading role in the Arab, 
Islamic and African worlds by virtue of its history, size, and 
strategic location. It will be able to continue to play this role, 
however, only so long as it is politically and economically stable. 
sustained and equitable economic growth is a necessary condition 
for this stability and thus one of the three sub-goals of the USAID 
program. The proposed program assistance directly supports the 
strategic objectives of: 1) increased macroeconomic stability in 
the context of competitive price-directed markets; and 2) increased 
private saving, investment, and trade. Attaining these objectives 
is essential if the Egyptian economy is to meet its external 
financial obligations while improving the economic well-being of 
its citizens. 

2. Post-war Economic conditions 
The Gulf war produced a disastrous drop in tourism, 

temporarily reduced worker remittances, and boosted military 
expenditures. Although these costs were partially offset by higher 
Suez Canal and petroleum revenues, along with exceptional payments 
to defray military outlays, the Egyptian economic outlook was still 
very fragile--at least for the short term. Uncertainties 
associated with the war and its aftermath, together with the 
structural imbalances that permeated the economy, raised serious 
questions as to the prospects for a real recovery. 

Egypt's external current account deficit had been near the $3 
billion mark annually for the past three years with no improvement 
in sight. The GOE was accumulating large, unsustainable arrears uf 
debt service. In addition, the budget deficit was about 20 percent 
of GDP and both inflation and unemployment were serious problems. 
Fortunately, Egypt pressed forward with formulation of its own 
reform program in concert with the IMF, the World Bank, and USAID. 
The United states also took the lead in a program of debt 
forgiveness, writing off military debt of approximately $6.7 
billion. Paris Club negotiations resulted in a program to forgive 
approximately one-half of official external debt, bit by bit 
provided Egypt adhered to its comprehensive economic reform 
program. 

Under the staLilization program undertaken pursuant to its IMF 

\~ 
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standby Arrangement, Eqypt's short-term external financial position 
has improved significantly. The currency was floated and the 
·various exchange markets were unified. Interest rates were freed 
and rose to about 18 percent per annum on long term deposits and 
short term treasury bills. In response, Eqyptian-owned foreign 
currency, .ost of it counted as workers' remittances, flowed into 
the country. Remittances have recovered from the slump of the war 
and touria. i. hitting record levels. New economic programs with 
the IMP, World Bank, and bilateral donors are in place. At the 
aaa. time, debt forgiveness and rescheduling plus weak demand for 
iaports have reduced the deaand for foreign exchange, leading to a 
substantial buildup in reserves and, unfortunately for export 
development, a stable exchange rate despite continuing inflation. 
The balance of payments position is currently very strong, though 
finding an exchange rate consistent with sustained economic growth 
and improvement in the trade balance remains a problem. 

Egypt's economy has begun to stabilize. An expected drop in 
real GOP for FY 1992 did not materialize. various revenue measures 
and greater control of expenditures have cut the budget deficit in 
half, to less than 10 percent of GOP, and inflation is down. The 
economy remains stagnant, however. Public sector restructuring and 
market liberalization, if fully implemented, will certainly result 
in significant economic dislocations in the short to medium run. 
Considerable donor support will be required if the Government is to 
keep its economic policy reform program on track and at the same 
time adopt measures to provide a safety net for the poor. 

3. EcoDomic Reform and USA%D support 
The GOE's plan for economic reform is spelled out in its 

Memorandum of Economic Policy and its Economic Reform and 
structural Adjustment Program. If successfully implemented, the 
plan should ensure Eqypt' s transition from a centrally planned 
economy characterized by macroeconomic imbalances, inefficiency, 
and over-reliance on foreign inflows to a market-based economy that 
relies on the predominant private sector to allocate resources 
efficiently based on domestic and international market forces, and 
which is less dependent on foreign resources. 

The GOE has made a good start in reforming its economy in line 
with the objectives described above. Significant policies aimed at 
stabilizing the economy and achieving key sectoral reforms have 
been implemented since 1991--mostly as part of the Stand-By 
Agreement with the IMF and the SAL with the World Bank (see section 
II. D for details). Nevertheless, many of the most difficult 
reforms--especially those pertaining to the restructuring of the 
public sector--remain to be implemented. 

This situation presents an unusual opportunity and challenge 
for USAID. The time is ripe for a policy-based program, supported 
with appropriate technical assistance, which identifies and 
leverages those intermediate policy actions needed to be taken by 
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the GOE if it is to accomplish the reform targets it has set for 
itself. Moreover, the financial support provided to the GOE 
through the program can help alleviate the cost of adjustment and 
ease its burden on the poor. 

B. .cono.io OVervi •• 

1. In,," lerf011lllC. of GDP by Seqtor 
OVer the past three decades, the Egyptian economy has grown 

erratically. From 1965 to 1975, the annual real ql"owth rate of GDP 
averaged 3 percent. In the decade following the 1973 war, Egypt's 
average real growth of GDP jumped to o'Ver 8 percent on the strength 
of a strong surge in petroleum exports, Suez Canal dues, worker 
remittances and tourism (see Table 1). Private sector activities 
also expanded but, unfortunately, the boom was accompanied by a 
large increase in imports rather than in production of non-oil 
tradeable goods; thus the boom resulted in relatively little 
additional productive capacity in other sectors of the economy. By 
1985/86, Egypt's creditworthiness had worsened significantly. 
Import restrictions were imposed, investment was reduced, and as a 
result real growth over the rest of the decade slowed dramatically 
to 2-3 percent per annum. 

Table 1 
Gross Domestic Product by Sector 

(In 1974 LE Million) 
Avg.Annual 

Growth 
1974 1981182 1985186 1988189 1974 - 89 

Agriculture 3,122 3,932 4,353 4,732 3.6 % 
Manufacturing 1,545 2,670 3,384 3,720 6.5 % 
Construction 483 1,055 1,273 1,294 7.6 % 
Petroleum 481 2,668 3,500 3,746 18.4 , 
utilities 80 128 191 282 10.1 t 
Commerce&Finance 1,544 3,795 5,098 5,634 9.8 t 
Transport 267 1,358 2,024 2,197 17.4 % 
Suez Canal 7 642 653 649 108.4 % 
Housing 207 373 513 563 7.5 t 
Services 1,993 3,477 4,068 4,423 6.1 % 
Government 766 684 853 929 3.5 t 
GDP (a'c F. C • ) 9,729 20,098 25,057 27,240 7.7 t 
GDP (at M.P.) 10,495 20,782 25,910 28,169 7.4 % 

Source: World Bank Reports; USAID estimates for the last year. 

While the services and petroleum sectors grew at high annual 
rates during the period 1974-89 (17 percent for transportation, 10 
percent for utilities, 10 percent for commerce and finance, and 18 
percent for petroleum), the productive sectors (agriculture and 
industry) lagged behind. This structural imbalance impeded efforts 
to achieve sustained growth. Market distortions such as price 
controls and subsidies, as well as the domination of industry by 

, 1\1 
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grossly inefficient public enterprisee, were major factors behind 
the weak performance of the productive sectors. 

2. ot,,1' leoROaiq ID4iqators 
InDlY.nt. 'aving. and consuaptiop.. The Egyptian economy has 

been characterized over the past three decades by a high propensity 
to consWle -- government and private consumption accounted, on 
average, for about 85 percent of GOP (see Table 2). The GOE policy 
of subsidies contributed to the high level of private consumption. 
This high consumption level had at least two pernicious effects. 
First, it fostered large budget deficits due to the GOE's policy of 
subsidizing a wide variety of consumer goods and services. Second, 
it resulted in fewer domestic resources being available for 
productive investment by absorbing private savings. 

Investment has ranged between 20-30 percent of GOP during the 
last three decades. Approximately two-thirds of this investment 
was made by the public sector. Because the domestic savings rate 
has been relatively low, investment has consistently exceeding 
domestic savings and hence been partially financed by foreign 
savings. By the mid-1980s, however, reaction on the part of 
lenders to the "debt crisis" caused less foreign savings to be 
available to finance Egyptian domestic investment. Increasing 
domestic savings filled only part of this gap so that domestic 
investment declined to about 20 percent of GOP by 1989/90. 

Table 2 
Consumption. Investment and Savings 

Percent of GOP 

1,966 .illl 1981/82 1985/86 

consumptiop H:.l 104.2 ll.:J! ~ 
• Public 19.3 22.9 17.8 17.9 

· Private 66.8 81.3 67.0 65.2 

Investment. 16.8 22.7 lQ.:..! 26.0 
• Public n.a. 17.6 22.9 17.4 
• Private n.a. 5.1 7.2 8.6 

Savings 13.9 -4.2 15.2 17.5 

Sources: World Bank Reports; USAID estimates for the last year. 

Mon,tary conditiops and Interest Rates. 

1988/89 

76.9 
13.3 
63.6 

23.6 
16.3 
7.3 

ZL..! 

During the late 1970s and early 1980s, Egypt's money supply 
(M2) expanded rapidly at an annual average rate of 30 percent, 
reaching 80 percent of GOP. In the second half of the decade, the 

* central government only is included here. However, a proportion 
of military spending whose sizr. is unknown, is not included in 
these estimates. 



8 

qrowth rate declined to 21 percent. Money supply qrowth hit a peak 
in 1991 when M2 grew by 37 percent, compared to 18 percent in 1989 
and 29 percent in 1990. 

Increases in net domestic credit accounted for most of the 
aonetary expansion over the last decade. Before 1985, net domestic 
assets qrew at an annual average rate of about 80 percent, but the 
qrowth slowed to about 25 percent annually during the second half 
of the decade before increasing to about 35 percent during the 
1990s prior to the signing of the IMP stand-By Aqreement. 

The pattern of credit allocation has remained stable over the 
last decade, with about 70 percent of total credit directed to the 
public sector for financing of the fiscal deficit or support of 
public sector entities. In the next stage of Egypt's market-based 
development, the private sector's share of domestic credit will 
likely increase since preferential lending to the government and 
public enterprises has been elimineted. 

Based on the agreement with the IMF in May 1991, the Central 
Bank of Egypt imposed quarterly quantitative credit ceilings. Such 
monetary con'erol aims at reducing demand side inflationary 
pressures on prices, the exchange rate and interest rates. As a 
precondition to the agreement, the Government took initial steps to 
reform the monetary system by liberalizing most interest rates and 
introducing a Treasury bill market as the centerpiece of a system 
of market-based interest rates. The Central Bank discount rate is 
set at 2 perc~ntage points above the 3-month Treasury bill rate, 
which has stabilized at 18-19 percent. Banks are now free to set 
their own interest rates. 

Inflation aDd Prices. Our ing the past. decade, the real annual 
growth rate of GOP averaged about 4 percent, while the money supply 
was qrowing at an annual rate of 21 percent. This divergence in 
growth rates led to a persistently high rate of inflation. 
Official statistics reveal that this rate increased from about 10 
percent in the 1970s to 15 percent in the first half of the 1980s 
and 21 percent in the second half. 

The liberalization of prices for many items (agricultural, 
industrial, energy, and others) in the early 1990s as part of the 
economic reform program kept inflation at or above 20 percent 
between 1990 and 1992. 

Nevertheless, a stable exchange rate, tighter credit, 
higher interest rates and the reduction in monetary expansion kept 
inflation from being even worse and should contribute to an 
environment which is conducive to diminishing inflation and a 
positive supply response to the reforms implemented so far. 
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Table 3 

H5i!DHID !yrvev ,'!8~ - 19!;L} 

au .an lUi 1U1 nu uu. 
(Ind-period Stock., LE Billion) 

Broad Money Supply(M2) (of 25.93 30.68 37.U~ 44.88 54.55 64.09 82.51 92.53 
which) 

.Poreign Currency Depo.it. 6.53 7.68 11.49 16.09 21.61 27.34 38.05 47.09 

R •• tricted Depo.ita 1.75 1.94 3.11 5.08 5.07 6.02 7.42 8.06 

other Item. 4.02 5.70 5.92 4.99 5.65 7.21 8.34 12.27 

Domestic Credit (of which) 31.55 37.67 44.75 52.48 63.05 78.80 99.50 110.68 

Cla~8 on Central 14.73 17.05 19.48 23.46 29.19 37.94 47.58 54.08 
Government (Net) 

NonFin.Pub.Enterprises 7.48 8.95 10.18 11.69 13.65 17.31 23.75 26.05 

Private Sector 8.28 10.15 12.89 14.88 17.33 20.43 24.45 26.47 

Other Banking Insts. 1.06 1.52 2.20 2.44 2.89 3.12 3.72 4.08 

Net Forei9n Assets 0.15 0.64 1.39 2.48 2.22 -1.48 -1.23 2.18 
Source: International Financial Statistics 

Debt 'nd Debt i'orgi veness. Egypt's external debt grew 
dramatically over the last two decades as it borrowed from abroad 
to finance the fiscal and balance of payments deficits (See Table 
4). External indebtedness, which was US$ 8.3 billion (about 56 
percent of GDP, with a 15-20 percent debt service ratio) in 1976, 
increased to US$ 40 billion (about 120 percent of GDP) in 
FY1986/87. 

Table 4 
EX%ERNAL I2f.iB~ 
(US$ Billions) 

~ 1974 .l2ll 1986 lin .lnQ .an 
Debt outstanding 3.1 ~ 37.8 44.2 !.L.l ll.:..i 
Long Term (incl. IMF) 3.0 16.3 30.2 38.6 38.1 28.4 
Short Term 0.1 3.8 4.9 4.3 6.9 5.1 
Private sector 0.4 2.8 1.3 1.1 0.9 

n~~t S~[vice Batio 
(% of current receipts) 

n.a. 20.0 34.1 43.7 46.3 27.0 

Source.: IMF reports. 
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A Paris Club debt rescheduling provided some temporary debt 
relief in May 1987; but by FY90, total external debt reached about 
US$46.1 billion (representing 150 percent of GDP or a debt service 
ratio of 46 percent). Paris Club creditors reached agreement on 
another debt r •• tructuring plan in May 1991. The U.S. forgave $7 
billion and other bilateral donors n8C)otiated aqreeJIents during the 
reaainder of 1991 and early 1992. In some cases, debts were 
forgiven and in other cases they were rescheduled over a longer 
time period with lower interest rates. Much of this debt relief 
was conditioned on continued adherence to IMF stabilization 
targets. Consequently, Egypt's outstanding debt amounted to about 
US$ 35 billion at the end of 1991, but it will be reduced further 
with good policy performance. Egypt's debt service ratio fell from 
46 percent in 1990 to 27 percent in 1991 due to the forgiveness and 
rescheduling. 

3. Balance of paymepts Analysis 
Balapc. of Payments Disequilibria in the 1980' s. In the 

first half of the 1930s, key foreign exchange sources--petroleum 
exports, Suez Canal and tourism receipts, workers' remittances and 
foreign borrowing-- started to decline or stagnate. By 1981/82, 
the value of imports was growing about 20 percent per year, and 
deficits in the trade and current account balances reached $7.6 
billion and $3.5 billion respectively. In 1985/86, a further 
decline in petroleum exports accelerated the deterioration in both 
the current and capital account balances. By 1989/90, the trade 
deficit reached $7.6 billion. Interest payment obligations 
increased to $3.0 billion, while the capital account balance 
declined sharply to -$1.2 billion, down from $1.9 billion in 
1985/86, largely on account of lower inflows of loans and grants 
(Table 5). 

Several remedial actions were taken by the GOE in the second 
half of the 1980s to alleviate the balance of payments problem. 
These included: a large real depreciation of the Egyptian Pound and 
import restrictions (1985/86), GOE agreement with the IMF on an 
economic stabilization and adjustment program supported by an IMF 
Stand-By Agreement--which the GOE subsequently failed to comply 
with (1987), and a Paris Club deferral of $6.4 billion in debt 
service arrears (1987). Despite all this, the balance of payments 
disequilibria persisted--exacerbated by a growing budget deficit, 
excess money creation, and persistent inflation. 

'1'be Gulf crisis and its Impacts. contrary to expectations at 
the time, the net impact of the Gulf war on Egypt's balance of 
payments was positive. Despite the decline in tourism revenues and 
non-petroleum exports, the growth in the remaining foreign exchange 
current receipts (principally from shipping services, Suez Canal 
tolls, investment income, and remittances) resulted in an 
improvement in the net current account deficit (excluding official 
transfers) from -$3.1 billion in 1989/90 to -$2.6 billion in 
1990/91. Higher oil prices and capital inflows disguised as 

'11\ 
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TABLE 5 

Balanc. of Payment.: Sel.cted Year. & Items, 1981/82-1990/91 

(US $ Billion) 

Trad. Ba1anc. 

~. odlty .xport., roB: 

·P.trol.um 

·oth.r 

Commodity Imports, CIF 

Tourism Inflows 

Suez Canal Proceeds 

Work.r.' Remittanc •• 

Inter.st Obligation. 

CUrrent Account Balance (1) 
(Excl.official transfers) 

Current Account Balance (2) 
(Incl. Official Transfers) 

Direct investment 

Private Loans 

Capital Account Balance (3) 

Errors & Omissions (4) 

OVer-all Balance (1+2{~+4) 

N.t International Reserves 
(incr.... - ) 

Except.ion.l Financing: 

-Arrearll 

12nIB 
-7.6 

5.8 

4.7 

1.1 

-13.4 

0.6 

0.9 

1.9 

-0.9 

-3.5 

1.4 

0.9 

2.3 

1.2 

1.4 

1985/86 

-5.9 

3.4 

2.2 

1.2 

-9.3 

0.8 

1.0 

3.0 

-2.3 

-3.2 

1.2 

0.2 

1.9 

-0.1 

1988/89 

-7.5 

2.8 

1.1 

1.7 

-10.3 

2.1 

1.3 

3.5 

-2.5 

-3.4 

0.8 

0.1 

-1.3 

-0.4 

1.1 

-1.9 

-0.4 

2.1 

2.1 

12§2l2Q 
-7.6 

3.2 

1.2 

2.0 

-10.8 

2.2 

1.5 

3.7 

-3.0 

-3.1 

1.1 

0.1 

-1.2 

2.5 

-0.7 

-1.1 

2.3 

2.3 

1990121 
-7.5 

3.9 

2.0 

1.9 

-11.4 

1.5 

1.7 

3.8 

-3.7 

-2.6 

4.8 

0.1 

-1.0 

1.3 

2.5 

-6.0 

4.0 

-9.6 

-Debt forgiveness 7.7 

-R •• ch.duling 5.9 
remittances also contributed to the improvement. Official 
transfers also surged from $1.1 billion in 1989/90 to $4.8 billion 
in 1990/91, largely because of $4.0 billion in assistance to be 
provided by donor countries over the two year period 1990/91-
1991/92 to mitigate the effects of the Gulf crisis. Consequently, 
the current account balance, including official transfers, moved 
from a deficit of $2.0 billion in 1989/90 to a surplus of $2.2 
billion in 1990/91. 
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In addition, debt torqiveness amountinq to $13 billion was 
provided in late 1990, reducinq total debt outstandinq from $46 
billion to $33 billion. Overall, Eqypt's balance of payments went 
from $-700 million in 1989/90 to $2.5 billion in 1990/91. 

'IliACI of PaDIAt. Prolplct. IRtS B,.,ry... In the short run, 
the improvement in the services account ot the balance of payments 
is expected to continu~ as a result of growth in tourism and Suez 
canal receipts and a sharp decline in interest obligations due to 
debt relief. with the anticipated increase in workers' remittances 
following the Gulf war, the current account deficit is envisioned 
to decline rapidly despite a continued trade deficit. According to 
the IMF, the debt service relief provided by the Paris Club will 
sustain a net surplus in the capital account. This surplus, 
together with the high level of official transfers expected over 
the next few years, should support a positive overall balance of 
payments and a net increase in international reserves. This 
increase in net international reserves is, however, expected to 
decline from $6 billion in 1990/91 to $2.3 billion in 1991/92. 

4. Th. ri.cll Dlficit 
Egypt's budget deficit grew absolutely from LE 5 billion in 

1981/82 to LE 20 billion in 1990/91 (see Table 6). As a percentage 
of GOP, however, the budget deficit remained roughly constant-­
fluctuating around 20 percent before declining sharply to about 8 
percent in 1991/92 as a result of stabilization measures adopted by 
the GOE. 

Bank finance accounted about half of total deficit financing 
between 1981/82 and 1989/90. However, this share dropped to 8 in 
1991/92 as a result of the credit ceilings imposed under the IMF's 
Stand-by Agreement. Non-bank domestic finance and foreign 
finance accounted for about 29 and 21 percent, respectively, of 
total deficit financing over the last decade. With the increased 
capital inflows to Egypt after the Gulf crisis, the share of 
foreign finance increased significantly to 73 percent in 1990/91. 
This source of financing is not sustainable, however. 

5. Labor rore. I •• u •• 
In recent years, Egypt's labor force growth averaged 5 percent 

per year--rouqhly twice the population growth rate. Employment 
opportunities increa~ed more slowly, however, so that •• unemployment 
rose from 5.4 percent in 1981 to 12 percent in 1991. 

Approximately 73 percent of the 1abol.' force are employed in 
the private sector--35 percent in agriculture and 37 percent in 
other activities--while the remaining 27 percent of the labor force 
works in the public sector. If one excludes agriculture, however, 

•• This is the case despite the fact that during much of this 
period approximately 2.2 million Egyptians worked abroad, and the 
GOE in principle guaranteed a job to all graduates of higher 
education. 
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TAStE' 

(In LE 1liiian) .... 
1,. I2IU UII4 I4IU ElM l1li7 17111 ..,.. IMO 

Tea '.3 [., 10.4 11~ _~L7 ~. 1 ... 1 •• 4 au.O 
CennI CIcJIIIIrnNnI ....... I.. 7.a 1.2 1.7 .. 7 ... 11.4 11.. 11.7 
T ......... 4.1 U U 1.0 ... ... 1.1 • .e 11.1 
DINaIT_ 1.' 1.' 1.7 J.1 U 2.4 U 3.4 4.4 
...... T_ U U 1.7 U 4 4.1 U ... 7.4 
~T .. 0.1 U 1.3 1.4 1.1 1.7 1.1 2.4 2.' 
eu...DuIIM 1.' 1.7 1.1 1.8 1.1 1.1 1.4 2.1 2.' -.DuIM 0.2 0.2 0.1 0.1 0.4 0.4 0.8 0.7 1.1 
Other U 0.2 0.2 0.1 0.1 0.8 OJ 0.' • 0.8 

Nonfu AIwnue 2.1 U 2.1 1.7 U 1.7 U S.7 S.' 
1..00II GcMmment ...... O.S 0.1 0.4 0.4 0.1 0.' 0.' 0.1 0.1 
PublIc Service AuthortIIM 0.1 0.1 0.2 0.2 0.2 0.3 O.S 0.5 0.4 
Inwllment 8eH-FinllncIng 1.3 1.5 1.1 2.0 2.S '.0 U 3.5 S.1 

Total Expenditure 13.20 14.SO 16.80 ".41 21.10 21.17 28." 30.20 34.1. 
Current expenditure (of which) '.1 ... 10.' 11.1 13.e 13.2 15.' ".e 22.2 
W.I 2.0 2.2 2.e 3.2 3.4 3.7 4.e 5.2 e.1 
Inter_ 0.5 0.8 1.1 1.3 1.5 1.1 2.3 3.0 3.7 
SUblldIH2I U 2.1 ItO 2.0 3.0 2.S 2.7 3.3 4.7 
De .. _41 1.7 2.1 2.4 2.' 2.7 3.0 3.4 3.' 

c.pItaJ Expenditure 5.10 5.70 e.oo e.5I 1.00 7 .• 7 11.01 11.10 12.41 
Invellment 5/ 4.5 5.0 5.5 e.e '.2 '.0 11.0 11.5 12.5 
Net Capital and Inwltmant Fund o.e 0.7 0.5 0.0 (0.20) (0.03) (0.01) 0.10 81 (0.02) 81 

Budget deficit 4 .• 4.8 U 7.2 ••• 7.7 10 .• 11.8 14.7 

Total Financi 4 .• 4.8 e.4 7.2 ••• 7.7 10 .• 11.1 14.7 
Forlign 0.8 0 .• 1.1 1.5 1.' 1 .• 2.5 3.0 3:1 
Domelllc Nonbank Finance 1.0 1.2 1.5 1.' 4.' 2.' 3.7 3.7 3.8 
Domellic Bank Finance 2.1l 2.3 3.1 3.1 2.2 3.e 4.1 5.1 7.7 
OiICflpanCY 71 0.3 0.4 0.7 0.8 0.0 (0.5) o.e 0.0 0.1 

Budget Deficit al a ~ of GOP 23.4 1 •. e 22.e 21.0 23.3 17.4 1 •. 7 18.0 ".2 
Memollem 
GOP (at c;urrlnt IIlarket price.) 20 .• 24.5 2'.3 34.2 31.2 44.1 55.3 85 .• 10.' 

Footnotes 

11 AeYIsed estlmat. 
21 Excludes GASC bank borrowing. 
3/ Includes Social Fund outlays In 1991/92. 
41 Domestically financed expenditures only. Information on foreign-financed outlays is not provided. 
5/ Net of estimated re-evaluatlon of capital stock as from 1986187, and for 1990191 based 

on data provided by the Natlonallnvestmant Bank. 
6/ Includes extra budgetary outlays and outlays for restructuring. 
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71 Reflects primarily different compilations of domestic bank finance between the fiscal and monetary accounts. 
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the situation changes considerably with more than half of non­
agricultural workers employed in the public sector. In urban 
areas, the share of the labor force employed by the public sector 
is even higher. 

The policy reforms proposed in the sector program highlight 
several key labor market-related issues. First, there is the 
displacement of over well over 100,000 public enterprise workers 
that is liJc~ly to occur with public se\'o~or restructuring and 
privatization. This group of workers, while not large relative to 
the overall labor force, constitute a potentially significant 
impediment to public sector reform. 

Second, structural reforms of the labor market will be 
necessary if it is to efficiently accommodate the reform measures 
being implemented ~hroughout the economy. This will require making 
labor market information more readily available, establishing a 
clearer linkage between wages and productivity, and doing away with 
government regulations which promote the use of capital intensive 
production techniques and generally hinder employment creation in 
the private sector. 

c. Eqyptian Economic Reform Program 

The GOE began serious discussions in 1990 with the IMF and the 
World Bank over the major elements of economic reform and signed a 
stand-By Arrangement with the IMF in the spring of 1991 and a 
structural Adjus'tment Loan with the World Bank in the fall. 
Details of these programs are summarized below. 

1. stabilization - IMP/GOE 
The 18-month Stand-By Arrangement has as its main objective 

the restoration of macroeconomic balance and the reduction of 
inflation so as to provide a stable basis for resumed growth. The 
prior actions that were completed by the GOE before the signing of 
the standby were the implementation of the General Sales Tax, the 
restoration of customs duty rates to the levels that were in effect 
in ear..-ly 1989, and increases in energy and domestic petroleum 
product prices towards their economic levels. 

Performance criteria were set for monitoring the program. The 
targets for the first phase (before December 1991) were: (1) 
specific ceilings on net domestic assets; (2) floors on net 
international reserves of the Central Bank of Egypt; (3) 
elimination of all past arrears and any new arrears incurred after 
June 1990; (4) specific constraints on the stock of public sector 
borrowing; and (5) the unification of the exchange system. 
Subsequent review by the IMF indicated that most criteria were met, 
although public sector borrowing remained excessive. 
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The main targets after December 1991 were quite different. 
The overall fiscal def lci t was be reduced to no more than 9. 5 
percent of GOP for 1991/92 (subsequently revised downward to 7 
percent), will probably be no more than 6.5 percent for 1992/93, 
and will progress towards a level of no more than 3.5 percent by 
1995/96. As for monetary and credit policies, the government will 
limit the growth of total net domestic assets of the banking sector 
to a specified level. The continuation of a competitive exchange 
rate policy is required in order to maintain an external balance. 

2. structural Adjustment - World Bank/GOB 
The World Bank structural Adjustment Loan ($300 million in two 

tranches) supports the Government's Economic Reform and structural 
Adjustment Program (ERSAP) in the areas of public sector 
deregulation, privatization, price liberalization, foreign trade 
liberalization, and private sector development. Its objective is 
to promote sustainable medium-term economic growth. 

Privatization is a main theme of public sector reform, 
together with the reform of the organizational and management 
strncture of public enterprises. The GOE will liberalize prices 
for industrial goods, energy, cotton and agricultural inputs by 
allowing prices to rise to market levels. The GOE will promote the 
development of the private sector by reducing investment and 
production licensing and product mix requirements, and by 
eliminating the distribution monopolies for fertilizer and cement. 

Foreign trade will be liberalized. On the import side, the 
GOE will reduce the coverage of bans and prior government 
approvals, and will reform the tariff system. On the export side, 
the government will reduce the restrictions on exports and will 
develop a plan to improve the drawback and temporary admissions 
regimes. 

since the economic reform program will entail social 
adjustment costs, the GOE has established, with the World Bank's 
support, a special Social Development Fund. This Fund is intended 
to alleviate severe economic pressures on the poor by providing 
retraining programs, as well as developing and implementing job 
mobility programs. 
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The sector Policy Program is an integral part of the overall 
mission strategy. It is designed to support the objective of 
increased Egyptian economic growth by promoting increased macro­
economic stability, market pricing, and greater private investment 
and trade. The sector Program has been carefully structured so as 
to complement and reinforce the reform program which the GOE has 
agreed to with the IMF and World Bank. It extends, however, beyond 
the end of these programs and contains policy measures different 
from those in these programs. The SPR also will provide the GOE 
with resources to ease the adjustment process and technical 
assistance to support the reform process. 

A wealth of experience suggests that a country must have a 
strong market orientation, with sound fiscal policies, a relatively 
open trade regime, and an effective financial system if it is to 
experience sustained private sector-led growth. As described in 
detail below, none of these conditions currently exist in Egypt. 
Thus the sector Program is designed to address constraints in the 
financial, fiscal, trade, and domestic enterprise sectors. 

B. Financial sector 

1. Analysis of sector 
The banking sector is dominated by four public sector 

commercial banks (PSCBs), which currently hold about 65 percent of 
total deposits. Overall, there are 44 commercial banks (including 
the PSCBs), 33 business and investment banks (11 joint ventures and 
22 foreign branches), and 4 specialized banks for a total of 81 
banks. PSCBs and government entities have ownership in many of the 
joint venture commercial, business and investment banks. 

Interest rate ceilings in the banking system existed until 
early 1991. These ceilings were imposed by the Central Bank on 
borrowing and lending in local currency. Nominal interest rates 
were below the inflation rate, however, resulting in negative real 
interest rates. In contrast, interest rates on foreign currency 
deposits were based on international market interest rates and thus 
offered positive real returns. This real interest rate 
differential encouraged Egyptian residents to hold a 
disproportionate share of their assets in foreign currency 
deposits. 

Non-bank Islamic investment companies evolved in the mid-1980s 
in response to the distortions in interest rates and the 
inefficiencies in the financial sector. By offering interest rates 
significantly in excess of those available from banks, they 
succeeded in mobilizing large amounts of deposits. In addition, 
Islamic investment companies rendered foreign exchange transfer 
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services more efficiently--at lower transactions cost--than the 
banking system. However, these companies collapsed in 1987. The 
high interest rates on deposits, losses trom gold speculation, and 
the maturity aismatch between assets and liabilities were the main 
factors accounting for their collapse. Nevertheless, they taught 
one i.portant economic lesson--Eqyptian savers respond positively 
to interest rate incentives. 

until recently, the banking system made preferential interest 
rates available to certain sectors of the economy. Aside from 
government entities, industry and agriculture got the most 
concessional interest rates--not exceeding 17 percent. Loans and 
overdraft facilities to public sector enterprises were also 
available at even more concessional rates (7-11 percent). These 
concessional rates distorted the price of capital and thus resource 
allocation in the economy. Lending to public sector enterprises 
not only crowded ou~ private inv~stment but led to the erosion of 
banks' capital since loans went mostly to loss-making enterprises. 

Financial sector reforms aimed at correcting distortions in 
interest rates were introduced by the Central Bank in January 1991. 
The government liberalized most interest rates and introduced a 
treasury bill market as the centerpiece of a system of market based 
interest rates. The result was higher market-based interest rates­
-although at the current 15-20 percent inflation rate, real 
interest rates remain very low. Higher rates on deposits have 
encouraged the holding of LE deposits. Reinforced by the stability 
of the now free-market exchange rate, a repatriation of savings 
from off-shore accounts has been another response. Lending rates 
that reflect the real cost of capital, particularly with the 
elimination of the preferential rates to targeted sectors and to 
the government, are expected to lead to a more competitive, and 
hence more productive allocation of credit. 

Improving prudential regulations and strengthening banks • 
capital structure are key elements in the financial reform program. 
Recapitalization of the four public sector banks took place in 
1991. The Central Bank issued a circular in January 1991 
regulating bank capital adequacy using the Basle risk-weighted 
guidelines, and implemented by July a system for classification and 
provisioning of banks' assets. 

The Central Bank's control over the money supply was not 
effective until 1991. During the past 5 years, the average annual 
growth rate of the money supply was about 25 percent, compared to 
only 2.5 percent GOP growth. The discontinuation of overdrafts by 
the Ministry of Finance, the introduction of the treasury-bill 
market, and the quarterly quantitative credit ceilings imposed by 
the CBE in agreement with the IMF have enabled the CBE to exercise 
more effecti ve control over the growth of the money supply. 
Nevertheless, policy instruments available to the Central Bank are 
not yet sufficient. Development of a secondary market for 

r. 
,'\ \) 
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securities would permit more efficient open market operations. A 
stronger banking system would permit more effective use of reserve 
requirement adjustment. Both issues will be addressed as part of 
the Sector Policy Program. 

2. 'Irrier. InO COR.traintl to Growtb agO Deyelqp .. nt 
Despite the reform of the monetary system to date, efficient 

allocation of financial resources is still adversely affected by 
various interest rate distortions. These include below market 
interest rates for: Housing Bank loans to finance low-income 
housing and for refinancing of export credit; CBE deposits; 
National Investment Bank loans to the housing sector; and loans to 
strategic projects, such as food security and land reclamation. 

The growth of a safe and stable financial system depends, 
inter ~, on banks' capital adequacy levels. By the early 1990s, 
capital levels of the four PSCBs were inadequate due to the long­
existing system of sectoral allocation of credit, including 
overdraft facilities, to loss-making public sector companies at 
negative real interest rates. This increased the level of non­
performing assets on banks' balance sheets, and adversely affected 
their solvency. Recapitalization of the four PSCBs began in 1991. 
Under the IMF agreement, they should reach the 8-percent target for 
the capital adequacy ratio by the end of 1993. They have not yet 
reached the target, and thus the absence of adequate capital 
persists as a barrier to the stability of the financial system. 

Domination of the banking system by PSCBs and barriers to free 
entry limit competition in the banking system and hinder the 
efficient allocation of financial resources. In addition, PSCBs do 
not provide the wide range of financial services which can reduce 
transactions cost and increase efficiency of the financial system. 
Moreover, PSCBs still receive preferential treatment on branching-­
thereby reducing competition in the financial sector. 

Private sector participation in the banking industry is 
restricted by PSCB ownership in many commercial, business, and 
investment banks. Such ownership limits the banking sector's 
access to the better expertise and management associated with the 
private sector. 

An amendment to the Banking Law was passed by the People's 
Assembly in June, 1992, which is expected to remove many of the 
current restrictions on private and foreign banks. These 
restrictions include laws and regulations that do not allow them to 
operate in local currency. Under Investment Law 43/1974, for a 
bank to operate in local currency, foreign ownership must not 
exceed 49 percent. This deprives the financial sector of the 
expertise which such banks bring with them and thus reduces 
compp-tition and efficiency in the sector. 

J~\ v' 
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Inequitable tax treatment of financial instruments and 
institutions is a major constraint to development of the securities 
market. Bank deposits and the resulting interest are tax exempt. 
Securities, on the other hand, are subject to a number of taxes 
inr::Auding the annual stamp duty and the taxes on mobile capital 
revenue, general income, and corporate income. The favorable tax 
treatment of bank deposits does not take into consideration the 
inherent rj.sk in securities, and discriminates against 
corpora.tions • 

Growth of the securities market is also restricted by the 
statutory 7 percent ceiling imposed on interest paid on corporate 
bonds or other debt instruments. This cei 1 ing has become obsolete 
and does not take into consideration the present market (treasury­
bill anchored) interest rate, which is in the range of 17-19 
percent. Elimination of this 7 percent ceiling is both inevitable 
and desirable. Moreover, high fixed brokerage fees discourage 
dealing in securities. The People's Assembly also passed a new 
Securities Law in June, 1992, but the details of its operation are 
not yet known. 

The growth of non-bank financial institutions is currently 
stifled by various laws and regulations. Law 146/1988 organizing 
Fund Receiving Companies (FRCs) has negative tax implications for 
financial instruments. FRCs, essentially Mutual Funds (MFs), can 
issue investment debentures which commingle the capital paid by 
shareholders and funds raised from the public. These debentures 
are treated as though they were an equity shareholding in the MFs. 
Income from MF investments is subject to the corporate income tax 
before being distributed to the holders of •• the investment 
debentures, who in turn pay tax on this income. Such double 
taxation reduces the attractiveness of such debentures. 

various provisions in the legislation allowing corporations to 
establish corporate pension funds serve, in practice, to discourage 
their formation. Legislation stipulates that 1 percent of the 
revenues of a private pension fund (both subscriptions and 
investment income) must be paid to the Ministry of Social Affairs, 
and that 50 percent of a Fund's assets must be deposited with the 
National Development Bank. The second stipulation in particular 
needs to be abolished since it restricts pension fund asset 
management. 

* corporations are taxed for capital gains realized on 
securities, while individuals are not. 

** This, however, contradicts Tax Law 157/1981 according to which 
any company which holds more than 90 percent of its assets in 
the form of financial securities is exempted from the 
corporate income tax. 
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3. strategy for 144ressiDa con.traiDt. 
As discussed above, the development and growth of the financial 

sector faces a number of barriers and constraints. The goals of 
the financial sector reform program are to: improve credit 
allocation by the banking system, eliminate disincentives to the 
activation of capital and securities markets, and strengthen the 
financial structure of the banking system. 

The sector Program's conditionality in the financial sector 
concentrates on: 

* increasing private sector participation, both domestic and 
foreign, in the banking system; 

* removing remaining interest rate distortions; 

* passing a new securities market law; 

* achieving equitable treatment for different financial 
instruments; and 

* strengthening banks' capital structure. 

The principal counterpart organizations will be the Central Bank, 
the Capital Market Authority, the Ministry of Economy and the 
Ministry of Finance. 

of. Impact 
Successful implementation of the reforms identified in this 

program will likely have the following impacts: the financial 
sector should become more competitive, with greater opportunities 
available for private and foreign banks and financial institutions. 
This enhanced competition will ensure that a more complete range of 
financial services is available. The securities markets should 
develop extensively once debt and equity instruments are put on a 
more equal footing. This will help mobilize the resources needed 
to finance a growing private sector in Egypt. Finally, the 
financial sector should become more efficient--attracting savings 
and then channeling them to investments which offer the highest 
returns. 

c. FISCAL SECTOR (GOVERNMENT REVENUES AND EXPENDITURES) 

1. ADalysis of Sector 
Sector Role. Egypt's fiscal sector has a key role to play in the 

transition towards a market economy. It can help foster 
sustainable private sector-led growth by providing a stable fiscal 
environment which promotes efficient allocational decisions, 
savings, and external resource inflows. stability .t~equires prudent 
fiscal deficits, controlled inflation, and external 
creditworthiness. Efficiency depends on fiscal policies that 
encourage resources to be used where they are most productive, and 
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on a reCJille of public sector expenditure which effectively 
co.pleaenta a qrowing private sector. 

"YJDU'" Total GOE revenue. aore than tripled between 1981/82 
and 1990/91 with central goverlUlent revenues accountinCJ for 85 
percent ot thi. increase. Preliainary data tor FY 1990/91 indicate 
that total GOE revenues were LE 28.2 billion or 29 percent at GDP 
(.ee Table 6). The increase in GOE revenues is a result of the 
increase in central government revenues to LE 23.6 billion. About 
65 percent (LE 15.5 billion) of central government revenues came 
fro. tax sources, with the balance (LE 8.1) from non-tax sources. 
Direct income taxes accounted for 45 percent (LE 6.9 billion) of 
tax revenues, while indirect taxes accounted for 55 percent. Non­
tax revenues result from the transferred profits of public 
authorities (mainly petroleum, the Central Bank and the Suez Canal) 
and public sector companies. Public authorities and companies 
accounted for 70 percent of non-tax revenues in 1990/91. 

The 40 percent increase in revenues in 1990/91 resulted from the 
GOE's adoption of various revenue generating measures agreed to 
under the IMF program. These included: the implementation of the 
general sales tax in May 1991; restoration of customs duties to 
their pre-July 1989 rates; increases in energy and tobacco prices 
and taxes; higher fees, charges and railway fares; and the full and 
timely transfer of taxes and profits from the Suez Canal and the 
petroleum authority. 

IXDenditures. Over the last decade, nominal GOE expenditures grew 
at an average annual rate of 13 percent, although in real terms 
they fell by about 5 percent annually. Preliminary actual data for 
1990/91 indicate that total expenditures reached LE 48 billion or 
about 49 percent of GOP. The shares of current and investment 
expenditures in total GOE expenditures have remained fairly 
constant at about 62 and 38 percent, respectively, over the last 
decade. 

Wages, explicit subsidies, defense, and interest on public debt 
account for about 80 percent of current expenditures. Over the 
last decade, wages, subsidies, and defense each accounted for about 
20 percent of current expenditures. Hidden subsidies resulting 
from the use of an overvalued exchange rate were also very large. 
Debt interest payments increased more than fourteenfold between 
1981/82 and 1990/91, with their share in current expenditures 
increasing from 6 to 24 percent. 

About 44 percent of investment expenditures were directed to the 
economic services sector over the last decade, while 39 and 17 
percent went to the non-financial public enterprise and the social 
services sectors, respecti vely. The economic services sector 
includes transport and communications, electricity, and 
agriculture, which accounted for about 14, 13, and 6 percent, 
respecti vely , of public sector investment. Housing was the 
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principal element in the social services sector accounting for 13 
percent of public investment. 

Th. Budg.t D.ficit. The overall budget deficit increased from LE 
4.9 billion in 1981/82 to LE 19.8 billion in 1990/91. As a 
percentage of GDP, it fall from 24 percent in 1981/82 to If.'percent 
in 1986/87 before rising to 20 percent in 1990/91. As 
discussed above, reduction of this deficit is a key element of the 
GOBls economic stabilization plan. 

Borrowing from the banking system, including the Central Bank 
has financed roughly half the budget deficit in recent years. 
Credit ceilings imposed under the IMF's stand-by Agreement 
contributed to a drop in domestic bank financing of the deficit 
from LE 7.7 billion (26 percent of total finance) in 1989/90 to LE 
1.6 billion (8 percent of total finance) in 1990/91. Non-bank 
domestic finance (which includes pensions and social insurance, 
post office savings, self-financing surplus, and government bonds) 
and foreign finance accounted, on average, for 29 and 21 percent of 
total deficit financing. with the increasing capital inflow after 
the Gulf crisis, the share of external finance in total finance 
increased significantly from 21 percent in 1989/90 to 73 percent in 
1990/91. 

2. Barriers and constraints to Growth and Development 
Fiscal revenues in Egypt are heavily dependent on the external 

sector, e. g. Suez Canal earnings and oil revenues. Adverse 
external circumstances thus impact directly and substantially on 
government revenues, in addition to their indirect effects on the 
general level of economic activity and consequently on other tax 
revenues. 

The tax system as a whole is characterized by relatively low 
revenue elasticity. The present schedular income taxes combine the 
undesirable features of high marginal tax rates with eroded bases. 
The latter is due to tax avoidance and evasion, various tax 
holidays, and the vulnerability of tax revenues to inflation due to 
both the long lags between assessment and collection of taxes, and 
the inadequate penalties applied to delayed payments. In addition, 
customs receipts are limited by a tariff structure characterized by 
many specific tax rates and the widespread use of exemptions. 

The complex structure of income, property and inheritance taxes 
creates high costs of administration and virtually guarantees 
continued poor compliance. Indirect taxes, such as the development 
duty and the social solidarity tax, are often levi~d on bases which 

***The deficit in FY 1990/91 was increased by a one-time effort 
on the part of the GOE to recapitalize public sector banks. In the 
absence of that effort, the deficit would have been closer to 14 
percent. 
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overlap with those for other taxes, thereby increasing both 
compliance and administrative costs. In addition, the wide 
variation in tax rates on different types of income, together with 
the wide range of customs duties on various types of imports, 
introduc6 significant economic distortions in the economy. These 
hinder the efficient allocation of resources. Moreover, the 
structure of the tax system, together with problems of tax 
avoidance and evasion, do little to ensure horizontal and vertical 
equity. 

3. strategy for Addressing Constraints 
The success of the GOE's economic reform program depends 

critically on both the attainment of macroeconomic stability and 
the reduction of distortions in the economy which cause resources 
to be used inefficiently. As discussed above, Egypt's current tax 
system is relatively revenue inelastic and also highly 
distortionary. Consequently, tax reform can potentially play a key 
role in both stabilizing the economy (by reducirlg the budget 
deficit) and making it more efficient (by allowing resources to be 
used where they are most productive). 

The GOE has demonstrated commitment to fiscal reform. The 
budget def ici t is on track to be reduced, through expenditure 
restraint and resource mobilization, as targeted under the IMF 
Stand-by Agreement. On the tax side, the GOE has adopted a general 
sales tax, which will ultimately evolve into a full blown value 
added tax, and plans to implement a global income tax to replace 
the series of schedular income taxes now in effect. 

In this context, USAID policy conditionality in the fiscal 
sector concentrates on establishing specific tax policy and 
expenditure benchmarks--the attainment of which will assist the GOE 
in meeting its broad fiscal sector commitments. These benchmarks 
will focus on: 

* broadening coverage of the sales tax; 
* detailing the structure of the global income tax; 
* limiting the growth of certain components of GOE 

expenditures; and 
* improving public access to GOE fiscal data. 

4. Impact 
Implementation of the fiscal sector policy measures should 

contribute to a fiscal system which is not only more elastic and 
efficient, but also easier to administer. Moreover, the 
publication of relevant fiscal data in a timely fashion should 
provide a more open environment within which fiscal policies can be 
assessed and made. 

As the tax system becomes more elastic, tax revenues will 
increase relative to the level of economic output. This trend, 
together with reasonable controls over expenditures, will help to 
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reduce the fiacal deficit and thus contribute to macroeconomic 
atability. Moreov.r, the structural reform of the tax system that 
result. fro. the adoption of a global inco.e tax and the broadening 
of the general aales tax will encourage resources to be used aore 
productively and consume fewer resources in administration--thus 
contributing to increased economic qrowth. 

D. '!'rad. ..ator 

1. ay.rvlww of th. Stator: 
Q.D_ra1 D.aariptioD. In recent decades, Eqypt has followed an 

import sUbstitution strategy that placed little emphasis on export 
promotion. Nasser initiated a strong industrialization drive 
headed by the public sector in 1960. The government monopolized 
imports, and barter deals were introduced to exchange Egyptian 
goods for military ilnports. By the early 1970s, the economy was in 
recession and foreign exchange was scarce due to reduced foreign 
aid and increased military outlays. 

Egypt's 1974 O1o'en Door Policy began to liberalize trade and 
foreign exchange practices. Receipts of foreign exchange surged 
because of the boom in oil exports, increases in tourism revenues, 
and drastically higher Suez Canal earnings, workers' remittances 
and foreign aid. Real GOP grew at an annual rate of 9.5% between 
1975 and 1983/84. Total current account receipts and transfers 
increased from $2.8 billion in 1975 to $12.5 billion in 1983/84. 
While oil exports increased from zero to $3.0 billion during this 
period, non-oil exports remained stagnant, in nominal terms, at 
$1.4 billion. Imports tripled from $3.6 billion in 1974 to $10.7 
billion in 1983/84, thereby absorbing around 60% of the increase in 
foreign exchange receipts. overall, the trade deficit increased 
from $1.8 billion in 1974 to $6.4 billion in 1983/84. 

Egypt's heavy reliance on oil exports made it especially 
susceptible to the fall in oil prices which occurred in the mid 
1980s. Oil export revenues declined sharply from $4.~ billion in 
1984/85 to $2.7 billion in 1988/89. Despite the fact that non­
traditional exports (non-oil industrial exports such as textiles 
and chemicals) increased by 220% between 1984/85 and 1989/90 (from 
$0.74 billion to $1.64 billion), and that imports remained roughly 
constant (from $10.5 to $10.7 billion), the significant decrease in 
oil exports throughout the period resulted in an overall worsening 
of the trade deficit (from $6.3 billion in 84/85 to $7.6 billion in 
1989/90). 

Exports. In 1974, the major Egyptian exports were raw cotton 
(36%), textiles (20%) and agricultural commodities (11%). starting 
in 1975, however, oil became the principal export commodity while 
cotton and textiles declined in importance. with the fall in 
int.ernational oil prices in 1982/83, proceeds from oil exports 
decreased (see Table 7). By 1989/90, oil exports constituted 39.8% 
of total exports--down from 68% in 1983/84. Exports of cotton also 
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declined from $356.1 million (10' of exports) in 1985/86 to $220 
million in 1989/90 (7' of exports), as a result of the continuing 
governaent policy of suppressing cotton far.gate prices. 

Between 1986/87-89/90, non-traditional exports grew rapidly-­
although frOil a very low base. These included food processing (21' 
per year), chemicals & pharmaceutical (51' per year), wood products 
(109' per year), knitted products' garments (65' per year), iron 
, ateel (134' per year) and aluminua (19' per year). While the 
share of priaary commodities declined from 68' of total exports in 
1986/87 to 50' of total exports in 1989/90, the share of semi­
finished products remained roughly constant at 20', and the share 
of finished goods increased from 16' to 30' in 1989/90. 

The public sector still monopolizes the export of petroleum, raw 
cotton, cotton yarn and alumina. The private sector is responsible 
for most non-traditional exports such as processed food, 
pharmaceuticals, furniture, garments, and metal products. At USAID 
urging, rice recently switched from the public to the private 
sector. 

Imports. Between 1974 and 1983/84, the total value of imports 
tripled from $3.6 billion to $10.7 billion (see Table 8). The 
share of capi"tal goods increased from 16% to 26% with the growth of 
new r.apital intensive investments, while the share of intermediate 
goods decreased from 42% to 34%. Total imports declined between 
1984/85 and 1986/87 by 26% due to foreign exchange constraints, but 
reverted to their 1983/84 level by 1989/90. 

Table 7 
compositioD of Exports 

(US $ Million) 

1974 83/84 

Total Exports: 1754 4350 

-oil 187 2957 
-Cotton 663 452 
-Other agricultural goods 194 211 
-Other industrial of which: 710 730 

*Yarn 366 267 
*Ready made garm.&other textile 
*Chemicals & Pharmaceutical 

Source: CBE & EAS estimates 

86/87 89/90 

2831 3145 

1470 1229 
343 220 
124 187 
894 1509 

241 446 
28 189 
95 248 

The public sector monopolizes the import of wheat, flour, edible 
oil, and cotton. Only recently was the private sector allowed to 
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i.port fertilizer, sugar and tea. On average, the public sector 
i.ported about 75t of total i.ports between 1983/84 - 87/88. 

!febl •• 
ca.poeitioD of %aport. 

121! 1983/84 86/87 89/90 

Total Iaports($ million) 3618 10738 7952 10773 
Percent Coaposition: 
-Poodstuff 29t 28t 25t 21t 
-Intermediates 42t 34' 32' 38' 
-Capital goods 16% 26' 23' 22% 
-Other including grants 13% 12% 20% 19% ----- ----- ----- -----

100% 100% 100% 100% 

Source: CBE 

2. Barriers and constraints to Growth and Development 
Export Restrictions. In June 1991, after reducing export bans 

from 20 to 6 items, export quotas from 17 to 4 items and prior 
government approvals from 37 to 1 item, production coverage of all 
non-tariff barriers on exports was reduced from 11.9% to 4.2% of 
manufacturing and agricultural output. The impact was essentially 
equal on the private and public sectors, with a reduction of 65% 
for the latter and 67% for the former. In addition, public sector 
domination of key export activities, e.g. cotton and textiles, has 
likely limited their growth. 

Drawback , Temporary Admission systems. Exporters who use 
imported raw materials can benefit from either the drawback or the 
temporary admission system, provided they export the finished 
product within one year from the importation of the raw materials. 
Under the drawback system, exporters have to pay the custom duties 
and sales tax, but are entitled to claim them back upon exportation 
of the final product. Under the temporary admission system 
exporters can import banned commodi ties for the production of 
exported goods. Also, they need not pay duties and sales tax on 
regularly imported materials. Instead, private sector firms submit 
a cash or bank guarantee equivalent in value to the required duties 
and taxes. The public sector is only required to make a commitment 
to pay the custom duties in case of failure to export. To obtain 
the Letter of Guarantee (LtG), the exporter must make an interest 
free cash deposit amounting to 15%-100% of the va.lue of the LtG 
(depending on the relationship between the exportet and the bank) 
and pay a fee ~f 2% of the value of the LtG per qu~rter. Despite 
the major imprv.gment in the pace at which applications under both 
systems are processed, exporters still complain about the time to 
complete the paperwork and prepare the applications in the 
acceptable form. 
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_ort Regulation,. Products are exported through CUstoms 
without an export permit, with the exception of the commodities 
subject to quota (4 items) or quality restrictions (52 items-­
mostly agricultural). such commodities, which represented 5.5t and 
6.5' of total exports in 1988/89 and 1989/90 respectively ($150 
million and $205 million), require the approval of the General 
Authority for Export and Import Control (GAEIC). Quality control 
on exports has been criticized by many exporters on two grounds: 1) 
they are sometimes used to favor the public sector; and 2) GAEIC 
does not have the expertise to undertake quality inspection and 
hence its involvement is unjustifiable. 

Taritt Barri.rs. At present, import tariffs range between 5-
100 percent (except for certain luxury commodities such as cars 
which are subject to a rate of 160%). This range will be reduced 
to 10t-80 percent as a condition for release of the second tranche 
of the World Bank SAL. A sales tax on the value of the imported 
commodities, inclusive of custom duties, is also levied. The 
lowest tariff rates apply to basic foodstuffs and raw materials 
(5%-30%), while the highest rates apply to finished goods 
especially luxury commodities such as cars (85%-160%), cosmetics 
(85%), and various textile fabrics (85%). certain commodities, 
such as electrical appliances for domestic use, for which local 
sUbstitutes are available, also are subject to high tariff rates 
(100%) . On average, import duties and taxes added 10% ($1.1 
billion) to the cost of imports in 1989/90. 

Non··Tariff Import Barriers. As of May 1991, 105 commodities 
were banned from import, down from 210 import nomenclature numbers 
in 1986. As summarized in Table 9, overall production coverage of 
import bans decreased from 37.2% in 1990 to 22.7% in 1991 (a 40% 
reduction), while coverage of other non-tariff barriers--namely, 
prior ~qyernment approvals (on 18 items), special conditions (on 15 
items) and quality standards (on 69 items) --was reduced by 
81t, from 15.3% to 2.9%. 

Private sector production has been subject to a greater 
reduction in protection than the public sector. Specifically, 
private sector coverage decreased by 70% (from 36.3% to 10.9%), as 
opposed to a 40% reduction,from 76.4% to 47.5%, for the public 
sector. Production coverage of import bans has been greatly 
reduced for agriculture (from 35.9% to 9.8%) while the industrial 
sector (manufacturing & mining) is still subject to a high 28.5% 
coverage. Industr ies such as food processing, paper products, 
printing and non-metallic products experienced significant 

---- Of the 15 items, 14 are commodities which may not be 
imported if they are produced by the "Military Production 
Factories", which include, for example: diesel engines up to 
125hp., radiators, agricultural mechanical equipment, and certain 
types of generators and motors. 



28 

reductions. In contrast, textiles, beverages and tobacco, rubber 
products and ch •• icals, which fall aainly within the public sector 
doaain, received only small reductions in bans. 

Table , 
.roduatioD Cov.rag. of .oD-~ariff Barrier. to I.port. 

(, of doa •• tic output) 

21I1l1i." §IQtg[ fl::i.~Atl §1"tQ[ O~I[All 
March June March June March June 
lliQ 1991 1990 1991 1990 1991 

Bans (NTB1) 49.2' 41.2% 29.3% 10.3% 37.2% 22.7% 
-Agr. Sector 35.9% 9.8% 
-Manufac & 
Mining 37.8% 28.5% 

Other NTBs* 27.2% 6.6% 7.4% 0.5% 15.3% 2.9% 
Total NTBs 76.4% 47.5% 36.3% 10.9% 52.5% 25.6% 

3. strategy for Addressing Constraints 
As described above, considerable progress has already been made 

in liberalizing Egypt's trade regime. This is a major focus of the 
GOE's economic reform program and is supported by the World Bank 
SAL and the IMF Stand-By. Nevertheless, significant barriers to 
trade and impediments to better Egyptian export performance remain. 
USAID plans to assist the GOE in addressing these constraints 
through a combination of technical assistance and policy 
conditionality aimed at complementing the World Bank and IMF 
programs. 

GOE trade sector reforms to date concentrate on the reduction 
of non-tariff barriers to imports and exports and on the downward 
leveling of import duties. USAID proposes to focus its trade­
related policy dialogue and technical assistance largely on GOE 
policies or procedures which currently hinder private sector led 
export growth or constitute a bias in favor of the public sector. 
Areas of focus will include: 

* improving the temporary admission and duty drawback systems; 

* modernization of the Egyptian customs Administration so as to 
fully integrate customs into the indirect tax system; 

* identification and elimination of trade procedures and 
policies which hinder the ability of Egypt's private sector to 
compete on an equal basis with public sector traders; 

* reducing the production coverage of import bans to improve 
parity between the private and public sectors. 

* eliminating monopoly and monopsony positions of state export 
and import enterprises. 



29 

4. Iapact 
Adoption of the trade sector policy measures will help to open 

Egypt's economy to international competition--thus encouraging 
Egypt'. do ••• tic producers to becoae more efficient and hence more 
coapetitive in world markets. This should contribute, within the 
context of Bgypt'. overall economic refora, to an increased inflow 
of non-concessional foreign exchange via increased exports and 
greater for.ign investment. All this is essential if Egypt is to 
attain a reasonable level of sustainable economic growth. 

with trade sector reforms in place, there should be a gradual 
improvement in Egypt's trade balance as exports increase relative 
to imports. Most of this improvement should originate in the 
private sector, which will benefit from reform of the temporary 
admission and duty drawback systems and from the reduction of 
pref2rences given to the public sector. Moreover, Egyptian customs 
procedures will be streamlined to make them more consistent with 
international norms. 

E. Privatization of the Enterprise sector 

1. Analysis of the sector 

While the Enterprise sector includes industry, agriculture and 
commerce, its emphasis is on manufacturing because of the large 
percentage of capacity that is owned by the Government-nearly three 
times as many employees in 1987 as their private counterparts. The 
Government had 565,000 employees in manufacturing firms with 10 or 
more employees, while the equivalent private sector firms had 
193,000. Another 730,000 persons are employed outside 
manufacturing in public sector companies. Moreover, many joint 
ventures are majority-owned by public agencies, but are counted as 
private companies. 

The sector Program's focus on financial, trade, and fiscal 
policy constraints is an attempt to promote a sound macroeconomic 
framework within which sustained growth can occur. In contrast, 
inclusion of the enterprise sect'or reflects USAID' s view that 
meaningful privatization will require not only the same sound 
macroeconomic framework, but also very specific actions, reforms, 
and commitments on the part of the GOE to move the privatization 
process forward. 

Public enterprises are firms owned by the central government or 
Governorates. The latter are smaller but more numerous and most 
are in the process of being privatized. Approximately 1,400 
Governorate enterprises were put up for sale in 1991 and 250 pieces 
of property sold. There are more than 700 public sector firms at 
the national level. 383 state-owned enterprises operate under the 
Public Sector Companies Law 203 of 1991, (the replacement for Law 
97) while at least 250 firms with majority or total Government 
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ownership operate under the Investment Incentives Law 230 and are 
known as "joint venture companies." Another 90 firms are in the 
process of establishment, but the outcome is uncertain given the 
policy against new public investment in enterprises. Many of these 
fir1l8 have private ownership-foreign, Egyptian, or both--and operate 
under the same law that governs privately owned firms that take 
advantage of Law 230. They are able to operate, therefore, more 
like. private companies. Privatization may be easier for these 
companies to accomplish because the state-owned shares can be sold 
to the private partner or on the stock market to the general 
public. 

Prior to Law 203 of 1991, public sector companies operated under 
Law 97. Approximately 1.3 million people were employed by such 
companies, with about half of them in manufacturing, most under the 
Ministry of Industry. Most Law 97 companies were controlled by 
"organizations" which were in turn responsible to specific 
ministries. The structure prior to Law 203 is shown in Table 10. 
Under this system, the ministries, through the "organizations," 
controlled virtually everything the individual companies did, 
including the determination of prices, production quantity and 
product mix, additions to capacity and new investment (even if from 
their own resources), the wage structure and wage increases, the 
hiring of employees (virtually none were ever fired), and the 
selection (and dismissal) of management. 

Law 203 of 1991, which replaced Law 97 and is now being 
implemented, resul ted in sweeping changes. It is seen as a 
transitional law that will last for about three years after which 
all Government and private companies will operate under the same 
laws and regulations. Although Law 203 is not a privatization law, 
it does permit privatization of Government companies to take place, 
which is a substantial change. Ministries no longer have any 
direct role to play in the management of these companies. A new 
organization has been created, the Public Enterprise Office (PEa), 
that has the mandate to reorganize the individual public sector 
companies, now called "Affiliated Companies" (ACs), out of the 
previous ministry-based "organizations" into new Holding companies 
(HCs) responsible to their own boards and general assemblies, and 
ultimately the Public Enterprise Minister, i.e., the Prime 
Minister. The PEO is also to insure that the HCs and ACs operate 
according to guidelines, and more important, to promote and even 
implement privatization of ACs. 

2. Constraints and Barriers to change 

Public sector enterprises dominate manufacturing and are very 
sUbstantial in a number of other sectors. Although explicit budget 
subsidies tend to be relatively low, they benefit from a number of 
other advantages vis-a-vis the private sector. Many receive 
electricity, fuel and c~rtain raw materials such as cotton and 
cement at below market rates. Not only does this practice raise 
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the cost of these items to the rest of society, or require 
subsidies, it also permits unfair competition, thus discouraging 
investment by the private sector. Public sector companies also 
have been able to get bank loans at low rates of interest. Even 
worse, they have been able to draw on unlimited lines of credit to 
cover operating losses which contributes to their inefficiency and 
reduces the amount of credit available to the rest of the economy. 
Because they are public companies, tariffs and non-tariff barriers 
protect them from the competition of imports to an even greater 
degree than that which the private sector enjoys. Private 
investment in various industries has been prevented in order to 
protect them from domestic competition as well. For many 
industrial products, the public sector is the only supplier, which 
has the insidious effect of making the users of these intermediate 
products and materials uncompetitive by raising their costs or 
lowering their quality. Consumers also are hurt by having to pay 
higher prices or buy low quality goods. 

Although the public sector is being reorganized, the 
intermediate stage leaves a lot to be desired. The new HCs are 
still organized by industry groups. For example, all textile firms 
are in a single HC. This system continues monopolies, inhibiting 
competition. Reorganization of the ACs into diversified RCs which 
foster competition and greater efficiency incentives is desirable. 

Finally, few concrete actions have been taken by the Government 
to mitigate the dislocations caused by the failure or restructuring 
of public sector firms as they face increased competition or actual 
privatization. The perceived threat to public stability resulting 
from layoffs of public enterprise employees is almost universally 
viewed as the single most serious impediment to public enterprise 
reform. 

38 strategy for Addressing constraints 

The strategy in this sector, as in the others, will be to 
supplement the policy conditions of the SAL by targeting reforms 
that the Government has identified in its ERSAP but which are not 
SAL conditions. 

USAID is well-placed to advance privatization-related reforms. 
Its Partnership in Development project is already operating and is 
the main instrument available to the Government for the 
reorganization of the public sector and its privatization. 

The Sector Program will emphasize policy reform and 
privatization, but will not specifically address the possible labor 
dislocations except by requiring that the Government1s 
privatization plan include considerations of labor redundancy. The 
World Bank has designed and provided some funds for a Social Fund 
for Development (SFD) that is intended to alleviate the suffering 
brought about by restructuring. A number of other bilateral donors 

, 

~V 
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have pledged sUbstantial amounts to the SFO, although they have 
been reluctant to allow any of their funds to be allocated to the 
labor issues. The dollar disbursements resulting from policy 
reform under the SPR will generate local currency that the 
Government can use, if it wishes, to increase its expenditures on 
SPO activities. 

4. Iapapl; 

Implementation of these policy measures should lead to a more 
systematic approach on the part of the GOE to privatization. A 
significant number of public sector enterprises will become private 
and policy reforms will be adopted that make it easier for private 
sector enterprises to develop. 
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TABLE 10 
~TATE QWHEQ EHTEBfBISE~ 

(Under law 97) 
Ministry Employees 

Organizations Companies II , 
1. Agr.l Land 4 30····· 51419 3.9 
Recluation 
2. Public Works 1 7 12273 0.9 
3. Industry 6 114 563125 43.4 
4. Health 1 11 29095 2.2 
5. Military Production 1 11 56022 4.3 
6. Petroleum & 1 12 43211 3.3 
Minerals 
7. Electricity & 2 12 66517 5.1 
Energy 
8. Reconstruction, New 4 56 155428 12.0 
Communities & Housing 
S. Transportation, 5 36 86558 6.6 
Utilities, 
Communications & 
Maritime Transport 
10. Tourism & Civil 1 6 5586·· 0.4 
Aviation 
11. Supply & Int'l 4 43 136789 10.5 
12. Economy & External 3 29 47305 3.6 
Trade 
13. Commercial & 7 39224 3.0 

. Specialized Banks 
14. Culture 1 3 1847 0.1 
15. Information 1 6 636 0.7 

Subtotals 35 383 1295035 100.00 

***** Not including Salhia 

** i . Not ncludl.ng: 
- The Affiliated Hotels 
- EgyptAir 
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As discussed above, the goal of the Sector Program is to help 
foster sustainable economic growth in Egypt--thereby contributing 
to USAID's overall goal of enhancing Egypt's positive role in the 
Middle East. However, a rigorous benefit-cost analysis program is 
virtually impossible to do. The economic benefits attributable to 
the program cannot be quantified ex ante. In addition, the 
anticipated positive impacts of program-related reforms will not 
happen automatically. A variety of complementary conditions must 
also be met. That is, the policy reforms identified here should be 
viewed as necessary, but not suffici.ent, conditions for accelerated 
economic growth. Keeping this in mind, the magnitude of likely 
economic benefits and costs associated with the program are 
sketched out below. Chapter on monitoring identifies a number of 
variables that will be used to measure the impact of policy 
measures. 

2. possible Impacts on Growth 
The economy of Egypt has been stagnant for 10 years with the 

rate of growth about equal to popUlation growth. Given the unused 
capacity of land, labor and capital, the opportunities to apply 
more productive technology, available export markets, etc, the 
growth rate could easily double to 5 or 6 percent annually given an 
improved economic policy environment. with GOP equal to about $35 
billion, an extra 3 percent of growth would amount to additional 
GDP of about $1 billion or more annually. As mentioned above, such 
growth is not guaranteed, but will require larger investments, 
efforts by the pr i vate sector, and a variety of complementary 
policy reforms and actions by the GOE. Many of the policy reforms 
in the SPR Program are closely related to the IMF Stand-by and 
World Bank SAL. Attributing specific shares of the benefits to 
each of these programs will be impossible. Nevertheless, 
implementation of the reforms identified in this program should 
make a significant positive contribution to higher growth. 

3. Possible costs 
The proposed program of $400 million does not represent the cost 

of bringing forth more growth, but rather is money that can be used 
to facilitate the adjustments. The budget deficit is about 7 
percent of GOP and a reduction in it is both an objective of the 
GOE economic stabilization program and a means of increasing 
economic growth. The cash transfer can be used to finance the 
budget deficit in a non-inflationary way by reducing the need for 
the Central Bank to create credit for the GOE. In addition, a 
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variety of short-run costs are apt to be incurred by the GOE during 
the transition towards a market-based economy. For example, 
privatization could result in redundancies among the former 
employees that would impose costs on the government. Tariff reform 
could reduce GOE tax revenues. The $400 million could be used to 
at least partially offset these costs. 
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IV. !lb. s.ctor Policy •• fona Pr09r .. 

A. oe.criptioD of tb. policy progr ... 

The sector policy program that USAID proposes in this document 
requires policy reform in four sectors: 1) Financial; 2) Fiscal; 
3) Trade; and 4) Enterprise. The policy measures for this program 
fall into these four sectors and are divided between calendar years 
1992 and 1993. The actual measures are listed in the attached 
Tables 11 and 12. Annex A contains a detailed matrix that lists 
draft measures toqether with those that the GOE has proposed or 
which appear in the World Bank or IMF programs, as well as the 
justification for choosing particular conditions. Although the 
final, negotiated conditions are somewhat different, the 
relationships still hold true. 

By signing the Sector Policy Reform Program, the GOE will agree, 
in principle, to attempt to carry out a program of economic 
reforms. A separate Memorandum of Understanding will contain the 
specific conditions for reforms due in 1992. Late in 1992, USAID 
and the GOE will meet to finalize the conditions for 1993. The 
complementary technical assistance project described in chapter V 
will run for three years. 

B. Procedures for Disbursement 

$60 million will be disbursed upon the GOE signing the grant 
agreement, based on reforms already accomplished since negotiations 
began. The balance of the money for the 1992 sector program, $140 
million, will be disbursed--subject to satisfactory performance as 
determined by USAID in one or more reviews. The GOE can call for 
a review at any time, but one must be held at the end of 1992. A 
final review can take place any time before the end of June, 1993. 
The amount of the disbursement(s) will depend on USAID's evaluation 
of the significance of the reforms. If complete implementation of 
the reforms does not occur by July 1, 1993, then the undisbursed 
residual will be di L~bursed against the following year's Sector 
Grant Program and the funding for that Grant will be reduced by an 
equivalent amount. A similar process will be used for disbursing 
funds under the 1993 program. 

The Memorandum of Understanding, which sets out the specific 
conditions or performance indicators, will not be a part of the 
project agreement that will be sent to the National Assembly for 
approval. It will be an official agreement between the two 
governments, however, and the basis on which disbursements will be 
made. 



PIDIICIAL 

1. Th. GOB will 
ca.pl.t. • .tudy of 
tbt tin'nci~l •• ctor 
(including bankI, 
in" •• t.lnt 
campani •• , mutu.l 
fund. (if .ny), 
insuranc. campani •• , 
.tc.) and make 
r.commendationa to 
relax constraints 
which limit the 
efficient 
functioning of 
private financial 
institutiona. 

2. The GOE will 
complete the 
necessary steps to 
allow foreign banks 
to operate fully in 
the domestic banking 
system. 

3. The GOE will 
pasa and implement 
legislation 
providing equal tax 
treatment for 
interest and other 
forma of capital 
income. 

4. Th. GOE will 
remove control. on 
int.r •• t rat.. for 
corpor,t. bond. 
i •• ued in accordance 
with the Securiti •• 
Market Law. 
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Table 11 

1992 Policy ",.yr •• 

PI.CAL 

1. The GOE will 
•• tabli.h , .y.t .. 
to g.nerat. and 
publi.h r.venu. .ad 
.xpenditur. data on 
a quarterly basis 
with a lag of no 
more than two 
months. 

2. The GOE will 
adopt a unitary 
taxpayer 
identification 
number. 

3. The GOE will 
present to the 
People's Assembly a 
Global Personal 
Income Tax Law. 

4. The GOE will 
broaden the coverage 
of the general sales 
tax to include 
travel and 
telecommunication 
services. 

1. Th. GOB will 
.limin.t. the 
requirement that 
private •• ctor 
export.r. .ubmit 
letters of guarantee 
under the temporary 
admhsion system. 

2. The GOE will 
adopt procedures for 
prompt refunding 
under the drawback 
system. 

3. The GOE will 
initiate a study to 
review, evaluate, 
and recommend 
alternative options 
to the present 
mandatory public 
sector quality 
control regulations 
governing exports 
and imports. 

4. The G~E will 
lower the coverage 
of import bans from 
23 percent to 11 
percent of domestlc 
agricultural and 
manufacturing 
output. It will 
structure the 
reductions in a 
manner that does not 
discriminate against 
the private sector. 

D!RIlPal •• 

1. Th. GOB will 
und.rt,k ••• tudy of: 
the .oci,l and 
.conamic co.t. and 
ben.fit. of opening 
the cotton 'pinning 
industry to private 
inveatment and market 
pricing of inputs and 
outputs; and the most 
appropriate means of 
accomplishing this 
opening. 

2. The GOE will 
develop a national 
privatization plan. 

3. The GOE will 
bring at least five 
public sector or 
joint venture 
enterprises worth at 
leaet LE 100 million 
to the point of sale. 
Point of sal. 
includes a valuation, 
a reservation price 
and a formal offer of 
sale. 

4. The GOE will 
complete a study of 
the barrier. to entry 
that aff.ct the 
ability of small 
bu.inesses to b.come 
formally established. 
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5. The GO. will 
.n.ur. that all 
commercial bank. 
r •• ch • 
c.pit.l/ •••• t r.tio 
of .t le •• t 5 
perc.nt. 

6. Th. GOI will 
p... a Securities 
Market Law which 
provide. the legal 
framework for a 
sttlck exchange and 
isaue the necea.ary 
regulationa. 

PI.CAL 
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'IlIAD. 
5. Th. 001 will 
initiate • .tudy of 
the Igypti.n cu.toma 
.y.t .. which will 
re.ult in 
recommend.tiona to 
~prov. the import 
tu .y.t_ and 
.dllin.i.tr.tive 
procedure •• 

6. The GOE will 
conduct a review 
which developa 
recommendations for 
the removal of 
regulationa and laws 
that impede private 
aector participation 
in import and export 
industries currently 
dominated by public 
sector-companies. 

7. The GOE will 
permit the inclusion 
in the temporary 
admission system of 
firms that export 
part, but less than 
100 percent, of 
their output. 
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1. The GOB will 
ensure that all 
commercial banks 
will reach a 
capital/asset 
ratio of at least 
8 percent. 

2. Based on the 
results of the 
study described in 
(1) above, the GOE 
will begin 
implementation of 
a plan to increase 
the participation 
of privately owned 
banks and other 
financial 
institutions in 
the Egyptian 
financial sector. 

3. The GOE will 
implement 
requlations 
governing 
activities 
pursuant to the 
new securities 
market law. 
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Table 12 

1993 policy Heasur.s 

PISCAL 

1. The GOB will 
implement a Global 
Personal Income T~x 
that significantly 
reduces the number of 
tax rate brackets and 
exemptions. 

2. The GOE will 
extend the general 
sales tax to cover 
the wholesale level 
of the economy in the 
evolving process of 
converting it to a 
full value added tax. 

3. The GOE will 
prepare a plan to 
reduce the percentage 
of wages and 
subsidies in total 
government 
expenditures. 

4. The GOE extends 
the sales tax to the 
retail level of 
activity and converts 
it to a full Value 
Added Tax (VAT). 

1. Balled on the 
results of the study 
described in (4) in 
1992, the GOB will 
implement changes in 
Bgyptian customs 
duties and 
administrative 
procedures in order 
to harmonize the 
Egyptian system with 
standard 
classifications. 

2. Based on the 
results of the review 
described in (5) in 
1992, the GOE will 
embark on a program 
of opening to full 
private sector 
participation those 
industries currently 
dominated by public 
sector companies. 

3. The GOE will 
implement the 
recommendations of 
the study described 
in (3) in 1992. 

BNTBRPRISB 

1. The GOB will have 
unified all business 
laws (159, 203, 230) 
and replaced the 
current system of 
licensing with simple 
registration for all 
types of companiea. 
The GOB will alao 
publish data on 
company applications 
and registrations, 
including the names 
and dates. 

2. The GOE will 
privatize at least 
ten public sector or 
jOint venture 
enterprises worth at 
least LE 500 million. 
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c. V •• of Dollar ••• ourae. 

When USAID approves the disbursement of funds because the 
performance indicators have been achieved, it will deposit the 
appropriate number of dollars into a dollar special account of the 
Central Bank of Egypt. The Central Bank will then use these funds 
to pay for the importation of goods and services from the united 
states. within 30 days, the GOE will deposit an equivalent amount 
of local currency into a local currency special account for use 
within Egypt. A similar special account already exists and 
receives funds generated by the Commodity Import Program. USAID 
will permit the GOE to use up to 25 percent of the dollars for 
repayments of debts owed by the GOE to the u.s. government or for 
debts guaranteed by the u.s. Government. If the dollars are used 
for this purpose, local currency will not result from the 
transaction. 

D. Local currency Program 

The GOE will deposit all the local currency resulting from this 
program in a special account. This account is owned by the 
Government of Egypt, but must be used for purposes jointly agreed 
by the GOE and USAID. The GOE and USAID will jointly program all 
the local currency resulting from the SPR program, the CIP and 
other sources of local currency under an annual Memorandum of 
Understanding. The local currency from each program will be kept 
separate, and jointly programmed by USAID and GOE as described in 
section VI B.1. USAID will obtain documentation from the 
Government of Egypt 'which is adequate to insure that funds were 
tr?nsferred from the local currency special account to the 
ap~40priate ministries or for other agreed uses. 

B. Int.rest and the Special Account 

A question has arisen as to whether or not the GOE should 
receive interest on funds in the Special Account as a result of 
this program. From an economic poi~t of view neither the 
Government nor the overall national economy would gain anything 
from the payment of interest on this account. On the other hand, 
establishing and operating a system for the interest to be 
computed, accounted for and paid would have costs. Therefore, 
requiring interest payments would impose a net economic loss. The 
reason interest payments would not represent a gain is that both 
the Central Bank of Egypt and the Ministry of Finance are elements 
of the Governments of Egypt. Thus the payment received by one unit 
of government would be precisely offset by the payment made by the 
other. 
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v. ..OJ.~ aBSISTAHCB (263-0233, 

A. ~eabDiaal Support for Sector .oliay aefora .roject 

In order to assist the GOE to meet the policy reform measures 
d.scribed in Tables 11 and 12, a three year program of technical 
assistance will be financed under a companion project, Technical 
Support for Sector Policy Reform (TSSPR, 263-0233). The purpose of 
the project is to help the GOE develop, carry out, monitor and 
evaluate its sector Policy Reform Program. This will consist 
primarily of specialized technical services to Egyptian 
policymakers in the relevant ministries and agencies. Individuals 
or teams will provide advice and counsel, design implementation 
plans and offer ongoing specialized expertise to carry out 
identified reform measures. support will alsa be provided for the 
GOE implementation unit of the Grantee, i.e. the Ministry of 
International Cooperation, to add the staff necessary to carry out 
the significant monitoring tasks required. Finally, funds for 
evaluation and audit will be provided from the project assistance. 

B. proposed Technical Assistance 

The level of technical assistance estimated for the three year 
life of project totals approximately 43 person-years in both long 
term and short term expertise. The estimated LOP cost is 
approximately $10 million. The principal element of the TA 
component will be 8 long term expatriate advisors: four to assist 
in financial sector reforms; two in the fiscal, sector; and two in 
the trade sector. Egyptian staff for HIC will include at least 
four full-time equivalent professional positions and secretarial 
support. Technical assistance requirements for privatization 
reforms are being met under the Partnership for Development 
Project, and will be continued under its successor, the 
Privatization Project. Tariff and customs related technical 
assistance requirements described under the Trade sector will be 
financed under the Public Finance Administration project. 

Listed below by sector are possible areas of long and short term 
technical assistance that will be required to meet the policy 
measures agreed under the Sector Policy Reform Program. All of 
these are either directly linked to policy measures or implied by 
them. Discussions with the relevant ministries will lead to 
agreement on their needs and then on scopes of work for long and 
short term assistance. 

pinancial Sector. 

1. Assist in developing legislation, rules, and procedures 
required to remove barriers to entry of private financial 
institutions into any and all segments of the financial sector. 
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2. Assist in the development of forward markets for commodities, 
foreign exchange and other financial instruments. 

3. Standardize financial accounting, reporting and disclosure 
requirements for listed companies in the securities market. 

4. Strengthen the financial condition of the banking sector (e. g • , 
asset revaluation, workouts, mergers and acquisitions, 
portfolio management, and money markets). 

5. Assist in the implementation and prudent management of a 
deposit insurance fund. 

6. Assist in the effective development and enforcement of banking 
standards and supervision of commercial banks. 

7. Develop executive regulations for the removal of interest rate 
limits on corporate bonds. 

8. Develop further the T-Bill market, and develop new government 
securities and primary and secondary markets for these 
securities. 

9. Assist in the establishment of 
requisites for markets to trade 
financial instruments, including 
instruments. 

fiscal sector. 

legal and institutional 
commodities and private 

the design of financial 

10. Assist in developing tax legislation, rUles, and procedures. 
(Financed under Public Administration Project.) 

11. Design a system to generate and publish revenue and expenditure 
data in disaggregated form. 

12. Develop increased capaci ty to plan, execute, moni tor and 
forecast government expenditures and transfers. 

'1'ra4. S.ctor. 

13. Assist in developing legislation, rules, and procedures 
governing imports and exports. 

14. Develop procedures for prompt refunding under the "drawback" 
system and the VAT. eTA financed under Public Administration 
Project. ) 

15. Develop recommendations to improve and modernize customs 
procedures, and to integrate Egyptian customs more fully with 
the rest of the tax system. eTA financed under Public 
Administration Project.) 
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16. study, evaluate, and recommend alternative options to the 
present mandatory public sector "quality control" regulations 
governing exports and imports. 

17. Develop recommendations for the removal of regulations and laws 
that impede private sector investment in export and import 
industries currently dominated by pubic sector companies. 

lriyati"tioD. 
(TA to be financed under separate project.) 

18. Assist in developing legislation, rules, and procedures to 
further the privatization process. 

19. Support the development of private capital markets by, inter 
~, assisting the design and establishment of a 
depository/clearinghouse to facilitate market activity. 

20. Study the costs and benefits of opening the cotton spinning 
industry to private investment and market pricing of inputs and 
outputs. 

The tasks listed above are tied to the measures set forth in 
the Memorandum of Understanding for the Policy Reform Program. The 
actual terms of reference for the TA would be somewhat different 
because a team of experts, for example, might provide several types 
of assistance at the same time. Tables 13 and 14 describe 
activities that could be handled by individual short-term teams or 
long-term experts. The actual composition of the teams will be 
determined during the start-up period based on discussion with the 
GOE coordinating unit and the specific agency to be assisted. 

C. project HaD_g .. eDt 

1. USAID 

USAID I S Economic Analysis and strategy Directorate (EAS) , which 
is responsible for the Cash Transfer for Policy Reform Program, 
will provide overall management of the Technical Support Project, 
in coordination with TI/FI. Technical responsibility and general 
guidance for the activities would reside with the office that is 
most appropriate. For example the Trade and Investment Directorate 
(TI) would provide technical direction for privatization and 
capital markets activities, whereas EAS would be the primary 
contact for fiscal and tax activities. 

2. Host CouDtry 

In order to facilitate the effective provision of technical 
assistance, USAID supports designation of the Ministry of 
Cooperation (MIC) as the official couuterpart for both the both the 
Policy Reform Program and the Technical Support Project. In the 
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absence of appropriate coordination, the necessary tracking of 
policy reforms across sectors would be very difficult and the 
management burden on USAID would be enormous. Therefore, it is 
proposed that the HIe monitor the GOE's compliance or noncompliance 
with all sectoral reform requirements, as well as coordinate GOE 
requests for technical assistance. There will also be monitoring 
and reporting tasks associated with the local currency program and 
dollar uses of the cash transfer program. To provide the HIe with 
the capability to manage and monitor these activities, appropriate 
support staff will be financed under the project. It is 
anticipated, for example, that the increased tasks undertaken by 
the HIe will call for some level of computerized capability for its 
project-related monitoring and managerial functions. Allowances 
for the procurement of short-term TA to establish an appropriate 
MIS system have been incorporated into the budget. Enhanced 
management capability will also be important in carrying out the 
evaluation and audit tasks required for AID-financed assistance. 

The MIe will provide the office space and secretarial support 
necessary to sustain program operations. 

D. Procurement and Financial Plan 

The Mission proposes to finance the major portion of technical 
assistance through a master contract or cooperative agreement, 
preferably utilizing a consortia of consulting firms and 
universities. This competively awarded contract will be the 
primary vehicle for accessing long-term expertise, but may also be 
used for supplying short-term technical assistance for 1993. While 
the bulk of the TA and equipment procurement will be contracted in 
this manner, the Mission will allocate enough funds to directly 
contract a limited amount of short-term TA separately, particularly 
in 1992. Egyptian staff hired to assist the MIe will be contracted 
under host country contracts. 



45 

Table 13 
ILLU§lBA~I~1 QQ&~ B~IHA~B& FOR 

FBQ~I~ 6&~1~~6H~1 
Long Term Short Term LOP 

(Per/Yrs) (Per/Mos) ($000) 

'l'aca:aZcaL U8Z8DIICB 
384011 2J A. liDADQi.~ &Igtg~ 

1. Banking 3 
2. Monetary 3 

(ST monetary and 
banking experts) 24 

3. Capital markets 3 
(ST capital markets 
experts) 36 

4. Market information 2 

B. Elsc~l :zector 1920" 2/ 

1. Public expenditure 3 
2. Cost control 3 

CST experts, e.g, 
data publication) 24 

C. Trade Sector 1920112/ 

1. Export policy 3 
2. Tariff 3 

CST tariff and export 
policy experts) 24 

D. f~1~S!t1Z5lt1QD 
Financed under Partnership 
in Development Project 

E. HIQ :Z~U;U:;ZQr;:t3/ 550 
1. Program Manager 3 
2. FSN Economist 3 
3. Support Staff 3 
4. ST assistance 

(e.g.MIS) 24 

F. contingency 670 

COIIIIODITIBS 600 

BVlLUATIOH AND AUDIT 500 

LOP Total 32 yrs4
/ 132 mos 10,000 
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1) Long term expatriate TA is casted at $240,000 per person year. 
2) Short term expatriate TA is casted at $20,000 per person month. 
3) Long term TA and support staff requirements for HIC will be 
local currency expenditures procured under a host country 
contract(s). 
4) Includes 9 person years of local hire TA. 

Table 14 
Illustratiye Estimates of Short-term 

Technical Assistance 

A. Financial sector 
1. Increase participation of privately-owned banks, 

other financial institutions and foreign 
banks, and assist development of new financial 
institutions. (Banking experts; 2 X 6 mas) 

2. Remove limits on interest rates on bonds. 
(Capital markets expert; 1 x 6 months) 

Person 
M:I1ths 

12 

6 

B. 1. Provide assistance to publish data on government revenues 
and expenditures on a timely basis. 

c. Trade sector 
1. Develop procedures for prompt refunding 

under the "drawback" system.* 
(Tariff experts; 2 x 4 months) 8 

2. Recommend alternatives to the present 
mandatory public sector "quality control" 
regulations ~overning exports. 
(Export policy experts; 2 x 2 months) 4 

3. Develop recommendations removing impediments 
(regulations and laws) to private sector 
investment in export industries. (2 x 4 months) 8 

D. Privatization** 
1. study opening cotton spinning industry 

to private investment. (4 x 6 months) 24 
2. Develop national privatization plan; (2 x 9 months) 18 
3. carry out study of the barriers to entry that 

affect the ability for small business to become 
formally established. 18 

* TA will be financed under the Public Administration Project. 
** TA for this sector financed under Partnership in Development and 
the follow-on Privatization Project. 
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VI. Pinancial Plan and cost Bsti.ates 

A. Special Account for Dollar Grant Proce.ds 

The Fiscal Year 1991 Appropriations Act specifies that countries 
receiving cash transfer assistance must establish a separate 
account for the dollar proceeds. USAID will deposit the 
appropriate number of dollars into an interest bearing Dollar 
Special Account opened in a U.S. bank designated by the Central 
Bank of Egypt. 

This account will be used solely for the receipt of appropriated 
dollars for this cash transfer program from AID (in accordance to 
policy guidance on ESF Cash Transfer Assistance in Handbook 1 and 
AID-issued guidance for Dollar Special Accounts in STATE 194322 on 
June 17, 1990). The proceeds will not be commingled with other 
funds from any other source. Any interest earned on such account 
shall be treated as grant proceeds received under the terms of the 
Sector Policy Reform program agreement. Likewise, any redeposits 
due to ineligible use of funds from the Dollar Special Account will 
be used in a similar manner. 

1. Uses of Dollar Grant Proceeds 
Grant proceeds may be used by the Government of Egypt for the 

following two purposes and within certain limits as specified 
below: 

(a) Purchase of goods and services from the united States. i.e. 
capital goods, machinery and equipment, raw materials and 
other goods and related services. The source of such goods 
will be AID Geographic Code 000. 

(b) Servicing of u.S Government debt or u.S Government 
guaranteed debt in an amount not to exceed 25% of the total 
of the funds made available under this grant or up to $ 
50.0 million per year of the two year program~ 

Ineligible uses from the dollar grant proceeds will be the 
purchase of commodities for the use of military or police 
organizations, surveillance equipment, abortion equipment, luxury 
goods and gambling equipment, or weather modification equipment or 
payment of debt related to military or police organizations. In 
case of ineligible uses, the GOE will have to deposit, from its own 
resources, to the Dollar Special Account, mounts equal to what have 
been released for ineligible uses. 

The use of grant funds, in dollar amounts, is largely pre­
determined under this agreement. This determination to require the 
use of at least 75% of the grant proceeds for commodities and up to 
25% for debt payment is justified because Egypt's burden of debt 
repayment has been reduced by forgiveness of part of the debt and 
the rescheduling of the remaining debts under the Paris Club 
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agreement. On the other hand, there is an increasing demand for 
dollars to finance imports for GOE sectors that will no longer 
receive AID C.I.P. assistance. 

2. ,inlDol11 "nlg{~; •• nt of Do111r Ip.eil1 Aoeout 
(AccoWltiDSj. Monitoring Ind "portiDg) 

As stated above, the GOE may use the dollars from the Dollar 
Special Account for payment of u.S. Debt (up to the limit described 
above) and/or commodities and equipment imported from the u.s. The 
systems and procedures used by the GOE for payment of u.S. debt are 
different from those used for purchasing commodities and equipment 
from the U. S. The systems and pI'ocedures for these two distinct 
methods of using funds from the Dollar special Account are 
discussed below. Also discussed below are the actions taken and to 
be followed by the Mission to ensure proper accountability and 
compliance with AID regulations. 

For past USAID cash transfers r the Implementing Agencies. have 
been the Ministry of International Cooperation (HIC) and the 
Central Bank. Due to the nature of the previous cash transfers, 
the Central Bank played a major role i~ implementing these 
activities with MIC having a minor role. However, since this cash 
transfer program is different (e.g. policy reforms and minimum size 
Letters of Commitments for u.s. commodities) from the previous 
ones, MIC will be the major Implementing Agency. MIC will 
coordinate all activities among the various GOE Ministries and 
ensure that the Central Bank and Ministry of Finance (MOF) properly 
manage the Dollar and Local Currency special Accounts. USAID will 
work closely with MIC to ensure adequate systems and procedures are 
in place to implement this cash transfer program. Technical 
assistance will be provided to MIC under the Technical Support for 
Sector Policy Reform project that will increase its technical and 
managerial capability. 

PABeDt of U. S. Debt. The GOE currently has adequate procedures in 
place for managing payments from the Dollar special Account for 
u.S. debt. These procedures require that the GOE will maintain 
records to indicate the amount of debt paid, date of payment, 
recipient of the debt payment, description of the debt, and 
evidence of paytnent. Also, the GOE will submit to AID monthly bank 
statement for the daily activity of the dollar account showing 
depoE':'ts, withdrawals and balances of such account. The grant 
agreement and implementation letters will contain detailed 
provisions for accounting and reporting of the grant proceeds in 
conformance with the Dollar Special Account guidance issued in 
STATE 194322, dated 06/17/90. 

Even though, the Central Bank is not the Implementing Agency for 
this year's Cash Transfer agreement, it will continue to manage the 
Dollar Special Account. The Mission has reached a posi ti ve 
determination that the Central Bank is capable of effectively 
managing the Dollar Special Account in accordance with AID 
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requir_nts. This judgement is based on the Central Bank's 
excellent management of the FY 1989, 90 and 91 cash transfer 
special 5CCOuntS for USAID proqrams. In addition, the Regional 
Inspector General/Cairo audit of the FY 89, 90 and 91 cash transfer 
special account transactions reported no adverse findings related 
to the Central Bank's management. 

I ... " for 99"041t1,. 1»0 1qU1p •• Dt I.port.O fro. U, 8 , The 
procedures and systems for using the Dollar special Account for 
purchases of commodities and equipment from the u.s. under this 
Cash Transfer program are different from those previously used in 
the Commodity Import Progr.am. The Mission has designed this 
program to substantially reduce the number of transactions to 
account for, monitor and report on (Letters of Credits issued by 
the GOE to procure U. S. commodi ties should not be less than 
$500,000) and streamlined procedures for both USAID and the GOE in 
accordance with the Dollar Special Accourlt guidance issued in STATE 
194322, dated 06/17/90. This cash transfer program will allow the 
GOE to procure commodities and equipment from the u.S. in a timely 
manner with minimal support and monitoring by the Mission while 
complying with AID guidance. 

USAID is currently working with the GOE to determine the most 
appropriate systems for accounting, reporting and monitoring 
dollars used for the purchase of commodities. The GOE will not be 
able to use the Dollar Special Account for purchasing commodities 
and equipment until USAID approves the GOE systems to ensure that 
commodities and equipment procured (1) comply with source 
requirements; and (2) clear customs in Egypt. This will be 
stipulated in a PIL to MIC to ensure that the GOE complies with the 
terms of the agreement and AID requirements. 

Once an appropriate system has been implemented by the GOE and 
approved by USAID, the GOE will be able to use the Dollar Special 
Account for purchasing commodities and equipment from the u.s. The 
GOE system will account for, monitor and document the eligibility 
of commodities under this program to ensure the commodities are of 
U.S. source, and that such commodities have actually entered the 
country. The accounting books and records will be available for 
inspection by USAID or AID's designee for a period of three years 
following the date of the last disbursement from the Dollar Special 
Account. The required documentation, maintenance of records and 
reporting will be outlined in PILs between USAID and the GOE. 

USAID or its representatives will examine records and 
documentation on a quarterly basis in one centralized unit of the 
GOE, most likely MIC, to ensure compliance with the terms of the 
agreement. USAID may reduce or increase the amount of monitoring 
depending on the performance of the GOE. Based on the above 
analysis, the Mission believes that the GOE has the capability to 
effectively manage the Dollar Special Account in accordance with 
requirements. Also, the GOE' s past performance of managing the CIP 
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has been excellent and this cash transfer program should be less 
management intensive. 

a. Loaal C1IrZ'ucy special Accouat 

The GOB shall establish in the Ct.:ntral Bank of Egypt a separate 
"Local CUrrency Special Account"in the name of the Ministry of 
Finance. FUnds deposited in such account will not be co-mingled 
with funds generated from other agree.ents or. assistance. The GOB 
will deposit in this account, local curren~i equivalent to dollar 
disbursements made from the Dollar Special Account for the purpose 
of commodity purchase. 

As stated above, disbursements for debt payments will not result 
in local currency. Thus the local currency to be generated will be 
equivalent to not less than $150.0 million. In the event that the 
GOE does not utilize the full $50.0 million for debt payment and 
decides to use this amount, or part of it, for procurement of 
commodities, additional local currency will be deposited in the 
Local Currency Special Account. 

The Mission has determined that funds deposited in the Local 
Currency Special Account will not earn any interest as stated in IV 
e. 

1. Deposits and Uses from the Local CUrrency Special Account 
(Accounting. Monitoring and Reporting) 

Deposits to the Local currency Special Account will be made 
within thirty days of the release of Grant dollars into the Dollar 
special Account. The exchange rate applied will be the daily 
average closing rate of exchange for any transaction as determined 
by the Free Market Central Chamber, for the last business day 
immediately preceding the day Grant dollars are released by the AID 
to the dollar account. 

Funds deposited into the Local Currency Special Account will be 
programmed in accordance with the fourteenth amendment to the 
Memorandum of Understanding regarding the Special Account, dated 
June 30, 1980 or its subsequent amendments. Such funds, except as 
AID may otherwise agree in writing, may be used for the following 
purposes: 

(a) Funding USAID administrative cost. 
(b) Budget support for particular Government sectors. 
(c) Grantee support of A.I.D.-financed projects. 
(d) Activities mutually agreed to between USAID and HIC under 

AID Trust Fund agreement. 

It is anticipated that budget support for particular Government 
sectors will constitute the major use of the funds. MIC shall 
maintain accounting records and make available to USAID or its 
representative such records for review and audit for the period of 
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the grant and up to three years following the last diJbursement 
from the Local Currency Account. The GOE shall provide AID with 
monthly bank statements showing deposits, withdrawals and balances. 
Local currency not used for the purposes indicated above will be 
redeposited to the Local Currency Special Account from GOE 
resources. Any unencumbered balances of funds which remain in the 
Local CUrrency Special Account upon termination of the program 
will be used for such purposes (subject to applicable law) as 
agreed upon between the GOE and AID. 

The Ministry of Finance (MOF) is responsible for accounting, 
reporting and monitoring the activity of the Local Currency Special 
Account. The Central Bank will incorporate the summary of 
deposits, withdrawals and balances of Local Currency and Dollar 
special Accounts and submit them to USAID on a quarterly basis. 
Even though the Local Currency Special Account is kept in the 
Central Bank, it is owned and controlled by the KOF. All 
instructions for opening accounts, issuance of bank statements and 
their submission to the different recipients are provided by KOF. 
From past experience and implementation of previous Special 
Accounts, we believe MOF is capable of managing the Local Currency 
special Account under this agreement. 

2. The GOE's Capability to Manage Local Currency from the special 
Account 
with the issuance of supplemental guidance on programming and 

managing host country-owned local currency (STATE 204855 dated 
June, 1991), the Mission is required to assess the general 
accountability environment in the host country. The Mission has 
hired a local CPA firm to determine whether the GOE is capable of 
managing host country owned local currency generated by USAID 
programs/projects. Preliminary discussions with the local CPA firm 

. indicate that the GOE has adequate internal controls and accounting 
systems to manage host country-owned local currency. The study 
will be completed before disbursement of funds from the Special 
Account, so any corrective actions that may be required of the GOE 
will be addressed before local currency is disbursed. 

The Regional Inspector General/cairo audited FY 89, 90 and 91 
cash transfers (February, 1992) to determine whether USAID/Cairo 
ensured that the GOE generated, deposi ted and reported local 
currency in compliance with applicable laws, regulations, policies 
and the terms of the Grant Agreement. The audit reported that GOE 
complied with the applicable laws, regulations, policies and the 
terms of the Grant Agreement. 

As stated above, most of the local currency will be programmed 
for general support of designated Ministries. Since the local 
'currency is for general uses, the Mission's monitoring of local 
currency will be minimal. The actual monitoring responsibility of 
the Mission will be determined after the completion of the General 
Assessment by the local CPA firm. The local currency will be 



52 

jointly programmed by USAID and the GOE, and accounted for by USAID 
and/or the GOE which will be specified in the MOU and PILs. 

Based on the above, the Mission believes that the GOE has 
adequate internal controls and accounting systems to manage host 
country-owned local currency and meets AID's requirements. 

c. Audit 

The GOE will audit the records for both the Dollar and Local 
CUrrency Special Accollnts, but it is unable to comply with the 
guidance on audit in state cable 204655 dated June 1991 (see 
Mission I s General Assessment dated March 1991 for additional 
details). Therefore, funds will be available for audit purposes 
for both the Dollar and Local Currency special Accounts under the 

line .item "Evaluation and Audit" of the Technical Support for 
Sector Policy Reform project. If these funds are not sufficient, 
additional funds will be added from other Mission resources. 

Table 15 
ILLUSTRATIVE FINANCIAL PLAN 

(U8$000) 

FY 92 
CURRENT FUTURE YEARS 

ELEMENTS OBLIGATION ANTICIPATED 
(FX) (FX) 

PROGRAM ASSISTANCE 200,000 200,000 

PROJECT ASSISTANCE 

Technical Assistance 8,900 
commodities 600 
Evaluation & Audit 500 

Total project Assistance 10,000 0 

TOTAL 
COSTS 

(FX) 

400,000 

8,900 
600 
500 

10,000 
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!'abl. 1 • 
•• OJBC-!BD lIDaDIHIlU 

.~ n8car. naa 
AIID .aODe!' 1L..a'! 

(U8 '000) 

FISCAL YEARS 

PX 92 PX 93 PX 94 PY 9!i 
GRAND 
TOTAL 

.aocutU USIST. 

.aOJBC'l' USIST. 

Technical Assist. 

Commodities 
Evaluat. & Audit 

TOTAL PROJECT 

60,000 200,000 140,000 

2,000 

600 
30 

2,630 

Table 17 

3,500 

330 
3,830 

METHODS OP IMPLEMENTING AND PINANCING 

Elements 

.aOGItAII USIST. 

paOJECT USIST. 
T.A. 

Commodities 

Eval. & Audit 

Method of 
Implement. 

PILs 

Direct Contract/ 
IQCS/Cooperative 
Agreementsl 
Host Country 
Contracting 

Direct Contracts/ 
Cooperative 
Agreements 

Direct Contract 

Method of 
Financing 

Cash Transfer 

Direct 
Payments 
& Reimb. 

Direct 
Payments 

Direct 
Payments 

Total project Assistance 

GRAIID TOTAL 

3,400 

140 
3,540 

400,000 

8,900 

600 
500 

10,000 

Total Cost 
($000) 

400,000 

8,900 

600 

500 

1'0,000 

410,000 
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During the life of this project, non-federal/recipient audits 
will be performed to determine whether the recipients have properly 
accounted for and used AID funds tor the purposes intended in 
accordance with applicable laws and regulations. USAID will ensure 
that all co.aitaents over $25,000 under this project are in the 
Mission's audit universe. 

The Mi •• ion will schedule audita for those co_it.ents over 
$25,000 and has ensured funds are available for audits in 
accordance to AID/W guidance dated March 31, 1992 on Audit 
Management and Resolution Program. Not all of the planned 
commitments over $25,000 under this project will require non­
federal/recipient audits because of the nature of the acti vi ty 
(i.e., PSCs,). During the project, the Mission will make a 
determination of the commitments that requir~ audit coverage. The 
Regional Inspector General for Audit will perform quality and 
compliance reviews of non-federal/recipient audits under this 
project and provide or arrange for additional audit coverage as 
requested by USAID, if deemed necessary. 

D. Recurrent costs 

The project elements under this activity should not have 
recurrent cost implications for the GOE. The reason is that the 
majority of the technical assistance (representing 89% of the total 
project) needed to support the GOE in implementing policy reforms 
will probably not be maintained by the GOE upon completion of the 
project. 



55 

YXI. Monitoring and Bvaluation 

A. Monitoring of sector Policy aafora Proqraa 

1. IOnitoriaq of policy Xea.ur •• 
Achievement of policy measures is the mechanism for disbursement 

of dollar funds according to the schedule described in Chapter IV. 
The staff of thel DS will follow the progress on each measure 
through contacts trlith the relevant technical ministries, the 
Ministry of Intern~tional Cooperation and the private sector and 
through newspapers. Both short-term and long-term conSUltants also 
will be good sources for monitoring progress. The Ministry of 
International Cooperation with the assistance of specially hired 
staff will coordinate with the relevant Ministries to provide 
reports on progress to USAID. In addition, the EAS staff with the 
assistance of TI staff, also will monitor indicators of impact to 
be able to determine the effects of individual policy measures and 
the overall program. 

2. General Approach to Determininq Impact 
The purpose of the project is to support the implementation of 

the economic reform program that the GOE is carrying out with 
funding from other donors, particularly the World Bank (structural 
Adjustment Loan) and the International Monetary Fund (stand-by 
Agreement). The project also will advance one of USAID's three 
subgoals, namely, to increase economic growth. Achievement of this 
subgoal cannot be attributed solely to this program, particularly 
as the program will only ser.ve to provide some of the necessary 
conditions for economic growth. The program will, however, impact 
rather directly on two strategic objectives: 1) increased 

'macroeconomic stability and market pricing; and 2) increased 
private investment and trade. In both cases, of course, this 
program reinforces the IMF stand-by and the World Bank SAL. 
Nevertheless, the monitoring activities of USAID will follow not 
only the achievement of the policy measures, but various impacts 
that these measures are likely to have, both on the strategic 
objectives and on other aspects of the mission strategy. 

Given the duration of the program, which could be as little as 
17 months from signing to achievement of the second year's policy 
measures, statistically significant changes in many variables 
during this period may not occur. The companion technical 
assistance project, which will help implement many of the policy 
reforms, will run for three years and complete monitoring of the 
program assistance will continue during this period. Furthermore, 
many of the indicators are the same as for the total mission 
program, and thus data will continue to be collected and analyzed. 
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The proposed indicators range from measuring the overall goal 
of economic growth to intermediate indicators such as investment 
and expor.ts that are affected by reforms in two or more sectors to 
thoae that are directly linked to one or more policy measures. 
Achievement of a measure itself will not in most causes result in 
an immediate impact, but will only change the conditions so that 
impacts can occur. For example, removing the interest rate 
li.itation on corporate bonds will make it possible and likely that 
corporate bonds will be issued, but this result is not guaranteed 
and some time interval will be necessary. Nevertheless, USAIO will 
monitor the bond market in order to determine the impact on it 
because new bond issues are the expected impact of the policy 
measures. Bond issues in turn will facilitate new investment and 
eventually greater economic growth. Virtually all the policy 
measures are expected to affect economic growth through a similarly 
indirect and lagged process. 

3. crosscutting Impacts 
The overall program of economic reform is expected to lead to 

higher sustained levels of econonlic growth. Therefore, per capita 
GOP will be monitored closely, as well as the components of 
economic output where it is often easier to attribute growth to 
specific economic policy reform measures. These impacts are likely 
to occur in the medium to long term, however, so other measures of 
impact are necessary. The most necessary factor that must change 
is the confidence of private sector investors, which in turn is a 
function of the factors that make up the investment climate. An 
index of producer/investor/consumer confidence does not currently 
exist in Egypt. The methodology for developing one is well-known 
and the expertise exists in Egypt to implement such surveys to 
measure it. USAID will work with the American Chamber of Commerce, 
the American University of Cairo Business School, the Ministry of 
Industries etc. to sell the idea of such an index. Funds available 
under the Technical Support for Sector policy Reform Grant for 
monitoring of the Mission Program can be used for this purpose. 

A more tangible measure of impact is private sector investment, 
or rather investment decisions. Although actual investment is not 
readily available without a delay, information on larger investment 
decisions is available from the General Authority for Investment 
and the General Office for Investment. Both these sources will be 
used as well as National Income Accounts and the banking system in 
order to have an up-to-date measure of investment decisions. The 
ratio of private sector to public sector investment will be 
followed closely as it is expected to shift quickly due to the 
policy of not expanding public sector companies or establishing new 
ones. Employment trends are likely to follow investment trends, 
but the effects will be muted. Some of the largest public sector 
companies as well as government agencies have done very little 
hiring over the last five years and are shrinking their work forces 
through attrition. A 1993 policy measure is likely to make this 
practice even more of an official policy. Thus it is likely that 
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growth in private sector employment will be offset in part by 
reductions in public sector employment. Privatizati.~n as it occurs 
probably alsQ will result in employment loss.-s, iSjl: least in the 
ahort run. Although the new private sector emp.l"':._4nt will be much 
aor. productive than the lost public sector employment, total 
.. ployaent in the formal sector may be slow to increase. 

A number of other impacts are likely to be influenced by policy 
aeaaure. in more than one sector. They are discussed below in each 
individual sector, however, to make clear the connection with the 
individual policy measures. It is understood, of course, that many 
of the policy measures are related to each other in a complex web, 
and that the impacts will be influenced by more than just one or 
several policy measures. 

4. Iapaeta of Pinancial sector Policy Measures 
The policy measures for the two years relate to the economic 

health of all banks, the participation of private and foreign 
banks, and the encouragement of the stock and bond markets through 
changes in laws, regulations, interest rate constraints and taxes. 
The purpose of the policy measures is to increase the rate of 
savings, mobilize more resources for investment and do it more 
efficiently. Implementation of the policy measures will provide 
the necessary conditions for these impacts to take place. The 
expected impacts USAID will follow include: 

* The number of private and foreign banks and their share of 
deposits and loans. 

* Total savings in banks and other financial institutions. 

* Domestic savings as a percent of GOP. 

* Number and size of bond issues. 

* Number and value of new stock share offerings. 

* Trading volume on the stock market. 

USAID will also monitor the banking and financial sector, 
including such items as the money supply, credit, capital-asset 
ratios and so forth. These measures of economic stability and 
growth relate to the fiscal practices of the government as much as 
to the financial sector. While they are important for judging the 
success of the mission program, they are not as closely related to 
the sector Policy Reform Program. 

5. Impacts of Piscal sector policy Measures 
The fiscal sector is a shorthand way of describing the 

management of the government budget, particularly its revenues, 
expenditures and resulting fiscal surplus or deficit. The last 
item is critical for economic stability and growth through its 
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effects on prices, savings and investment. The SPR Program will 
affect these items and USAIO will track them. Other factors will 
also affect them and thus they are impacted only indirectly through 
the policy measures. 

The USAID policy measures relate to improving the efficiency of 
the tax system, consolidating all income taxes, identifying 
taxpayers, and broadening the sales taxes. It also aims to improve 
control over expenditures by providing more information and by 
devising plans to limit spending on wages and subsidies. 
Therefore, the impacts that will be measured include: 

* Income tax revenues and its share of total GOE revenues and 
GOP. 

* The number of individual and corporate taxpayers. 

* Sales tax revenues and its share of total GOE revenues and 
GOP. 

* Total government expenditures as a share r)f GOP and the 
percentage of social and economic expend~t~ s of the total. 

* Subsidies as a share of GOP. 

* Wages and salari~~ as a share of total £ itures. 

6. Impacts of Trade sector policy Measures 
The trade sector measures are designed to increase exports and 

imports by improving the efficiency of domestic production and by 
reducing the impediments to trade. The measures relate to removing 
the restraints on private sector exporters by easing restrictions 
on imported inputs and by improving the administration of the 
Egyptian customs system. Some of the impacts will flow directly 
from implementation of the policy measures, while others such as 
exports, will be less direct though still attributable to the 
policy measures. The balance of trade is not a target, but it will 
be tracked closely. The impacts to be monitored are: 

* Number of exporters using the drawback system. 

* Number of exporters using the temporary admission system. 

* Value of imports previously banned. 

* Private sector shares of imports and exports previously 
restricted to the public sector. 

* Exports of goods and nonfactor services as a percent of GOP. 

* Merchandise exports as a percent of GOP. 

, 0'~' 
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7. !aP.ctl of the PoMeltic Bnt.rpris. sector policy M.asur.s 
Th~ policy measures for the enterprise sector refer both to the 

p~ivatization of public sector companies and to deregulation of the 
sector. The purpose is to promote more rapid growth of the 
enterprise sector, mainly through the privately owned sector. 
Privatization is expected to lead to greater ef.ficiency, more 
investment and faster growth. It also will reduce the burden on 
the government budget both for new investment and subsidies to 
cover losses of state owned entarprises. 

The ultimate goal of the policy measures is greater economic 
growth. In fact, the impacts of the policy reforms in the 
financial, fiscal and trade sectors on economic growth will be 
effected largely through the private enterprise sector. USAID will 
track the following impacts that can be attributed to pol icy 
reforms in the domestic enterprise sector, ~hrough some undoubtedly 
also will be due to reforms in the other sectors: 

* Private sector output as a share of GOP. 

* The private sector share of total investment. 

* Manufacturing output and its share of GOP. 

* Number of registered private companies. 

* Number and value of companies privatized. 

* The value of output in the spinning industry. 

B. Bvaluation of Sector policy Reform Proqram 

This program epitomizes the complex relationship of monitoring 
and evaluation. The monitoring approach which proposes specific 
indicators for the Sector Policy Reform Program 'will also serve as 
an integral basis for evaluation. Decisions to disburse individual 
tranches will be based on assessments of GOE performance by EAS, 
working in conjunction with the technical assistance contractor and 
the counterpart agency, MIC. Based on its evaluation of specific 
indicators in the financial, fiscal, trade and privatization 
sectors, EAS will determine that individual tranche disbursements 
are warranted and make such a recommendation to the Mission 
director. 

Due to the program assistance's limited time frame, its mid-term 
evaluation will be a formative evaluation with only limited 
emphasis upon imp~,ct. This evaluation, tentatively scheduled for 
January 1994, will provide relevant findings and recommendations 
which would be incorporated into any follow-on program and would 
also serve as an interim evaluation for the technical assistance 
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project. It should assess the performance of the GOE, the 
technical assistance contractor and USAID and each party's role in 
the management of individual tranche disbursements. The study will 
evaluate both the rGllevance and the quality of specific indicators 
eaployed to monitor sector progress. It will also judge whether 
appropriate mechanisms are being utilized to implement. the program, 
while at the same time appraising the timeliness and pertinence of 
the technical support provided for the sector policy reform 
program. 

A final evaluation of the technical support and the program 
assistance should be conducted in order to determine the degree to 
which the technical assistance contributed to meeting the strict 
policy conditionality and whether it brought about any other 
changes. While the final evaluation for the technical support 
project should be scheduled near the end of the technical support 
contract, the timing of the evaluation of the program assi.stance is 
more problematic. The nature of sector policy reform often results 
in delayed impacts with short term dislocations; therefore, the 
final evaluation of the economic impact of the policy reforms would 
not be meaningful until sufficient time has elapsed after reform 
implementation. The Mission, as a result of the uncertainties 
inherent in the sectoral approach, will determine the necessity and 
the timing of the program's final evaluation. 

I 

, /\ \ 
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DATE INITIALS ___ _ 

This is to request A.l.D.'to authorize the Cash Transfer for 
' " 

Sec~or Policy Ref~rm Program (263-k-626) for $ 200 million • 

This amount,will be u.sed by the Government of Egypt to 
procure'commodities from the U.S.or to pay U.S.debt. 

Best ,regards. 

. 

$l::yours, 

Dr. Hassan Selim 
Administrator • 
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July,29,1992 

ACTION TO .;...~b ........ 5 ____ ..... f __ t1 

ACTlO~J TArS4 NAt:? DUE DAiE gIl z.. 

DATE ~ UUTIALS~lrlf 

This is to request A.I.D. life of project funding of $ 10 
million for the Technical Support for Sector Policy Reform 
Project ( 263 - 0233). 

This project will assist the Government of Egypt to deve­
lop, carry out monitor and evaluate its economic reform 
program, specifically those sector policy reforms related 
to the A.I.D. Cash Transfer for Sector Policy Reform Pro­
gram. 

Best regards. 

Sincerely yours, 

~~~ 13tW-h;~-
Dr. Hassan 53 lim 

Administrator. 

----------------------------------- .~-.. -
FAX: 3938187 - TELEX: 21722 - PHONE: 3913145 - 391U278 - 3908124 - 39()~J(K) - '~O"IlI?1l 
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ANNEX C 

RECgRp or CATEgORICAL IXCLUSXON 

Project Lo~atlon : 

Project Titl. and Number I 

• 
Funding 

Lite of project 

Cate90rical Exclusion 
Determination Prepared ~y : 

Environmental Action 
Recommenc2Ad 

Mission Environmental 
Officer's Concurrence 

A •• ociate Mission 
Director's Concurrence 

Deoision of Environmental 
Coordinato~, Bureau for 
the Near Eaat 

• • 

Egypt 

e •• h Tran.fer fo~ S.gto~ polLey Reform 
Program (263-Xt2t, 

Technical .upport fo~ Policy Reform 
Project (263-0233) 

AID - • 200 million (263-K626) 
AID - , 10 million (263-0233) 

3 Yearl, 'Y 1"3 - FY 1'" 

signatun 1109HbL v./U 
Datel 

Clenn Rutanen-Whalay, PDS/PS 
Mi.,ion Environmental Officer 

-, b.\ 1~2.. 
cattgorical Exglu,ion 

signatuZ'e ~ ~ ,\UU 
Glenn Rutanan-Whaley, PDS/PS 

Date: ..., I .,.., /1), 

Signature ~~ __ ~~ ____ ~~~ ____ ~ 

Datal • 

Approvo41 

Diaapprovedl 

Datel 
T) 



TecbDical support tor Seotor ,olicy •• tora 
projeot 2'3-0233 

CD'l'II'ICA'fIO. 'UUUAft TO 
GUY lUIDDJIDIf 

ANNEX P 

Jh the Gray Amendment does not apply to Economic support 
which will finance this Project, it i~ USAID/Egypt policy to 

aqe the utilization of Gray Amendments firms and 
zations throughout the portfolio. 

ector and Principal Officer of the Agency for International 
pment in Egypt, I certify that full consideration has been 
to the potential involvement of small and lor economically 
,ocially disadvantaged enterprises, historically black 
res and universities and minority controlled private and 
:ary organizations covered by the Gray Amendment. 

ttached Project Paper discusses the efforts what will be 
:aken in connection with the procurement plan to maximize the 
:ipation of minority owned an small and disadvantaged 
izations. A t the time of each procurement action, every 
I: will be made to encourage the participation of these 
izations and draw upon their knowledge and expertise. 

H. 
Direct 

d-tdRL-
DATE 



ANNEX E 

5C (2) - ASSISTANCE CHECKLIST 

Listed below are statutory criteria 
applicable to the assistance 
resources tb •••• lv •• , rather than 
the eligibility of a country to 
receive assistance. This section 
is divided into three parts. Part 
A includ .. criteria applicable to 
both Develo~t Assistance and 
Econa.ic support Pun resources. 
Part B includes criteria applicable 
only to Development Assistance 
resources. Part C includes 
criteria applicable only to 
Economic support Funds. 

CROSS REFERENCES: IS COUNTRY 
CHECKLIST UP TO DATE? 

A. CRITERIA APPLICABLE TO BOTH 
DEVELOPMENT ASSISTANCE AND ECONOMIC 
SUPPORT FUNDS 

1. Bo.t Country Develop.ent 
Bffort. (FAA § 601(a»: 
Information and conclusions on 
whether assistance will enco'urage 
efforts of the country to: (a) 
increase the flow of international 
trade: (b) foster private 
initiative and competition: (c) 
encourage development and use of 
cooperatives, credit unions, and 
savings and loan associations: (d) 
discourage monopolistic practices: 
Ce) improve technical efficiency of 
industry, agriculture, and 
commerce: and Cf) strengthen free 
labor unions. 

N.B.: Part B has been 
omitted because it is 
inapplicable to this ESP­
funded project. 

Yes, the Country 
Checklist is contained in 
the Project Paper for the 
International Executive 
Service Corps Project 
CNO. 263-0229). 

Ca) Cash Transfer policy 
reform measures include 
specific reform measures 
related to the 
International Trade 
Sector which are designed 
to increase the flow ~£ 
international trade 
between Egypt and the 
rest of the world. 
Cb) Policy reform 
measures related to the 
Financial, Fiscal and 
Enterprise Sectors all 
are designed to foster 
private initiative and 
competition. Cc) No 
perceptible impact. Cd) 
Policy reform measures 
aimed at increasing 
private sector ownership 
in Egypt will discourage 
monopolistic governmental 
practices. 
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2. 0.8 •• rivate Trad. aDd 
Inv •• taent CFAA § 601Cb»: 
Information and conclusions on how 
assistance will encourage u.s. 
private trade and investment abroad 
and encourage private 
U.S.participation in foreign 
assistance programs (including use 
of private trade channels and the 
services of u.s. private 
enterprise). 

3. congre •• iona1 Rotification 

(a) General requir ... nt (FY 1991 
Appropriations Act § 523 and 591; 
FAA § 634A): If money is to be 
obligated for an activity not 
previously justified to Congress, 
or for an aaount in excess of 
amount previously justified to 
Congress, has Congress been 
properly notified Cunless the 
notification requirement has been 
waived because of substantial risk 
to human health or welfare)? 

(b) .otice of ne. account 
obliqatioD CFY 1991 Appropriations 
Act § 514): If funds are being 
obligated under an appropriation 
account to which they were not 
appropriated, has the President 
consulted with and provided a 
written justi.fication to the House 
and Senate Appropriations 
Committees and has such obligation 
b&en subject to regular 

Ce) Increased 
privatization, which is a 
focal point of the policy 
refor. .easures, will 
re8u1t in the need to 
.aka a profit which can 
only occur with improved 
technical efficiency in 
industry and co_erce. Cf) 
No perceptible impact. 

Cash Transfer grant 
proceeds may be used by 
the GOE to purchase 
equipment and commodities 
of u.s. source and 
origin. It is expected 
that a significant amount 
of the grant proceeds 
will be used to purchase 
equipment and commodities 
from u.s. private sector 
sources, thus encouraging 
u.s. private trade 
abroad. 

Congress has been 
notified in accordance 
with regular Agency 
practice. 

N/A. 
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notification procedures? 

(c) C •• b tranafer. and DODproject 
• eotor ... i.tanoe (FY 1991 
Appropriations Act § 575(b)(3»: If 
fund. are to be made available in 
the fora of cash transfer or 
nonprojact sector assistance, has 
the Congressional notice included a 
detailed description of how the 
funds will be used, wi th a 
discussion of u.s. interests to be 
served and a description of any 
economic policy reforms to be 
promoted? 

4. BDgineeriDg and ~iDancia1 
Plan. (FAA § 611(a»: Prior to an 
obligation in excess of $500,000, 
will there be: (a) engineering, 
financial or other plans necessary 
to carry out the assistance; and 
(b) a reasonably firm estimate of 
the cost to the u.s. of the 
assistance? 

5. Legislative Action (FAA § 
611(a)(2»: If legislative action 
is required within recipient 
country, with respect to an 
obligation in excess of $500,000, 
what is the basis for reasonable 
expectation that such action will 
be completed in time to permit 
orderly accomplishment of the 
purpose of the assistance? 

6. ..ter ae.ource. (FAA § 
611(b); FY 1991 Appropriations Act 
§ 501): If project is for water or 
water-related land resource 
construction, have benefits and 
costs been computed to the extent 
practicable in accordance with the 
principles, standards, and 
procedures ~stablished pursuant to 
the water Resources Planning Act 
(42 U.S.C. 1962, §t ~)? (See 
A.I.D. Handbook 3 for guidelines.) 

Yes • 

N/A. 

The only legislative 
action required is 
customary ratification of 
the grant agreement by 
the people's Assembly. 
This has been obtained 
without difficulty in the 
past. Furthermore, the 
signed agreement is 
legally binding and 
effective without such 
ratification. 

N/A. 



- 4 -

7. Caall !lruafer ud Seator Yes. 
a.aiatuGe (FY 1991 Appropriations 
Act § S7S(b»: Will cash transfer 
or nonproject sector assistance be 
.. !ntaioed in a separate account 
and not co .. ingled with other funds 
(unlea. such requirements are 
waived by Congre.sional notice for 
nonproject ssctor a.sistance)? 

8. capital a.ai.tuG. (FAA S N/A. 
611(0»: If project is capital 
assistance (~, construction), 
and total u.s. assistance for it 
will exceed $1 million, has the 
Mission Director certiffed and 
Regional Assistant Administrative 
taken into consideration and 
country's capability to maintain 
and utilize the project 
effectively? 

9. Local CUrrencies 

(a) Recipient contributions (FAA § 
612(b), 636(h»: Describe steps 
taken to assure that, to the 
maximum extent possible, the 
country is contributing local 
currencies to meet the cost of 
contractual and other services, and 
foreign currencies owned by the 
u.s. are utilized in lieu of 
dollars. 
(b) U.8.-OWDe4 currency (FAA § 
612(d»: Does the u.s. own excess 
foreign currency of the country 
and, if so, what arrangements have 
been made for its release? 

(c) separate AGGount (Ft 1991 
Appropriations Act § 575): If 
assistance is furnished to a 
foreign government under 
arrangements which result in the 
generation of local currencies: 

(1) Has A.I.D. (a) required 
that local currencies be deposited 
in a separate account established 
by the recipient government, (b) 
entered into an agreement with that 

N/A. 

N/A. Egypt is not at 
present declared an 
"excess" or "near excess" 
currency country. 

(a) Yes. (b) Yes. 
(c) Yes. 
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govern.ant providing the aaount ot 
local currencies to be generated 
and tbe teraa and conditions under 
which tbe currencies so deposited' 
.. y be utilized, and (c) 
e8tabliabed by kgrea.ant the 
r •• ponsibilitias ot A.I.D. and that 
gOVernMDt. to IIOni tor and account 
tor deposita into and disbursements 
tro. the .. parato account? 

(2) Will such local Yes. 
currencies, or an equivalent amount 
of local currencies, be used only 
to carry out the purposes of the DA 
or ESF ohapters of the FAA 
(Depending on which chapter is the 
source of the assistance) or for 
the administrative requirements of 
the united states Government? 

(3) Has A.I.D. taken all Yes. 
appropriate steps to ensure that 
the equivalent of local currencies 
disbursed from the separate account 
are used for the agreed purpose? 

(4) If assistance is Yes. 
terminated to a country, will any 
unencumbered balances of funds 
remaining in a separate account be 
disposed of for purposes agreed to 
by the recipient government and the 
United states Government? 

10. Trade ••• trictions 

(a) 8urplu~ Co .. oditie. (FY 1991 N/A. 
Appropriations Act § 521(a»: If 
assistance is for the production of 
any commodity for export, is the 
commodity likely to be in surplus 
on world markets at the time the 
resulting productive capacity 
becomes operative, and is such 
assistance likely to cause 
substantial injury to u.s. 
producers of the same, similar or 
competing commodity? 

(b) Teatile. (LauteDberg No. 
aaendaent) (FY 1991 Appropriations 
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Act I 521(c)): will the assistance 
(except for prograas in caribbean 
Basin Initiativ. countri~s under 
u.s. Tariff Schedule ·Section 807," 
which allows reduced tariffs on 
articles as • .-bled abroad from 
U.S.-.. de coaponents) be used 
directly to procure feasibility 
.tudies, prefeasibility studies or 
project profile. of potential 
inve.taant in, or to a.sist the 
e.tablisbaent of facilities 
specifically designed for, the 
manufacture for export to the 
united states or to third country 
markets in direct competition with 
u.s. exports, of textiles, apparel, 
footwear, handbags, flat goods 
(such as wallets or coin purses 
worn on the person), work gloves or 
leather wearing apparel? 

11. Tropical Porests CFY 1991 No. 
Appropriations Act § 533(c)(3»: 
Will funds be used for any program, 
project or activity which would (a) 
result in any significant loss of 
tropical forests, or (b) involve 
industrial timber extraction in 
primary tropical forest areas? 

12. PVO assistanc. 

(a) auditiD9 aDd registratioD (FY 
1991 Appropriations Act § 537): If 
assistance is being made available 
to a PVO, has that organization 
provided upon timely request any 
document, file, or record necessary 
to the auditing requirements of 
A.I.D., and is the PVO registered 
with A.I.D.? 

N/A. 

(b) PUDding sourc.. (FY 1991 N/A. 
Appropriations Act, Title II, under 
heading "Private and Voluntery 
Organizations"): If assistance is 
to be made to a united states PVO 
(other than a cooperative 
development organization), does it 
obtain at least 20 percent of its 
total annual funding for 
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sources other than the united 
states Government? 
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13. Proj.ct Agr .... Dt 
DoauaeDtatioD (state Authorization 
S 139 (as interpreted by conference 
report»: Has confirmation of the 
date of signing of the project 
aqreement,including the amount 
involved, been cabled to state LIT 
and A.I.D. LEG within 60 days of 
the agreement·s entry into force 
with respect to the united states, 
and has the full text of the 
agreement been pouched to those 
same offices? (See Handbook 3, 
Appendix 6G for agreements covered 
by this provision). 

14. Women in nevelopment (FY 
1991 Appropriations Act, Title II, 
under heading "Women in 
Development"): will assistance be 
designed so that the percentage of 
women participants will be 
demonstrably increased? 

15. Regional aDd Multilateral 
Assistance (FAA § 209): Is 
assistance more efficiently and 
effectively provided through 
regional or multilateral 
organizations? If so, why is 
aasistance not so provided? 
Information and conclusions on 
whethet:" assistance will encourage 
developing countries to cooperate 
in rsgl.onal development programs. 

16. Abortions (FY 1991 
App:t'opriations Act, Title II, under 
heading "Population, DA," and § 
525): 

(a) will assistance be made 
available to any organization or 
program which, as determined by the 
President, supports or participates 
in the management of a program of 
coercive abortion or involuntary 
sterilization? 

Case-Zablocki Act 
reporting procedures will 
be followed with respect 
to this Program. 

N/A. 

No. 

No. 
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(b) Will any funds be used to lobby No. 
for abortion? 

17. cooperative. (FAA § 111): No. 
Will aS8istance help develop 
cooperativ .. , especially by 
technical assistance, to assist 
rural and urban poor to help 
th.aselves toward a better life? 

18. V.8.-owDed poreigD 
currenoie. 

(a) V •• of currencies (FAA §§ 
612(b), 636(h»; FY 1991 
Appropriations Act §§ 507, the 
509): Describe steps taken to 
assure that, to the maximum extent 
possible, foreign currencies owned 
by the u.s. are utilized in lieu of 
dollars to meet the cost of 
contractual and other services. 

(b) Release of currencies (FAA § 
612(d»: Does the u.s. own excess 
foreign currency of the country 
and, if so, what arrangements have 
been made for its release? 

19. Procuruent 

(a) ••• 11 business (FAA § 
602(a»: Are there arrangements to 
permit u.s. small business to 
participate equitably in the 
furnishing of commodities and 
services financed? 

(b) V.8. procur .. ent (FAA § 
604(a»: will all procurement be 
from the u.s. except as otherwise 
determined by the President or 
determined under delegation from 
him? 

(c) .arine insurance (FAA § 
604(d»: If the cooperating 
country discriminates against 
marine insurance companies 
authorized to do business in the 
U.S., will commodities be insured 
in the united states against marine 

N/A. 

N/A. Egypt is not at 
present declared an 
"excess" or linear excess" 
currency country. 

Yes. 

Yes. Grant Proceeds can 
be utilized only to 
procure commodities and 
equipment of u.s. source 
and origin. 

Egypt does not so 
discriminate. 
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ri.k with such a company? 

(d) IIoB-U.8. &gJ:icnaltural 
PEOOU"._t (PAA I 604 (e) ) : If 
non-U.S. procureaent of 
agricultural ca..odity or product 
thereof i. to be financed, is there 
provision against such procurement 
when the domestic price of such 
co..adity is Ie •• than parity? 
(Bxception where commodity financed 
could not reasonably be procured in 
u.s. ) 

(e) CODstruotioD or eDgiD.eriDg 
• ~rvioes (FAA § 604(g»: will 
construction or engineering 
services be procured from firms of 
advanced developing countries which 
are otherwise eligible under Code 
941 and which have attained a 
competitive capability in 
intern~tional markets in one of 
theE'': c::_ ,:,eas? (Exceptiorl for those 
COUl/I ::"- ,"s which receive direct 
economic assistance under the FAA 
and permit united states firms to 
compete for construction or 
engineering services financed from 
assistance programs of these 
countries. ) 

(f) cargo prefereDoe sbippiDg (FAA 
§ 603»: Is the shipping excluded 
from compliance with the 
requirement in § 901(b) of the 
Merchant Marine Act of 1936, as 
amended, that at least 50 percent 
of the gross tonnage af commodities 
(computed separa:'ely for dry bulk 
carriers, dry cargo liners, and 
tankers) financed ~ball be 
transported on ~~tatoly owned u.s. 
flag commercial¢~~~ls to the 
extent such vessels are available 
at fair and reasonable rates? 

(g) TecbDioal a •• i.taDoe (FAA § 
621(a»: If technical aSoistance 
is financed, will such assistance 
be furnished by private enterprise 
on a contract extent practicable? 

RIA. 

N/A • 

N/A. Cash Transfer Grant 
proceeds can be used to 
finance shipping fees 
only if shipping of 
commodities or equipment 
is done on privatel~ 
owned u.s. flag carriers. 

RIA. 
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Will the facilities and resources 
of other Federal agencies be 
utilized, when they are 
particularly suitable, not 
coapetitive with private 
enterpriae, and _d. available 
without undue interference with 
da.eatic prograaa?Yca, to both 
questions. 

(h) 0.8. air carrier. 
(International Air Transportation 
Fair Competitive Practices Act, 
1974): If air transportation of 
persons or property is financed on 
grant basis, will u.s. carriers be 
used to the extent r-ach services is 
available? 
Yes. 
(i) Termination for convenience 
of U.8. Government (FY 1991 
Appropriations Act § 504): If the 
u.s. Government is a party to a 
contract for procurement, does the 
contract contain a provision 
authorizing termination of such 
contract for the convenience of the 
united states? 

(j) consulting .ervices (FY 1991 
Appropriations Act § 524): If 
assistance is for consulting 
service through procurement 
contract pursuant to 5 U.S.C. 3109, 
are contract expenditures a matter 
of public record and available for 
public inspection (unless otherwise 
provided by law or Executive 
order)? 

(k) Xetric conversion (Omnibus 
Trade and competitiveness Act of 
1988, as interpreted by conference 
report, amending Metric Conversion 
Act of 1975 § 2, and as implemented 
thr.ough A.I.D. policy): Does the 
assistance program use the metric 
system of measurement in its 
procurements grants and other 
business-related activities, except 
to the extent that such use is 
impractical or is likely to cause 

Yes. Cash Transfer Grant 
Proceeds can be used to 
finance shipping fees 
only if shipping of 
commodities or equipment 
is done on privately 
owned u.s. air carriers. 

N/A. 

N/A. 

N/A. 
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significant inefficiencies or loss 
of markets to united states firms? 
Are bulk purchases usually to be 
made in metric, and are components, 
subassemblies, and semi-fabricated 
materials to be specified in metric 
units when economically available 
and technically adequate? Will 
A.I.D. specifications use metric 
units of measure from the earliest 
programmatic stages, and from the 
earliest documentation of the 
assistance processes (for example, 
project papers) involving 
quantifiable measurements (length, 
area, volume, capacity, mass and 
weight), through the implementation 
stage? 

20. Coapetitive Selection Yes. 
Proce4ures (FAA § 601(e»: will 
the assistance utilize competitive 
selection procedures for the 
awarding of contracts, except where 
applicable procurement rules allow 
otherwise? 

21. Construction 

(a) Capital project (FAA § N/A~ 
601(d»: If capital (e.g., 
construction) project, will u.s. 
engineering and professional 
services be used? 

(b) CI)nstruction contract (FAA § N/A. 
611(c»: If contracts for 
construction are to be financed 
will they be let on a competitive 
basis to maximum extent 
practicable? 

(c) Larqe projects, Congressional N/A. 
approval (FAA § 620(k»: If for 
construction of productive 
enterprise, will aggregate value of, 
assistance to be furnished by the 
u.s. not 'exceed $100 million 
(except for productive enterprises 
in Egypt that were described in the 
Congressional Presentation), or 
does assistance have the express 

l)lo , D 
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approval of Congress? 

22. u.a. audlt tight. (PAA § MIA. 
301(d»: If fUnd is establisbed 
solely by U.S. contributions and 
adainl8tered: b7 an international 
organization, does Comptroller 
General bave audit rigbts? 

23. CC _l.t M.i.tuoe (FAA Yes. 
§ 620(b»: Do arrangements exist 
to insure that united states 
foreign aid is not used in a manner 
which, contrary to the best 
interests of the united states, 
promotes or assists the foreign aid 
projects or activities of the 
Communist-bloc countries? 

24. Narcotics 

(a) Casb reimbursements (FAA § 
483): Will arrangements preclude 
use of financing to make 
reimbursements, in the form of cash 
payments, to persons whose illicit 
drug crops are eradicated? 

(b) A.sistuoe to narcotics 
traffioker. (FAA § 487): Will 
arrangements take "all reasonable 
steps" to preclude use of financinq 
to or tbrouqb individuals or 
entities wbich we know or have 
reason to believe have either: (1) 
been convicted of a violation of 
any low or requlation of the united 
states or a foreign country 
relatinq to narcotics (or other 
controlled substances): or (2) been 
an illicit trafficker in, or 
otherwise involved in the illicit 
trafficking of, and such controlled 
substance? 

25. Bzpropriation and Land 
aefora (FAA § 620(g»: will 
assistance preclude use of 
financinq to compensate owners for 
expropriated or nationalized 
property, except to compensate 

N/A. 

N/A. 

Yes. 
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for.ign nationals in accordance 
wi th a land rafora proqraa 
certified by the Pre.ident? 

26. Itol1_ aa4 bi.ou (PAA § Yea. 
660): Will aaai.tance prftclude u.e 
of financinq to provide training, 
aclYioe-, or any· fillancial .uppert 
for police, p~ison., or other law 
enforc ... nt forces, except for 
narcotics p~raaa? 

27. CIA Acti''1:1ti •• (FAA § Yes. 
662) : Will assista\;~~~ preclude use 
of financing for CIA c~tivities? 

28. Kotor V.bicl~. (FAA § Yes. 
636(i»: will assistance preclude 
use of financing for pm:chase, 
sale, long-term lease, exchange or 
guaranty of the sale of motor 
vehicles manufactured outside U.S., 
unless a waiver is obtained? 

29. Military Personnel (FY Yes. 
1991 Appropriations Act § 503): 
will assistance preclude use of 
financing to pay pensions, 
annuities, retirement pay, or 
adjusted service compensation for 
prior or current military 
personnel? 

30. p.,.aat of UaB. Yes. 
A ••••••• nt. (FY 1991 Appropriations 
Act § 505): will assistance 
preclude use of financing to pay 
U.N. assessments, arrearage or 
dues? 

31. Multilat.ral Organi.ation Yes. 
L.nding (FY 1991. Appropriations Act 
§ 506): will assistance preclude 
use of financing to carrf out 
provisions of FAA section 209(d) 
(transfer of FAA funds to 
multilateral organizations for 
lending)? 

32. Bxport of Nucl.ar Yes. 
Re.ourc.. (FY 1991 Appropriations 
Act § 510): will assistance 
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preclude use of financing to 
finance the export ot nuclear 
aquip .. nt, fuel, or technology? 

33. ..p~ ••• iOD of PopulatioD Yes. 
(rY 1991 Appropriations Act S 511): 
Will assiatance preclude use of 
financing for the purpose of aiding 
the etfort. of the governaent of 
such country to represa the 
leqitiaate rights ot the population 
of such country to contrary to the 
Universal Declaration of Human 
Rights? 

34. PUblioity or propaqaDda No. 
(FY 1991 Appropriations Act § 516): 
will assistance be used for 
publicity or propaganda purposes 
designed to support or defeat 
legislation pending before 
Congress, to influence in any way 
the outcome of a political election 
in the United states, or for any 
publicity or propaganda purposes 
not authorized by Congress? 

35. Karine Insurance (FY 1991 Yes. 
Appropriations Act § 563): will 
any A.I.D. contract and 
solicitation, and subcontract 
entered into under such contract 
include a clause requiring that 
U.S. marine insurance companies 
have a fair opportunity to bid for 
marine insurance when such 
insurance is necessary or 
appropriate? 

36. BzohaDq_ tor Prohibited No. 
Act (FY 1991 Appropriations Act § 
569): will any assistance be 
provided to any foreign government 
(including any instrumentality or 
agency thereof), foreign person, or 
United states person in exchange 
for that foreign government or 
person undertaking any action which 
is, if carried out by the united 
states Government, a United states 
official or employees, expressly 
prohibited by a provision of United 
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state. law? 
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N.B.: PART B OF THE ASSISTANCE 
CHECKLIST, WHICH IS APPLICABLE TO 
DBVBIDJ:IMBIR ASSISTANCE ONLY, HAS 
BED OIIITTBD BECAUSB IT IS 
lNAPPLICABLB TO THIS ESF-FUNDED 
PROJECT. 

C. CRITERIA APPLICABLE TO 
ECONOMIC SUPPORT FUNDS ONLY 

1. .eono.ie and Po1itieal 
8tabilit7 (FAA § 531(a»: will 
this assistance promote economic 
and political stability? To the 
maximum extent feasible, is this 
assistance consistent with the 
policy directions, purposes, and 
programs of Part I of the FAA? 

2. Military Purposes (FAA § 
531(e»: will this assistance be 
used for military or paramilitary 
purposes? 

3. Commodity Grants/Separate 
Account. (FAA § 609): If 
commodities are to be granted so 
that sale proceeds will accrue to 
the recipient country, have Special 
Account (counterpart) arrangements 
bee~ made? (For FY 1991, this 
provision is superseded by the 
separate account requirements of FY 
1991 Appropriations Act § 575(a). 
See § 575(a)(5).) 

4. Generation and US8 of 
Local currenci •• (FAA § 531(d»: 
Will ESF funds made available for 
commodity import ~rograms or other 
program assistance be used to 
generate local currencies? If so, 
will at least 50 percent of such 
local currencies be available to 
support activities consistent with 
the objectives of FAA sections 103 
through 106? (For FY 1991, this 
p~ovision is superseded by the 
separate account requirements of FY 
1991 Appropriations Act § 575(a). 

Yes, to both questions. 

No. 

N/A. 

N/A. 
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S .. I 575(a) (5).) 

5. CUlt ftUaf. aeqalr_u 
(" 1991 Appropriation. Act, Title 
II, under beadill4) -Bcon01lic support 
Fund,- and I S75(b»: If 
a .. istance is in the form of a cash 
transfer: 

(a) 8eparate aOGOUD't: Are all such 
cash pa,.ents to be maintained by 
the country in a separate account 
and not to be commingled with any 
other funds? 

(b) Local currenci •• : will all 
local currencies that may be 
generated with funds provided as a 
cash transfer to such a country 
also be deposited in a special 
account, and has A.I.D. entered 
into an agreement with that 
government setting forth the amount 
of the local currencies to be 
generated, the terms and conditions 
under which they a~e to be used, 
and the responsibilities of A.I.D. 
and that government to monitor and 
account for deposits and 
disbursements? 

(c) U.8. Governaent u.e of local 
currencies: will all such local 
currencies also be used in 
accordance with FAA § 609, which 
requires such local currencies to 
be made available to the u.s. 
government as the u.s. determines 
necessary for the requirements of 
the u.s. Government, and which 
requires the remainder to be used 
for programs agreed to by the u.s. 
Government to carry out the 
purposes for which new funds 
authorized by the FAA would 
themselves be available? 

(d) congre.sional notice: Has 
Congress received prior 
notification providing in detail 
how the funds will be used, 
including the u.s. interests that 

Yes. 

Yes. 

Yes. 

Yes. 
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vill be .erved by the assistance, 
and, aa appropriate the acono.ic 
policy reforaa that vill be 
proaoted by the cash transfer 
aui.tance? 



ANNEX F 

5C(2) - ASSISTANCE CHECKLIST 

Listed below are statutory criteria 
applicable to the assistance 
re.ources theaselves, rather than 
the eligibility of a country to 
receive assistance. This section 
is di videc:l into three parts. Part 
A includes criteria applicable to 
both Develop.ent Assistance and 
Econoaic Support Fun resources. 
Part B includes criteria applicable 
only to Development Assistance 
resources. Part C includes 
criteria applicable only to 
Economic Support Funds. 

CROSS REFERENCES: IS COUNTRY 
CHECKLIST UP TO DATE? 

A. CRITERIA APPLICABLE TO BOTH 
DEVELOPMENT ASSISTANCE AND ECONOMIC 
SUPPORT FUNDS 

1. Hoat country Development 
Bttorta (FAA § 601(a»: 
Information and conclusions on 
whether assistance will encourage 
efforts of the country to: (a) 
increase the flow of international 
trade~ (b) foster private 
initiative and competition~ (c) 
encourage development and use of 
cooperatives, credit unions, and 
savings and loan ass'ociations; (d) 
discourage monopolistic practices; 
(e) improve technical efficiency of 
industry, agriculture, and 
commerce; and (f) strengthen free 
labor unions. 

N.B.: Part B has been 
omitted because it is 
inapplicable to this ESF­
funded project. 

Yes, the country 
Checklist is contained in 
the Project Paper for the 
International Executive 
Service corps Project 
(No. 263-0229). 

(a) The project will 
provide financing for 
technical assistance to 
assist the GOE in 
achieving its economic 
reform program related to 
the Cash Transfer for 
Sector Policy Reform. 
The economic reform 
program includes specific 
measures related to the 
International Trade 
Sector which are designed 
to increase the flow of 
international trade 
between Egypt and the 
rest of the world. (b) 
Policy reform measures 
related to the Financial, 
Fiscal and Enterprise 
Sectors all are designed 
to foster private 
initiative and 
competition. (c) No 

"u 0\\ 
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2. U.8. Private Trade and 
Inve.taent (FAA § 601(b»: 
Information and conclusions on how 
assistance will encourage u.s. 
private trade and investment abroad 
and encourage private 
U.S.participation in foreign 
assistance programs (including use 
of private trade channels and the 
services of u.s. private 
enterprise). 

3. congre •• ional Botification 

(a) aeneral requir .. ent (FY 1991 
Appropriations Act § 523 and 591; 
FAA § 634A): If money is to be 
obliqated for an activity not 
previously justified to Conqress, 
or for an amount in excess of 
amount previously justified to 

perceptible impact. (d) 
Policy reform measures 
at.ed at increasinq 
private sector ownership 
in Egypt vill discouraqe 
.anopolistic qovernmental 
practices. (e) 
Increased privatization, 
Which is a focal point of 
the policy reform 
measures, will result in 
the need to make a profit 
which can only occur with 
improved technical 
efficiency in industry 
and commerce. (f) No 
perceptible impact. 

Cash Transfer grant 
proceeds, which will be 
disbursed upon the GOE 
implementing certain 
economic policy reform 
measures, may be used by 
the GOE to purchase 
equipment and commodities 
of U.S. source and 
oriqin. It is expected 
that a significant amount 
of the qrant proceeds 
will be used to purchase 
equipment and commodities 
from u.s. private sector 
sources, thus encouraqinq 
u.s. private trade 
abroad. The Technical 
Support for Policy Reform 
Project will assist the 
GOE in implementinq the 
required economic policy 
reform measures. 

conqress has been 
notified in accordance 
with reqular Aqency 
practice. 
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Congres., has Congr_ been 
properly notified (unless the 
notification raqui~t bas been 
waived because of substantial risk 
to huaan health or welfare)? 

eb) IIoUae or D_ aoaout 
obligaUoa eFY 1991 Appropriation. 
Act I 514): If funds· are being 
obligated under an appropriation 
account to which they were not 
appropriated, has the President 
consulted with and provided a 
written justification to the House 
and Senate Appropriations 
committees and has such obligation 
been subject to regular 
notification procedures? 

(c) Cash traDsfers and nonproject 
sector assistance (FY 1991 
Appropriations Act § 575(b) (3»: If 
funds are to be made available in 
the form of cash transfer or 
nonproject sector assistance, has 
the Congressional notice included a 
detailed description of how the 
funds will be used, with a 
discussion of u.S. interests to be 
served and a description of any 
economic policy reforms to be 
promoted? 

4. IngiDeeriDg aDd ~iDaDcial 
PlaD. (FAA § 611(a»: Prior to an 
obligation in excess of $500,000, 
will there be: (a) engineering, 
financial or other plans necessary 
to carry out the assistance; and 
(b) a reasonably firm estimate of 
the cost to the u.S. of the 
assistance? 

5. Legislative Action (FAA § 
611(a)(2»: If legislative action 
is required within recipient 
country, with respect to an 
obligation in excess of $500,000, 
what is the basis for reasonable 
expectation that such action will 
be completed in time to permit 
orderly accomplishment of the 

KIA. 

N/A. 

Yes. 

The only legislative 
action required is 
customary ratification of 
the grant agreement by 
the People's Assembly. 
This has been obtained 
without difficulty in the 
past. Furtherfmore, the 
signed agreement is 
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purpose of the assistance? 

6. ..U1-"8OUftMe. (PAA I 
611(b): Py 1991 Appropriationa Act 
I 501): If project is for water or 
water-related land resource 
construction, have benefits and 
costs been coaputed to the extent 
practicable in accordance with the 
principles, standards, and 
procedures established pursuant to 
the water Resources Planning Act 
(42 U.S.C. 1962, gt ~)? (See 
A.I.D. Handbook 3 for guidelines.) 

7. Caab Tranafer aDd Sector 
Aasiatance (FY 1991 Appropriations 
Act § S7S(b»: Will cash transfer 
or nonproject sector assistance be 
maintained in a separate account 
and not commingled with other funds 
(unless such requirements are 
waived by Congressional notice for 
nonproject sector assistance)? 

8. capital Assistance (FAA § 
611(e»: If project is capital 
assistance (~, construction), 
and total U.S. assistance for it 
will exceed $1 million, has the 
Mission Director certified and 
Regional Assistant Administrative 
taken into consideration and 
country's capability to maintain 
and utilize the project 
effectively? 

9. Local CUrrencies 

(a) Recipient Contributions (FAA § 
612(b), 636(h»: Describe steps 
taken to assure that, to the 
maximum extent possible, the 
country is contributing local 
currencies to meet the cost of 
contractual and other services, and 
foreign currencies owned by the 
U.S. are utilized in lieu of 
dollars. 

legally binding and 
effective without such 
ratification. 

RIA. 

RIA. 

RIA. 

The GOE has agreed to 
provide any funds in 
addition to the Grant 
necessary to carry out 
the Project effectively 
and in a timely manner. 
U.S.-owned Egyptian 
currency is not available 
specifically for this 
project. 
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(b) U.8.-GWDecJ currucy (FAA § 
612(d»: Does the U.S. own excess 
foreign currency of the country 
and, if so, what arrangements have 
bQen aade for ita release? 

(c) Separate Aaao11llt (FY 1991 
Appropriations Act § 575): If 
assistance is furnished to a 
foreign gavern.ent under 
arrang_nts which rBsult in the 
generation of local currencies: 

(1) Has A.I.D. (a) required 
that local currencies be deposited 
in a separate account established 
by the recipient gov6rnment, (b) 
entered into an agreement with that 
government providing the amount of 
local currencies to be generated 
and the terms and conditions under 
which the currencies so deposited 
may be utilized, and (c) 
established by agreement the 
responsibilities of A.I.D. and that 
government to monitor and account 
for deposits into and disbursements 
from the separate account? 

(2) Will such local 
currencies, or an equivalent amount 
of local currencies, be used only 
to carry out the purposes of the DA 
or ESF chapters of the FAA 
(Depending on which chapter is the 
source of the assistance) or for 
the administrative requirements of 
the united states Government? 

(3) Has A.I.D. taken all 
appropriate steps to ensure that 
the equivalent of local currencies 
disbursed from the separate account 
are used for the agreed purpose·:' 

(4) If assistance is 
terminated to a country, will any 
unencumbered balances of funds 
remaining in a sep~rate account be 
disposed of for purposes agreed to 
by the recipient government and the 
united states Government? 

No. 

There will be no local 
currency generations 
within the meaning of § 
575. 

N/A. 

N/A. 

N/A. 

N/A. 

/' 

C\'b 
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10. 'fzoa4e .. .triotioD. 

Ca, hrplaa COSMtiti.. cn 1991 MIA. 
Appropriations Act S 521Ca»: If 
assistance is tor the production ot 
any COIIaOdity tor export, is the 
ca.aodity likely to be in surplus 
on world .. rJrata at the tiae the 
resulting pradactiva capacity 
becoaaa operative, and is such 
a.siatance likely to cause 
sub.tantial injury to U.s. 
producers ot the same, similar or 
competing commodity? 

(b) Tuti1.. (LauteDberq No. 
aaudaeDt) CFY 1.991 Appropriations 
Act § 521Cc»: will the assistance 
Cexcept for programs in caribbean 
Basin Initiative countries under 
u.s. Tariff Schedule "Section 807," 
which allows reduced taliffs Oll 
articles assembled abroad from 
U.S.-made components) be used 
directly to procure feasibility 
studies, prefeasibility studies or 
project profiles of potential 
investment in, or to assist the 
establishment of facilities 
specifically designed for, the 
manufacture for export to the 
Unitea States or to third country 
markets in direct competition with 
U.S. exports, of textiles, apparel, 
footwear, handbags, flat goods 
Csuch as wallets or coin purses 
worn on the person), work gloves or 
leather wearing apparel? 

11. Tropical ~or •• t. (FY 1991 No. 
Appropriations Act § 533(c)(3»: 
Will funds be used for any program, 
project or activity which would 
Ca) result in any significant loss 
of tropical forests, or (b) involve 
industrial timber extraction in 
primary tropical forest areas? 

12 • PVO Asaistance 

Ca) Auditinq aDd registration CFY 
1991 Appropriations Act § 537): If 

N/A. 
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a •• i.tance ia being .. de available 
to a PVO, haa that orqaniaation 
pJ:OViMd upon tJael7 nqu_t any 
dacnmeJlt, rile, or record Deceasary 
to the auditing requir-.ta or 
A~ I. D., and ia the PVO reviatered 
with A.I.D.? 

(b) ..... "ill9 8OVC.. (FY 1991 
AJlpropriatioll8 Act, Titl. II, under 
heading -Privata and Voluntary 
Organizations-): If assistance is 
to be made to a united states PVO 
(other than a cooperative 
development organization), does it 
obtain at least 20 percent of its 
total annual funding for 
international activities from 
sources other than the united 
states Government? 

13. project Aqr .... nt 
Docua.ntation (state Authorization 
§ 139 (as interpreted by conference 
report»: Has confirmation of the 
date of signing of the project 
agreement, including the amount 
involved, been cabled to state LIT 
and A.I.D. LEG within 60 days of 
the agreement's entry into force 
with respect to the united states, 
and has the full text of the 
agreement been pouched to those 
same officea? (See Handbook 3, 
Appendix 6G for agreements covered 
by this provision). 

14. Wo.e. 1n Develop.ent (FY 
1991 Appropriations Act, Title II, 
under heading "Women in 
DevelopmentM): will assistance be 
designed so that the percentage of 
women participants will be 
demonstrably increased? 

15. Regional an4 Multilateral 
A •• i.tance (FAA § 209): Is 
assistance more efficiently and 
effectively provided through 
regional or multilateral 
organizations? If so, why is 
assistance not so provided? 

If/A. 

Case-Zablocki Act 
reporting procedures will 
be followed with respect 
to this project. 

N/A. 

No. 
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Infor.ation and conclusions on 
whether assistance will encourage 
dev.loping countries to cooperate 
in regional develQlm8llt pr~. 

1&. aJIoz'U._ CFY 1991 
Appropriations Act, Title II, undar 
heading -Population, DA,- and I 
525): 

Ca) will assistance be .ade No. 
available to any orqanization or 
program which, as determined by the 
President, supports or participates 
in the management of a program of 
coercive abortion or involuntary 
sterilization? 

(b) will any funds be used to lobby No. 
for abortion? 

17. cooperatives (FAA § 111): No. 
will assistance help develop 
cooperatives, especially by 
technical assistance, to assist 
rural and urban poor to help 
themselves toward a better life? 

18. U.S.-owned roreiqn 
CUrrencies 

(a) u •• of curr.nci.. (FAA §§ 
612(b), 636Ch»; FY 1991 
Appropriations Act Ii 507, the 
509): Describe steps taken to 
assure that, to the maximum extent 
possible, foreign currencies owned 
by the u.s. are utilized in lieu of 
dollars to meet the cost of 
contractual and other services. 

(b) •• 1.... of currencies (FAA § 
612(d»: Does the u.s. own excess 
foreign currency of the country 
and, if so, what arrangements have 
been made for its release? 

19. Procur ... nt 

U.S.-owned Egyptian 
currency is not available 
specifically for this 
Project. 

Egypt is not at present 
declared an "excess" or 
"near excess" currency 
country. 

(a) S •• 11 bu.ine.8 (FAA § Yes. 
602Ca»: Are there arrangements to 
permit U.S. small business to 



participate equitably in the 
furnishing of co .. odities and 
service. rinanced? 
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(b) 0 ••• proau_t (FAA § 
604(a»: will all procureaent be 
fro. the u.s. except as otherwise 
deterained by the President or 
deterained under delegation from 
hi.? 

(c) Maria. i •• uranae (FAA § 
604(d»: If the cooperating 
country discriminates against 
marine insurance companies 
authorized to do business in the 
U.S., will commodities be insured 
in the United states against marine 
risk with such a company? 

(d) BOD-U.8. agricultural 
procur .. eDt (FAA § 604(e»: If 
non-U.S. procurement of 
agricultural commodity or product 
thereof is to be financed, is there 
provision against such procurement 
when the domestic price of such 
commodity is less than parity? 
(Exception where commodity financed 
could not reasonably be procured in 
u.s. ) 

(e) COD.tructioD or eDgiDeeriDg 
• ervice. (FAA § 604(g»: will 
construction or engineering 
services be procured from firms of 
advanced developing countries which 
are otherwise eligible under Code 
941 and which have attained a 
competitive capability in 
international markets in one of 
these areas? (Exception for those 
countries which receive direct 
economic assistance under the FAA 
and permit United states firms to 
compete for construction or 
engineering services financed from 
assistance programs of these 
countries.) 

(f) Cargo prefereDce sbippiDg (FAA 
§ 603»: Is the shipping excluded 

Yes. Procurement will be 
fro. the U.s. and Egypt. 

Egypt does not so 
discriminate. 

N/A. 

N/A • 

No. 50/50 shipping rules 
will apply to this 
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fro. coap1iance with the 
r.quir~t in I 901(b) of the 
Mercb.ant KariM Act of 1936, as 
aMDded, that at l_t 50 percent 
of tile groaa 1:onnat)e of ~iti .. 
(CWIpIted. .eparat:ely for dry bu11t 
carri.rs, dry cargo liners, and 
tanJtera) finaDc:ed aha11 be 
traJuIportec:l OIl privately owned U.S. 
flag co..ercia1 v .... 1. to the 
extent such v .... 1. are available 
at fair and reasonable rates? 

(g) ~.cbnic.l a •• i.tance (FAA § 
621(a»: If technical assistance 
is financed, will such assistance 
be furnished by private enterprise 
on a contract extent practicable? 
Will the facilities and resources 
of other Federal agencies be 
utilized, when they are 
particularly suitable, not 
competitive with private 
enterprise, and made available 
without undue interference with 
domestic programs?Yes, to both 
questions. 

(h) V.8. air carriers 
(International Air Transportation 
Fair competitive Practices Act, 
1974): If air transportation of 
persons or property is financed on 
grant basis, will u.s. carriers be 
used to the extent such services is 
available? 

(i) Te~ination for convenience 
of V.8. Govenaut (FY 1991 
Appropriations Act § 504): If the 
U.S. Government is a party to a 
contract for procurement, does the 
contract contain a provision 
authorizing termination of such 
contract for the convenience of the 
United States? 

(j) Consulting .ervices CFY 1991 
Appropriations Act § 524): If 
assistance is for consulting 
service through procurement 
contract pursuant to 5 U.S.C. 3109, 

project. 

Yes. 

Yes. 

Yes. 

Yes. 
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are contract expenditure. a .atter 
of public recczd and available for 
public· in8p8Ction (unl_ otbervi_ 
pzovi~ by law or becutive 
omu)? 

(k) .. uia ao .. enioa (OImibu8 Yes. 
'Inde IUd, ~ti"R_. Act of 
19 •• , .. interpreted' by conference 
report, aunding Ketr1c CODYenaion 
Act: or 1975 5 2, and a. illpleaented 
through A.I.D. policy): Does the 
assistance program use the metric 
systea of measurement in its 
procurements grants and other 
business-related activities, except 
to the extent that such use is 
!apractical or is likely to cause 
significant inefficiencies or loss 
of markets to united states firms? 
Are bulk purchases usually to be 
made in metric, and are components, 
subassemblies, and semi-fabricated 
materials to be specified in metric 
units when economically available 
and technically adequate? will 
A.I.D. specifications use metric 
units of measure from the earliest 
programmatic stages, and from the 
earliest documentation of the 
assistance processes (for example, 
project papers) involving 
quantifiable measureaents (length, 
area, volu..e, capacity, mass and 
weight}, through the implementation 
stage? 

20. Coapetitive aeleotion Yes. 
Prooedure. (FAA S 601(e»: Will 
the assistance utilize competitive 
selection procedures for the 
awarding of contracts, except where 
applicable procurement rules allow 
otherwise? 

21. CODatruotioD 

(a) capital projeot (FAA § 
601(d»: If capital (e.g., 
construction) project, will u.s. 
engineering and professional 
services be used? 

N/A. 
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(b) ~io. ao.t~.ot (PAA I RIA. 
611(c»: If contracts for 
conatruction are to be financed 
viII they be let on a caBpetitive 
baai. to ... m. extent 
practicable? 

(c) La ... pzojeot., congraa.ional MIA. 
a~ (PAA I 620(k»: If for 
con8truction of productive 
enterpri .. , will aggregate value of 
assistance to be furnished by the 
u.s. not exceed $100 million 
(except for productive enterprises 
in Egypt that were described in the 
Congressional Presentation), or 
does assistance have the express 
approval of congress? 

22. U.8. Audit Rights (FAA § N/A. 
301(d»: If fund is established 
solely by u.s. contributions and 
administered by an international 
organization, does comptroller 
General have audit rights? 

23. CO .. UDi.t A •• i.tance (FAA Yes. 
§ 620(h»: Do arrangements exist 
to insure that united states 
foreign aid is not used in a manner 
which, contrary to the best 
intereats of the United states, 
pro.ate. or assists the foreign aid 
projects or activities of the 
Communist-bloc countries? 

24. ..rcotic. 

(a) C •• 1a r~illbur._.nt. (FAA § N/A. 
483): will arrangements preclude 
use of financing to make 
reimbursements, in the form of cash 
payments, to persons whose illicit 
drug crops are eradicated? 

(b) Aa.i.~ance to narcotic. Yes. 
trafficker. (FAA § 487): Will 
arrangements take "all reasonable 
steps" to preclude use of financing 
to or through individuals or 
entities which we know or have 

/ 
\t}l 
• 



- 13 -

reasan to believe have either: (1) 
been convicted of a violation of 
any low or regulation of the united 
states or a foreiCJll country 
relating to narcotics (or other 
controlled aubatances); or (2) been 
an illicit trafficker in, or . 
otherwi.e involved in the illicit 
trafficking of, and such controlled 
substance? 

25. BKpropriatioD aDd LaDd Yes • 
•• fo~ (FAA § 620(q»: will 
assistance preclude use of 
financinq to compensate owners for 
expropriated or nationalized 
property, except to compensate 
foreiqn nationals in accordance 
with a land reform program 
certified by the President? 

26. Police aDd PrisoDs (FAA § Yes. 
660): Will assistance preclude use 
of financing to provide training, 
advice, or any financial support 
for police, prisons, or other law 
enforcement forces, except for 
narcotics programs? 

27. CIA Activiti.s (FAA § Yes. 
662): will assistance preclude use 
of financinq for CIA activities? 

28. Motor V.biol •• (FAA § Yes. 
636(i»: will assistance preclude 
use of financinq for purchase, 
sale, long-term lease, exchange or 
quaranty of the sale of motor 
vehicles manufactured outside U.S., 
unless a waiver is obtained? 

29. Military P.r.oDD.1 (FY Yes. 
1991 Appropriations Act § 503): 
will assistance preclude use of 
financing to pay pensions, 
annuities, retirement pay, or 
adjusted service compensation for 
prior or current military 
personnel? 

30. Pa,..nt of U.H. Yes. 
A ••••••• Dt. (FY 1991 Appropriations 
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Act I 505): Will assi.tance 
preclude use of financing to pay 
u. If. asses_nts, arrearage or 
dues? 

31. 1IDl~ll.t:ua1 OI:VUl •• ~oa Yea. 
LeIafIlav (FY 1991 Appropriations Act 
I 50G): will a.si.tance preclude 
uae of financing to carry out 
provi.ions of PAA section 209(d) 
(tranafer of PAA tunds to 
aultilateral organizations for 
lending)? 

32. Bzport of lIIIo1e.r Yes • 
• e.ource. (FY 1991 Appropriations 
Act S 510): Will assistance 
preclude use of financing to 
finance the export of nuclear 
equipment, fuel, or technology? 

33. Repression of population ',f::! Yes. 
(FY 1991 Appropriations Act § 511): 
will assistance preclude use of 
financing for the purpose of aiding 
the efforts of the government of 
such country to repress the 
legitimate rights of the population 
of such country to contrary to the 
Universal Declaration of Human 
Rights? 

34. PUblioity or propaganda No. 
CPY 1991 Appropriations Act § 516): 
Will assistance be used for 
publicity or propaganda purposes 
designed to support or defeat 
legislation pending before 
Congress, to influence in any way 
the outcome of a politlcal election 
in the United states, or for any 
publicity or propaganda purposes 
not authorized by Congress? 

35. Xarine Insurance (FY 1991 Yes. 
Appropriations Act § 563): will 
any A.I.D. contract and 
solicitation, and subcontract 
entered into under such contract 
include a clause requiring that 
U.s. marine insurance companies 
have a fair opportunity to bid for 
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insurance is necessary or 
appropriate? 
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36. "ob&Dq. for Probibit.4 No. 
&at (Pr 1991 Appropriations Act § 
569): will any assistance be 
provided to any foreign governaent 
(including any instrumentality or 
agency thereof), foreign person, or 
united states person in exchange 
for that foreign government or 
person undertaking any action which 
is, if carried out by the united 
states Government, a united states 
official or employees, expressly 
prohibited by a provision of United 
states law? 
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N.B.: PART B OF THE ASSISTANCE 
CHECKLIST, WHICH IS APPLICABLE TO 
DEVELOPMEN'l' ASSISTANCE ONLY, HAS 
BEEN OMITTED BECAUSE IT IS 
INAPPLICABLE TO THIS Esr-FUNDED 
PROJEcr. 

C. CRI~A APPLICABLE TO 
ECONOMIC SUPPORT FUNDS ONLY 

1. 8cono.ic and Political 
stability (FAA § 531(a»: will 
this assistance promote economic 
and political stability? To the 
maximum extent feasible, is this 
assistance consistent with the 
policy directions, purposes, and 
programs of Part I of the FAA? 

2. Military PUrposes (FAA § 
531(e»: Will this assistance be 
used for military or paramilitary 
purposes? 

3. Commodity Grants/separate 
Account. (FAA § 609): If 
commodities are to be granted so 
that sale proceeds will accrue to 
the recipient country, have Special 
Account (counterpart) arrangements 
been made? (For FY 1991, this 
provision is superseded by the 
separate account requirements of FY 
1991 Appropriations Act § 575(a). 
See § 575(a)(5).) 

4. aeneration and U.e of 
Local currenci •• (FAA § 531(d»: 
will ESF funds made available for 
commodity import programs or other 
program assistance be used to 
generate local currencies? If so, 
will at least 50 percent such local 
currencIes be available to support 
activities consistent ~ith the 
objectives of FAA sections 103 
through 106? (For FY 1991, this 
provision is superseded by the 
separate account requirements of FY 
1991 Appropriations Act § 575(a). 

Yes, to both questions. 

No. 

N/A. 

N/A. 
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See § 575(a)(5).) 

5. Ca.b TraD.fer Requir .. ents 
(FY 1991 Appropriations Act, Title 
II, undar headinq "Economic Support 
Fund," and § 575(b»: If 
assistance is in the form of a cash 
transfer: 

(a) separate account: Are all such N/A. 
cash payments to be maintained by 
the country in a separate account 
and not to be comminqled with any 
other funds? 

(b) Local currencies: will all N/A. 
local currencies that may be 
qenerated with funds provided as a 
cash transfer to such a country 
also be deposited in a special 
account, and has A.I.D. entered 
into an aqreement with that 
qovernment settinq forth the amount 
of the local currencies to be 
qenerated, the terms and conditions 
under which they are to be used, 
and the responsibilities of A.I.D. 
and that qovernment to monitor and 
account for deposits and 
disbursements? 

(c) u.s. Governaent u.e of local N/A. 
currencies: will all such local 
currencies also be used in 
accordance with FAA § 609, which 
requires such local currencies to 
be made available to the u.s. 
qovernment as the u.s. determines 
necessary for the requirements of 
the u.s. Government, and which 
requires the remainder to be used 
for proqrams aqreed to by the u.S. 
Government to carry out the 
purposes for which new funds 
authorized by the FAA would 
themselves be available? 

(d) congressional notice: Has N/A. 
Conqress received prior 
notification providinq in detail 
how the funds will be used, 
includinq the u.s. interests that 
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will be served by the assistance, 
and, as appropriate the economic 
policy refor.a that will be 
promoted by the cash transfer 
assistance? 


