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SUMMARY OF MAIN FINDINGS AND RECOMMENDATIONS 

FINDINGS 

I. The Sector Policy Reform (SPR) Program has proved itself an effective substitute for theunconditioned cash transfers of the past two decades. It has succeeded in pushing forward theGovernment of Egypt's (GOE's) reform program while accommodating to the constraints imposed onpolicy lending by the special political circumstances of U.S. aid to Egypt. Despite the earmark and itsimplications for the credibility of conditionality, the GOE/World Bank/IMF program for reforms has beenstrengthened by the USAID backup, and USAID itself has become a more significant and effective 
partner in policy dialogue. 

2. In the past decade, and especially the past three years, GOE has stabilized the economy and hasmade extraordinary progress toward economic liberalization and the reduction of distortionary economicpolicies. Following the wide-ranging reforms in agricultural policy that began in the mid-1980s,macroeconomic and broad sectoral reforms were introduced in 1991 with Bank-Fund support, under anEconomic Reform and Structural Adjustment Program (ERSAP). Since 1991, exchange rates have beenunified and exchange controls dismantled, real interest rates have become positive, the trade regime hasbecome more open, and financial markets have been made more open and competitive. A beginning has 
been made in privatization. 

3. USAID has contributed to this movement toward freer markets and increased efficiency ofresource use. It was the chief sponsor, with GOE, of the agriculture sector reforms. Through the SPRit has provided support for ERSAP by reinforcing its conditional ities and complementing them bysponsoring new or related policy measures. 

4. The SPR policy measures were generally well designed to meet the targets of the program.Compliance has been good though uneven. The most consistent compliance has been in the financial andfiscal areas. The biggest gap between commitments and performance has been in privatization.Compliance was cosmetic in some cases, notably privatization, where GOE invented a way to complyformally with ERSAP conditionality (by shifting state-owned enterprise (SOE) shares to so-calledEmployee Shareholder Associations) while leaving unaffected SOE control and introducing
management changes. 

no 

5. The SPR will have spccial priority in the post-debt relief years - in other words, after 1994.The promise of substantial Paris Club debt and debt service relief has been the main incentive for GOEadherence to the reform program. But this will be gone once the Bank and Fund certify compliance withERSAP policy conditionalities, probably in a few months. An additional peril for policy reform is thecomfortable budget and balance of payments posture of GOE. The temptation to pursue moreexpansionist, less prudent macroeconomic and sectoral policies will surely increase. The relativeimportance of USAID's SPR program will thus increase substantially, because it will be the only cash
backed multisectoral policy reform program. 

6. Implementation of SPR has been extremely demanding. Conditionality could not be pushed sohard that it became "burdensome," given the large reform agenda that was already on the table. Norcould it be based entirely on the Bank-Fund policy matrix without risking the charge that the samereforms were being "paid for twice." Decision making is centralized, policy analysts few, the flow ofinformation sluggish, and habits of open debate and policy dialogue embryonic. Some ministries are 
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uninterested, even hostile, to policy discussion with donors. Despite all this, and by dint of persistenceand ingenuity, the Economic Analysis and Policy Directorate has succeeded in tracking compliance withthe policy measures of SPR. In the process they have learned a great deal about the Egyptian economyand about obstacles to reform. And they have nudged the policy reform process forward. 
7. Despite the generally good management of the program, the evaluation suggested several areaswhere modifications might increase effectiveness and impact. 

" 	 The policy measures are numerous (they number 20), and range widely overareas 	 four economicor sectors. The program objective is not sufficiently clear or concrete,subobjectives are not explicit. 	 and specificIt is therefore not easy to see a unifying theme or vision thatinspires the program. 

* Monitoring has consisted mainly of a search for verification that policy measurescomplied with. have been 
But 

This has been well done, and is essential; it is the basis for disbursement.verification has become a laborious, auditor-like paper chase with uncertain links to
broader policy concerns. 

* 	 The dialogue-enhancing potential of SPR was initially constrained by the practice of funnelingall contacts with GOE through the Ministry of International Cooperation (MIC).this had advantages, it acted as a screen 	 Although
between USAID technical staff and the operatingagencies. This is no longer a serious problem, because USAID staff now meet regularly with

other agencies. 

SInteractions between IJSAID and Bank Fundthe and have been generally good butconsiderably less than optimal. Bank missions sometimes do little morebriefings. 	 than perfunctoryWhen the ERSAP conditionality was being worked out, USAID was not informeduntil late in the day as to its content. It is difficult to get access to 	Bank and Fund reportsthat cover issues central to the effectiveness of USAID's SPR. 
* The economists of the EAP directorate have had inadequate contacts withbusiness community and with private sector players in general. 

the Egyptian
This is no different from whathappens in most USAID Missions, where private sector officers or trade and developmentproject staff interact with the private sector, while economists worry mainly about publicpolicy. Nevertheless, 

private energies, 
when the policy reform program is so directly aimed at liberatingit is indispensable for the economic staff to be more involved with thebusiness community and other private actors. 

" 	 Interoffice relations are cordial and collaborative, but USAID's size and organizationalcomplexity has hindered internal collaboration on the SPR program. EAP staff are not alvaysrepresented at meetings on SPR-relevant matters that other USAID units attendofficials, the World Bank, 	 - with GOEor 	other donors. The economists are not always adequatelyrepresented at high-level policy discussions. Other USAID offices were not in the past fullymobilized for preparation of policy measures. 

" 	 The potentials of the SPR's sister project, the Technical Support for Sector Policy Reform(TSSPR) Project, have been insufficiently exploited.
technical 	 Few studies have been financed, limitedassistance provided. One reason is that GOE officials seem to prefer multilateraltechnical assistance in some policy areas. Another is that technical oversight of the TSSPRproject has not fallen squarely within a well-defined jurisdiction within the EAP directorate. 
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RECOMMENDATIONS 

A second SPR should follow the present project. In addition to greater e'ffectiveness because of
lessons learned from the present SPR, the next SPR will have greater significance because it will
ill a policy lending void - the void created by the absence of a financially backed World Bankprogram and the disappearance of the incentive of Paris Club debt relief after 1994.2. The new SPR (SPR 1I) should concentrate its policyobjectives. measures on narrower, better-defined 

sector supply 
It should have one relatively simple major objective, such as:response. encouraging privatePrecise subobjectives shouldmeasures could then be more 

also be defined. Selectionfinely targeted. of policyAll of this would make measure selection easier,monitoring simpler, and explanation of the program more comprehensible.
3. The Mission should continue to draw

policy measures 
on the World Bank/IM4F policy matrix for ideas aboutthat are suitable for SPR II. This is efficient, because these measures are based

on lengthy studies and analysis. It is efficient also because USAIDcomplement can continue to reinforce andan existing structure of conditionality, much of which remainsIt is not "paying twice for the same to be implemented.reforms," especially because the World Bank will haveadjustment program other than its monitoring program (SAMP), which will have lost most of its 
no

bite because of the completion of the Paris Club's debt and debt service relief program.4. In assessing policy measures proposed for inclusion in SPR 11,j.,,iivh: ;,:lechiri: life fillowing questions shouldftihe ineaire "strategic" -objective is chosen? Is it technically 
crucial to private sector growth or whatever overalluncontested?differentiated Is it monitorable?in terms of costs of noncompliance? Is it credible andIs there balance between the gains that willresult from compliance and the risks and costs of noncompliance?

5. Given the uncertainties in present privatization policies compared with previous policy objectives,the GOE should prepare a new statement on privatization strategy and objectives.
6. A major procedural change should be made under SPR II.tripartite Working Party GOE should be asked to set tipon private asector development, consisting of GOEdonors with policy programs, representatives,and private sector spokesmen. This Working Party would be an

ongoing forum for consideration of policy issues like those in SPR II. It should be made up of
middle- or high-level technical staff, should meet regularly, and should have a small budget forcommissioning studies and policy analyses and perhaps a small secretariat. Its raison d'Otre
would be the encouragement of in-depth technical discussion of policy issues in a noncontentious,problem-solving atmosphere. 

7. The GOE should encourage USAID in its efforts to engage ministries other than MIC inmeaningful dialogue. moreThe GOE should allow ministries other than MIC to approve the use ofTSSPR money, which would encourage wider and deeper dialogue.
8. To help remedy the sparsity of policy analysis and policy analysis capacity that is widely notedas an obstacle to better-quality technical dialogue,create small policy analysis units 

USAID with TSSPR financing should helpproposals along these lines. 
in key economic ministries. 

Nothing has 
EAP staff have already madecome of them 

problem, 
so far. Given the importance of theanother try would be worthwhile. 
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9. 
compliance 
The monitoring process should in future consist much less of seeking documentary evidence ofwith policy measures and much more in assessing real impacts of themeasures and related obstacles to reform. specificThe conditionality element in SPR should be more ofan opening to dialogue and an opportunity for joint problem solving than an exercise in policyauditing. USAID should harness the TSSPR-sponsored small research grant project to this end,and create similar projects, such aas summer award program for joint research with U.S.graduate students around policy themes. 

10. Monitoring of the traditional kind has to continue, of course. But USAID can make it easier by including fewer, better-defined conditionalities, quantified where feasible, and by limiting thecomplexity of these conditions. USAID should also rely morecompliance and less on its own seeking out such evidence; the corollary is that USAID has to beprepared 
on GOE provision of proof of 

to withhold disbursements until satisfactory evidenceResponsibility for compliance monitoring should be transferred 
of compliance is provided.

MIC, with EAP staff playing to the new monitoring unit ata collaborative and advisory role.should focus mainly on proximate or micro effects of policy changes, 
USAID and MIC monitors 

receiving major attention. with impact assessmentsStudies of macroeconomicaggregate exports for example 
effects - on aggregate growth, or on- should not be done; relevant inputs are too numerous,exogenous factors too important. 

i1. The policy impact studies should involve interviews of GOE implementing staff, private sectorrepresentatives, and other people and institutions affected by specific policydetermine reform effectiveness, shortcomings, reforms. Toneed for additionalimplementation procedures, 
reform or changed

and socioeconomic impacts. 
12. The overall reform program in Egyr,' lacks transparency, in that little information is madeavailable about it to the public, evel the highly educated and politically aware public. USA!Din its dialogue with GOE should express its concern on this matter. Government should be urged,for example, to publish the White Books that wereeach privatization transaction. 

supposed to be published giving details ofTo allow more general accessstudies, USAID to World Bank and someshould consider a policy IMFmeasure allowing public distribution in Egypt ofdocuments (such as many World Bank reports) that are publicly circulated outside of Egypt butnot available, by GOE request, within the country. 
13. Related to the previous recommendation, 

covenant that commits GOE to 
USAID should consider the inclusion of a PAADprovide USAID with alldocuments. relevant IMF andTruly confidential material World Bankis not at issue.substantive studies like the 

It is rather the question of accessrecent Bank private sector regulatory system study 
to 

analysis of investment incentive issues and the IMF- studies that are essential for the policy work of SPR.14. USAID interactions with the World Bank, and to a lesser degree the IMF, should be intensified.Effort should be made to include USAID staff on bank study missions. USAID, as the majordonor in Egypt, should also request more complete briefings and easier access to Bank staff.
15. EAP staff should intensify their efforts to establish contacts with the private sector, from smallentrepreneurs to major industrialists, exporters and importers, service providers from lawyers andbankers to truckers and stevedores, and organized private groups from businessmen's associationsto trade unions. 



xi 

16. TSSPR should be reinvigorated and refocused. EAP management should consider the desirabilityof concentrating TSSPR efforts in three areas: encouraging studies that clarify and documentconstraints to private sector expansion; encouraging studies that increase understanding of thecosts of nonreform and the benefits of reform; and attacking the problem of lack of policyanalysis capacity, first by financing a study of the nature and dimensions of the problem, andlater - if called for - financing the formation of policy analysis units within key economic 
ministries. 

17. The SRP is a joint program, a cooperative effort of USAID and the GOE together. The findings
of this evaluation bear on both partners, and most of recommendations require action on the partof each. It may nonetheless be convenient to set out separately here those recommendations that 
require mainly GOE action. 

* The GOE should encourage USAID in its efforts to engage ministries other than MIC in moremeaningful dialogue. To this end, the GOE should allow ministries other than MIC to 
approve the use of TSSPR money. 

" The GOE should make adjustment policies and processes more transparent. The White Books on privatization transactions should be published without delay. The GOE should allowpublic distribution in-country of documents (such as many World Bank reports) that are
publicly available outside of Egypt. 

" The GOE should issue a new statement of its privatization strategy and objectives. 

* The GOE should create a tripartite Working Group on private sector development (officials,
donor representatives, private sector spokesmen). 

* The GOE should create small policy analysis units in key economic agencies. 

* The MIC monitoring unit should be given major responsibility for compliance monitoring,which should be its first priority. It should secondly provide analyses of the impact of
adopted policy measures at the micro level. In its initial years it should not try to evaluatemacroeconomic impacts of the overall reform program, which is difficult to do and less
instructive than bounded impact studies. 

The remaining recommendations require action by USAID alone or in tandem with the GOE. 



SECTION ONE 

INTRODUCTION 

BACKGROUND TO TIE SECTOR POLICY 
REFORM PROGRAM 

The Government of Egypt (GOE) and the United States agreed to
Policy 
 Reform implement USAID's SectorProgram (SPR) and the complementaryProject (TSSPP.) in August 1992. Technical Support for Sector Policy ReformSPR was designedwould disburse tip to be a $400 million, two-year program,to $200 million per year whichreforms in the financial, in support of GOE implementation 
million 

fiscal, trade, and enterprise sectors. 
of agreed-to policyover three years to TSSPR was designed to provide up to $10finance studies, short- and long-term technical assistance,support of the policy reforms addressed under the SPR. 

and training in 

GOE's Ministry of International Cooperation (MIC) is USAID's official counterpart for both SPR 
and TSSPR, though USAID also interacts with other agencies (for example, the Ministries of Economy 
and Trade, Finance, and Agriculture; the Central Bank of Egypt; the Public Enterprise Office; and the
Capital Market Authority) in implementing the program. USAID's Economic AnalysisDirectorate (EAP) is responsible for managing both SPR and TSSPR. 

and Policy 

Purpose of SPR 

and Structural Adjustment Program (ERSAP).burden, 

The overall purpose of SPR is to complement and reinforce the government's Economic Reformrising fiscal and Faced with an increasing and unsustainable external debtbalance of payments deficits, slow growth,declining living standards, GOE adopted mounting unemployment,its ERSAP andin 1991, in cooperationMonetary Fund (IMF) and the World Bank. 
with the International 

This comprehensive reform program was initially supportedAgreement for SDR 278 million (approved by the Fund Board in May 1991) 
by an 18-month IMF Stand-by
World Bank Stnctural Adjustment Lcan (SAL) for $300 million (approved by the Bank in June 1991).
 

and by a complementary
The Stand-by and SAL were successfuily completed in March 
 1993,of payments situation (including Central Bank foreign exchange reserves of more than $15decided billion), GOE 

but because of a favorable balance 
not to make fuirther draws from either facility. 

Continued support to the government's ERSAP is being provided bymillion Extended Arrangement approved September 1993. a three-year SDR 400not expected to be used. The World Bank also approved 
The available financing is precautionary andAdjustment Monitoring Program (SAMP), 
in September 1993 a three-yearwhich Structuralinvolves annual policy performance reviews but nofinancial support. 
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The Debt Relief Factor 

The reform program was also supported by subsf.ntial debt/debt service relief (DDSR) from theinternational community. To mitigate the impact of tie Gulf War and related Middle East crises onEgyptian economy, the donor countries provided 
the 

more than $4 billion in cash (mostly grant) assistanceover FYs 1991 and 1992 under the umbrella of the Gulf Crisis Financial Coordination Group (GCFCG).The United States and regional creditors also canceled debt totalling $13 billion in late 1990. In addition,Paris Club creditors agreed in May 1991 to DDSR equivalent to $10 billion. 

The significance of compliance with the Fund and Bank programs has been amplified by theDDSR provided by Paris Club creditors. Paris Club DDSR is linked to successful governmentperformance under the IMF arrangements, which in turn require satisfactory performance under the 
World Bank's SAL and SAMP. 

DDSR was designed to be provided in three phases. The first phase, which provided $3 billionDDSR (15 percent reduction in the present value debt service falling due), was implemented in July 1991after the approval of the IMF Stand-by. The second phase, also $3 billion (15 percent of the presentvalue of debt service), which was to have been implemented by December 31, 1992, was postponed untilOctober 1993, following Fund approval of an Extended Arrangement in September 1993. 

The final phase of DDSR, amounting to $4 billion (20 percent reduction), is scheduled by theParis Club to take place by July 1994 and is conditional on satisfactory performance under the IMFExtended Arrangement, which is in turn conditional upon compliance with the World Bank's SAMP. 

Although there has been generally satisfactory compliance with IMF-monitored macroeconomicpolicies, and with SAMP-monitored structural reform, performance in some areas, especially privatizationand competitiveness-related actions, remains problematic and has threatened to force delay of the finalParis Club DDSR. On privatization, sales of state-owned enterprise (SOEs) are far short of targets. TheWorld Bank has accepted alternative approaches (specifically, transfer of shares to employee associations) 
as satisfactory compliance. 

In addition, the IMF and the government need to come to terms with the macroeconomic programfor this year, including dealing with need tothe increase export competitiveness through mutuallyconsistent fiscal, credit, and exchange rate policies. 

Once the Paris Club DDSR is completed, direct financial incentives to adhere to the Bank-Fundsupported reform program will 
no longer exist. The importance of compliance with the IMF and Bank
programs will be limited to GOE's perception of the value of Bank/Fund issuance of a clean bill of policy
health to the donor community and the private sector. 
 Hence, the relative importance of USAID's SPRprogram should be expected to increase significantly in the future, because it will be the only financially
supported multisectoral policy reform program. 

EVALUATION OBJECTIVE AND MET1IODOLOGY 

The objective of this evaluation is to assess the progress made to date under the SPR programand the accompanying TSSPR project, and to provide guidance concerning the contents, design, andimplementation of both a proposed follow-on policy-based cash transfer program and the remainder ofthe TSSPR project. The evaluation assesses the appropriateness of the design of SPR and TSSPR, the 
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management of SPR and TSSPR by USAID and GOE, and the contribution of SPR and TSSPR to GOE'sec' ffllroic refform rnmn.pro 'The evllmsi tion also providlq r i ii;'llllllllnllillq uriellem ll il f ll owIhwoi I,11t y 

The main part of the evaluation took place betweeninquiry and analysis took place through early May. 
March 20 and April 17, 1994; additional

The evaluation team consisted of Elliot Berg (TeamLeader), Richard Sines, and James Walker. The evaluators drew heavily on the ideas and experience ofthe USAID/Cairo staff, especially those in the Economic Analysis and Policy Directorate.and Investment Directorate provided invaluable help with private sector contacts. 
The Trade 

The extensive logisticunderpinning provided by the Mission's friendly and efficient support staff greatly facilitated our work. 

Measurement of the impact of SPR, as of all policy reform programs, is extremely difficult.counterfactual" Theissue is always present: no matter what the outcome from the adoption of a reformprogram like SPR, the results of continuing prereform policies might have been (probably would havebeen) worse. Time horizons are equally relevant: negative short-run impacts of reforms in a deeplydistorted e-conomy may make nonadjustment look better; but longer-term results will be more favorable 
to adjusters. 

Difficulties inprecise measurement of impacts are numerous. The program is recent - only twoyears old  and the overall reform effort (ERSAP) within which it is embedded is less than three yearsold. Even if adoption of all structural reforms had been complete at the time of the team's visit, this istoo soon to see many results. And of course the structural adjustment measures have been only partially
implemented. 

Measurement by reference ultimateto or near-ultimate objectives (for example, increases inexports, private consumption, or per capita GDP) can yield interesting insights, but has serious limits.One is the brevity of the program. Another is that disentangling of policy impacts from other influenceson short-term changes in economic performance, such as weather, wars, and world price fluctuations,requires multiple regression analysis using poor data and much institutional uncertainty. Such analysesrarely yield results that are robust enough to be credible. In any event there was not enough time in thepresent evaluation to do a quantitative analysis of this type. 

Finally, quantitative assessment of a program like SPR requires overcoming 'ihe "attribution
problem." Many actors contributed to the reform effort. 
 Reform leaders wiidin the government have
played key roles in advocating, explaining, defending, and implementing the policy changes.
external On theside, not only did the IMF and World Bank play major roles in addition to USAID, but the
European Economic Community (EEC) and the Germans also contributed.
 

All this means that the evaluation has to be essentially qualitative, with all the limitations thisentails in subjectivity and the uncertain generalizability of conclusions. Nonetheless, much can still besaid. Positive impacts can be identified, as well as problems in implementation and ways to reduce them. 
In this report we first set out main findings, then die recommendations that follow from them.The findings note the overall success of Egypt's reform program since 1991, and argue that USAID hascontributed significantly to it. GOE compliance record is found to be generally good, with lags evidentin only a few reforms areas. The anticipated completion in 1994 of the DDSR creates a special need fora Iollow-on policy program in the next several years. The strong and weak points of USAID'smanagement of the program are then outlined. 
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In the ensuing recommendations we argue that the effectiveness of the SPR could be enhancedby giving it greater concentration and focus. Some general criteria for selection of new policy measuresare put forward. Suggestions are made to widen the policy dialogue, the most important being acall forcreation of a tripartite Working Party (government, private sector, some donors) that could be a forumfor deeper, broader, noncontentious policy dialogue. Suggestions are also put forward to increase thefuture impact of TSSPR. 

Evaluations of this kind always run the risk of appearing excessively critical. Evaluators seekout what is not going well while passing
worthwhile therefore to state 

over those activities that are proceeding smoothly. It is 
project. 

our general conclusion at the outset: the SPR is a successful, effectiveIn has succeeded in finding ways around the formidable constraint imposed on policy lendingby the special political circumstances of U.S. aid to Egypt. Despite the earmark and its implications forthe credibility of sanctions in case of weak GOE policy performance, the GOE/Bank-Fund program orreforms has been strengthened by the USAID backup, and USAID itself has become a more importantand effective partner in policy dialogue. 
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SECTION TWO 

FINDINGS 

RECENT POLICY CIANGES IAVE BEEN REMARKABLE 

In the past decade, and especially the past three years, Egypt has made extraordinary progresstoward economic liberalization and the reduction of economic distortions. 

Agricultural Reforms 

Over the recent past, Egypt has undertaken aseries of remarkable policy and regulatory reformsthat have gone a long way toward liberalizing the agricultural sector.' 

* Crop area allotments with delivery quotas at fixed procurement prices have been removed forall major crops except sugar cane. 

* All agricultural producer prices, except for cotton and sugarcane, have been completelyliberalized, and farmgate cotton prices raised; subsidies on fertilizers and pesticides have beensignificantly reduced and are expected to be completely phased out by 1995; and 
* Private sector processing and marketing of agricultural products and private delivery ofagricultural inputs are being encouraged; fertilizer distribution, agovernment monopoly afewyears ago, is now more than 80 percent privatized. Restrictions on private sector riceprocessing and on intergovernorate transportation of milled rice have been liberalized. Importand export regulatory barriers are being reduced. 

Macroeconomic and Sectoral Reforms 

GOE's ERSAP initiated in 1991 a shift at the macroeconomic level.changes resulted in a major transformation in the way the economy functions. 
The subsequent policy

Egypt moved from acentrally planned economy with key prices and activities controlled by government and a small, weakprivate sector to a more decentra;ized, more outward-oriented economy, with prices and markets muchfreer, and aprivate sector that is acknowledged to be the leading agent of growth.the This is the fruit ofpolicy effort made by government over the last three years to achieve macroeconomic stability whileembarking on acomprehensive structural adjustment program. 
The reform program, however, remains uneven and partial. Although the stabilizationcomponents have been implemented with great speed and extraordinary success, structural reforms haveconic more slowly and imperfectly. In large part because the economy remains heavily controlled andregulated by the state, private sector investment, export growth, and overall economic activity have 

' See World Bank, An AgriculturalStrategyfor Egypt, December 1992, pp. 7-10 for a description of these
reforms. 
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increased slowly or not at all. Rapid economic growth has not yet come. Poverty intensifies andunemployment continues to mount. 

None of this detracts from the tremendous achievements that have been made in putting Egypt'spolicies right during the past three years. The centerpiece of the reform program has been a major frontloaded fiscal adjustment. The fiscal deficit has been dramatically reduced, from 17.2 percent of GDPin FY 1991 (ending June) to 4.7 percent in FY 1993 and a projected 2.6 percent in FY 1994. Thereduced need for domestic financing of the deficit has facilitated monetary restraint and a reduction ininflation from 21 percent in 1991 to 7.4 percent in 1993 (annual rate ending January 1994). 

Financial Sector Reform 

Financial liberalization has also been significant. At the start of the reform program, GOE: 

* Removed ie ceiling on interest rates;
 

* 
 Began phasing out the system of government controlled credit rationing; 
* Initiated the use of treasury bill auctions to manage liquidity (thereby providing a market

determined reference interest rate to financial markets); and 
0 Dismantled foreign exchange controls and unified the exchange rate. This initially resulted 

in a 35 percent depreciation of the Egyptian pound, but the rate has remained stable since.
Financial liberalization has also supported reforms to strengthen the solvency and efficiency ofthe banking and security markets. 

Trade Liberalization 

The reform program has begun
policies and toward 

move gradually away from inefficientan outward-oriented 
to import substitutiontrade regime. Trade liberalization has included three major
components:
 

" Substantial reduction of nontariff barriers (NTBs), including the removal of most import bans

and prior approvals;
 

" Reduction in tariffs (most tariff rates have been brought down from the 120 -to-0-percent rangeto 70 -to-5-percent range) and elimination of most tariff preferences; and
 
" Elimination 
 of most export quotas and tie upgrading of the drawback and temporaryadmission system for exports. 

A gradual restructuring of the public enterprise (PE) sector has also been initiated. More than70 percent of manufacturing production originates from 300 SOEs typically exercising state monopolypositions. The officially designated PE sector, which is the target of the government's privatizationprogram, consists of 314 SOEs that employ 8 percent of the labor force and produce 10 percent of GDP.These SOEs were reorganized in 1992 into 17 diversified, financially autonomous holding companies 
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(HCs). These HCs have been cut off from fiscal budget subsidies and their access to subsidized creditis in principle severely restricted. 

An Unfinished Agenda 

The economy continues to be dominated by the state. Public expenditures still account for around40 percent of total expenditure; the government and public enterprise sectors (including the governoratesand the "economic authorities") produce more than 80 percent of GDP and employ tie majority of themodern sector labor force. In leading sectors the state dominance remains pronounced; some 70 percentof manufacturing output, for example, is in state hands. Government controls, expressed in a densenetwork of regulations, remain omnipresent. 

In spite of the substantial improvement in the policy environment, the overall policy frameworkis far from being private sector friendly. Businessmen's complaints range widely - from failure ofgovernment to release economic information in a timely manner to extensive monopoly pricing by publicsector providers of key services, to excessive taxation and seemingly arbitrary imposition of fees andstamp taxes. They say government officials continue to regard them with suspicion, often with hostility. 

Because credibility of the reforms is not yet established and because removal of government'sheavy hand has only begun, the economic climate remains unconducive to the kind of private sectorresponse that would generate strong increases in investment, exports, production, and employment. 

In sum, the new orientation is still in its beginnings. The economy remains highly regulated, theclimate still dirigiste. The changes are fragile, certainly reversible. But nobody would have predictedin the late 1980s that this shift in policy orientation would have taken place at all. Academic writershave been generally skeptical about the chances for reform.2 The progress that has been made is not onlypromising for Egypt's future growth, but good news for economic reform in general. 

SIGNIFICANT CONTRIBUTION OF USAID

TO TMS POLICY TRANSFORMATION
 

USAID helped launch the reform process in the mid-1980s, via its sponsorship of agriculturalpolicy reforms. USAID-financed studies in the 1980s provided necessary analytic background for ERSAPI sponsored by the World Bank and IMF in 1991. And the SPR program has helped sustain the impetusof the structural reform program embodied in ERSAP II (August 1993-December 1995). 
Before 1991 a pure, unconditioned cash transfer arrangement prevailed. As is well-known, thistype of resource transfer tends to be anti policy reform, in that it diminishes whateverconstraint might exist in the recipient country, 

hard budget
allowing governments to postpone the hard choices

involved in adopting reforms. 

' See for example, Alan Richards, "The Political Economy of Dilatory Reform: Egypt in tie 1980s," WorldDevelopment, Vol. 19, # 12, 1991, pp. 1721-1730; and Raymond A. Hinnebusch, "'The Politics of EconomicReform in Egypt," in Third World Quarterly, Vol. 14, #1, 1993, pp. 159-171. 
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SPR has allowed USAID to move
introduce the concept that the flows involved 

away from this straight cash transfer arrangement and to are linked to improved policy performance. The specialpolitical circumstances that surround U.S. aid to Egypt, and other factors, admittedly limit the credibilityof policy conditionality here.' But the change has shifted local perceptions and opened administrative
doors. 

past. 
SPR has given USAID access to the larger policy table, from which it had been excluded in ieIn agriculture, USAID was a major player from the start. It generated new information and ideasthrough a vigorous program of studies and policy analyses that could channel liberalization options todecision makers in the agricultural sector. Its technical assistance was welcomed and effective. But inthe core economic ministries it was scarcely admitted that USAID had any role at all to play in mattersof macroeconomic or general economic policy. According to personal accounts of the director and otherUSAID staff, it was a long, hard struggle to get key officials to simply acknowledge such a role. Nowit is taken for granted that the USAID managemeint is engaged in broad policy dialogue at high levels.This is the fruit, to a large degree, of SPR. 

Similarly, at all levels, the existence of SPR - the need to understand policy contexts in orderto invent and monitor suitable conditionality  has greatly increased policy awareness and knowledge,and has given Mission staff access to many officials in the economic ministries. 
SPR has provided muscle and bone for the World Bank/IMF-sponsored ERSAP.principle "theory" The underlyingor of SPR is that it would "reinforce" and "supplement" Bretton Woods policyreforms, and this it has done. SPR's considerable resources have a special economic as well as symbolicand political significance for the government. On a more concrete level, the fact that compliance withthe specific policy measures incorporated in SPR I was good is an additional indicator of the program's

effectiveness. 

The EAP Directorate, which is responsible for management of SPR, has made major contributionsto its effectiveness. The staff prepared the PAAD in-house and produced a perceptive and coherentdocument, based on sound economic judgement. In implementing the program they have demonstrateda fine sense of tactics and strategy. They have skillfully walked the thin line between the need to avoid"burdensome" new conditionality  in other words, additional to World Bank/IMF conditionalities and the need to reinforce the existing program and insert needed supplementary measures.
 
The SPR policy measures adopted for 1992-1994 are the result.in many cases ingenious - simple, succinct, and well targeted to 

They are carefully crafted, and

fit into the overall national reform
 

program, the ERSAP. 

' Three factors constrain the credibility and effectiveness of the SPR. (a) The overall earmark reduces thelikelihood of sanctions in case of nonperformance and hence the credibility of the condiiionality. (b) USAID needsto steer a delicate course, avoiding too much additional conditionality  which the Egyptian authorities regard as"burdensome," given the large policy agenda agreed with the Bretton Woods institutions in ERSAP 11 - and thecharge of paying twice for the same reforms. (c) It is difficult for USAID to find high-priority alternative usesresources taken away forfrom SPR because of noncompliance. This is due to the large project pipeline, the lack ofstaff available for design and implementation of new projects, and the anticipated slower progress in implementingother policy-based programs because they are entering policy terrain that is more resistant to reform. 
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GOOD PERFORMANCE ON SPR POLICY MEASURES 

SPR is designed to support Egypt's economic reform by reinforcing and complementing theWorld Bank and IMF programs. It has done this largely by identifying intermediate or supplementalpolicy measures GOE should implement if to is to achieve the goals of the overall reform program. SPRplaces particular emphasis on extending the effects of policy reform to the private sector, reflecting thenew consensus view among development scholars and practitioners that sustainable, broad-based economicgrowth is associated with a strong market-oriented policy posture - sound fiscal policies, a relativelyopen trade regime, an effective financial system, and a government role that isprivate sector friendly andrestricted to strategic interventions only and limited direct control over production. 
None of these conditions yet exists in Egypt. Hence, USAID's Sector Reformdesigned to address constraints in the financial, 	 Program isfiscal, trade, and enterprise sectors.evolution of policy reforms in each of these sectors follow.	 

Reviews of the 

Annex A Tables A-I and A-2 show the matrix of policy measures included in SPR. We willconsider performance in each of the sectors as of the beginning of April 1994. SPR I runs for two fiscalyears. The sector policy measures agreed to by GOE and USAID in August 1992 cover FY 1992-93,and those adopted in August 1993 cover FY 1993/1994. 

Financial Measures 

The Prereform Situation 
Three decades of Egyptian socialism hadfinancial system dominated by the public sector." 	

led to a repressed, underdeveloped and inefficient
Even after President Sadat opened up the economyto the private sector in the early 1980s, the financial system remained chained by macroeconomicimbalances, foreign exchange controls, heavy government borrowing, a dominant public enterprise sector,distortional taxes, ubiquitous barriers to the entry of private financial institutions, interest rate ceilings,price and product controls, discretionary public 	 sector credit rationing, and inadequate prudentialregulation and supervision.' 

Banking, like other sectors, favored allocation of resources to the public rather than to the privatesector. Savings mobilization for investment was channeled through public sector financial institutions,including government-owned banks, insurance companies, and the social insurance system. 
 In contrast
with developed countries, financial intermediation was concentrated in a banking system dominated by 

' The financial system consists of the Central Bank of Egypt (CBE), responsible for controlling the bankingsystem; specialized banks, including the National Investment Bank, National Bank for Development, IndustrialDevelopment Bank, and the Principal Bank for Development and Agricultural Credit; state comm,'rcial banks thatdominate Egyptian banking through four state banks with more than 70 percent of all assets: the National Bank ofEgypt, Banque du Caire, Bank of Alexandria, and Banque Misr; joint venture banks, each with an Egyptian majorityshare; private banks; insurance companies; pension funds; and the stock exchange. 

World Bank, September 20, 1993, p.1 . 
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the four state commercial banks. 

government monopolized 

Life insurance and private pension funds remained insignificant. The
the surpluses of the social insurance scheme, and the securities marketundeveloped. wasReal interest rates were negative. 
Key financial inslitutions were insolvent. Supervision and regulationinadequately vetted. were weak. Loans wereOther problems included deficient capital adequacy practices for banks, very highforeign currency exposure, excessively high loan limits for individual borrowers, little provisioning fordoubtful loans, and widespread availability of overdraft facilities extended to delinquent public sectorborrowers.' 

Financial Sector Liberalization 

General. 
liberalization. 

GOE, under ERSAP, initiated its stabilization program simultaneously with financialOn the basis of success under similar situations in other countries, the reform programliberalized interest rate policies and the exchange rate, phased out administrative credit allocation, andintroduced auctions of Treasury Bills to manage liquidity indirectly through a reference interest rate forthe financial markets. The foreign exchange control system was dismantled and foreign exchange ratesunified. 

Egypt's current banking sector reform program, supported by the World Bank, IMF, U.S. andother donors, isdescribed 
Growth. 

more fully inthe 1993 World Bank study, FinancialPolicyforAdjustment andThe overall banking reforms and resulting stabilization and financial sector improvements havebeen impressive: positive real interest rates,removal of legal barriers 
a new capital market law, and greater capital adequacy;to entry by private and foreign banks in basic financial activities; sounderregulations concerning liquid asset ratios; improvements in the system of loan classification;of loan limits to single borrowers; tighter a reductionlimits on foreign currency exposure; and other reformsdescribed below under SPR conditionality. 

The process of financial liberalization was supported by additional reforms to strengthen thesolvency and efficiency of the banking and securities markets, including recapitalization of public banks.The reforms significantly improved the system's efficiency; increased competition has brought morediverse services and lower banking fees. 
The ERSAP strategy aims at mobilizing the donor community to provide financial support to theGOE reform program. 


systems and to channel 
The overall approach aims to develop more competitive market-oriented financial
an increasing share of resources to the emerging private sector. Support for theprivate sector includes investment funds, promotion of venture capital institutions, and provision of linesof credit to appropriate financial institutions for on-lending to private firms.embryonic. These activities are stillThe newly established reforms have not yet been sufficient to activate the securities market,for example. 

Substantial problems remain.in the insurance industry. 
Private and foreign investors are restricted from full participationWidespread market failure persists.practically nonexistent. Credit to the rural areas 

Long-term credit for private investors iscontinues to be dominated by the Principal Bank for 

6 World Bank, 1991, p. 17. 
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Development and Agricultural Credit, a highly inefficient and overstaffed parastatalnetwork of 800 village banks and 4,300 agents. 
with an extensive

Banking liberalization continues to play only a minorrole in rural finance, even though agriculture still contributes 20 percent of GDP and total exports, andabout 36 percent of employment. 
dependant on agriculture. 

More than 50 percent of the Egyptian population remains directlyWomen are largely excluded from formal credit systems. Credit is alsononexistent in key specialized areas such as housing. 

The overall structure of the banking industry, dominated by four large state is notconducive to competitive finance. banks, 

intermediate 
 efficiently between 

The financial system remains shallow and underdeveloped, failing tosavers and investors. Thus needa remains for introducing furthercompetition into financial markets and for developing new financial institutions and instruments that moreactively and efficiently lend to neglected sectors of the economy. 
The reforms also aim to cut the government guarantees and subsidies that have allowed the publicenterprise sector to re!y on financial markets for capital during the past three decades.reform Banking sectoris also critical it is own right and for supporting a successful and timely transition to a marketoriented economy. 

USAID's FY 1993 Financial Policy Measures.complement The SPR financial conditions broadlyWorld Bank and IMF financial conditionality by focusing on medium-term constraintsidentified in the World Bank's study, Financial Policyfor Adjustment and Growth, Vol. 1-111, 1993. 
Condition Financial I-FlY 1993: GOE will complete a study of the financialsector, includingbanks, investment companies, mutual funds (if any),
recommendations to 

and insurance companies, and make
relax constraints that limit the efficient functioning of private financial
institutions. 

This measure made technical sense. It was monitorable and credible, and supplemented theIMF/World Bank conditionality by adding the proposal that GOE put forward explicit recommendations
based on the Bank report. 

The USAID staff made a determined, but ultimately unsuccessful,CMA to make effort in engaging CBE andthe recommendations. Finally, USAID sidesteppedrecommendations GOE's refusal to make any
and allowed the condition to be met by accepting simple acknowledgment that GOE
accepted the analysis in the World Bank report. 

Early efforts to deal with the measure went stale because both CBE and CMAmake recommendations, were reluctant toeven if they were implementing them. In EAP's opinion, CMA and CBE werein agreement with recommendations suggested by USAID. 

Condition Financial 2-FY 1993: GOE will complete the necessary steps to allowforeign banksto operatefully in the domestic banking system. 

This condition was strategic, because it made the banking system more competitive.monitored and credible. It was easilyIt was additional to existing IMF and World Bank conditionality, which did notfocus on foreign institutions that operated in the Egyptian financial system. 

This measure was satisfied. A new banking law (No. 37/1992) amended the banking and creditregulations. A foreign bank can now deal in local currency if it takes the form of a joint stock company 
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and registers under Companies Law 159, which requires at least three Egyptian shareholders. Nominimum percentage share is mentioned in the law. 

The achievement of this measure was confirmed by the IMF representative.and bankers indicated to Several businessmenthe team that this constraint was removed andsubstantially greater competition and hence lower costs of some financial services. 
has already resulted in 

Several foreign banksnow deal in Egyptian pounds and others have licenses to deal in foreign currencies. 

Condition Financial 3-FY 1993: GOE will pass and implement legislation providing equal taxtreatment for interest and otherforms of capital income. 

This benchmark was met. 
dividends are no longer taxed 

Under the new global income tax and the capital market regulations,- in other words, double taxation of profit income was ended. However,interest payments remain tax-free. 

Condition Financial 4-FY 1993: GOE will remove controls on interest rates for corporate bondsissued in accordance with the Securities Market Law. 

This measure was strategic.
bond market. 

Interest rate controls constrained the development of the corporateThis measure eventually could be extremely important for mobilizing funds and fordirecting investment funds to large investments with high payoffs, when the stock market is activated.It was not treated explicitly in any of the IMF or World Bank measures. The condition was easilymonitored and credible.
 

This condition was met. 
 It is incorporated into the newbelow. CMA Law No. 95/1992 as describedThe first corporate bond was floated on the market in early April, 1994.
 
Condition Financial 
 5-FY 1993: GOE will insure that all commercial banks reach acapital/asset ratio of at least 5 percent. 

This condition was met, although there
banks representing 

were problems with data for verification. Only a few
a small share of banking activity failed to reach this capital/asset ratio.
1994 financial conditionality raised the capital/asset ratio to 8 percent. 
The first FY 

According to a letter from CBEdated 1 January 1994, only 5 banks representing 2.7 percent of banking activity have not reached the 8percent target. 

This condition was inadequately verified because the necessary data were not supplied by CBE.This prevented them from being well monitored. The USAID staff attempted to gather the necessarydata, but did not succeed. 

Condition Financial 6-FY 1993: GOE will pass a Securities Market Law thatprovides the legalframework for a stock exchange and will issue the necessary regulations. 
This was met. Law No. 95/1992 enacted the capital market law. The enabling legislation waspassed in 1993. 
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Capital market activity has not grown substantially since the enabling legislation. There areproblems with both the legislation and the general investment climate that retard activation of the capitalmarket. Solutions to these problems are needed to make the market function efficiently.7 

Former Minister Makramala of MIC told USAID that GOE is committed to invigorating thecapital market  the stock exchanges in both Cairo and Alexandria. The two have recently been linkedby computer. However, the World Bank was not involved in the drafting or review of the law, and thuswas not comfortable with them. For this reason, the World Bank indicated it would not be involved inthe CMA or the stock exchange. This is very complex legislation, and probably wasn't very clear,indicated by the score of alternative scenarios presented 
as 

in the World Bank's financial policy report(1993, Chapter V, pp. 91-124), which indicates that the following tax measures continue to distort
financial decisions in Egypt: 

" Large tax subsidies to corporate investment;
" Tax penalties on noncorporate firms and smaller corporations;
* Tax subsidies to debt finance; and
" Favorable tax treatment of financial intermediaries - particularly pensions and insurance. 

The FY 1994 SPR Financial Policy Measures. These maintain the same thrust as those of 1993. 

Condition Financial 1-1994: GOE will insure that all commercial banks reach a capital-asset
ratio of at least 8 percent. 

This condition has been essentially met, although there are problems with its verifiability.
Condition Financial 5-FY 1993 for a description of letter on which verification was based.) 
(See
 

The rationale for this strategic condition was to increase financial strength and soundness ofEgyptian banks. As discussed in Condition Financial 5-FY 1993 above, adequate data were not providedto check this condition. USAID pointed out that virtually all the data required for calculation of capitalasset ratios are already in the public domain in a variety of places. Most banks put out reports with thenecessary information for verification. Balance sheets are published in newspapers, particularly whenthey present a favorable image for the bank. This lack of monitoring could be corrected in the fiturewith better statistical synthesizing on the part of GOE. 

Condition Financial 2-FY 1994: GOE will remove controls on feesfor banking services. 

This condition was met. Formal verification is still needed, however. Evidence is needed in theform of an already issued CBE circular to all banks effecting the end-1993 policy action under the IMF's
Extended Arrangement. 

The USAID rationale for the decontrol of service fees and charges was to increase competitionamong banks. Under the Extended Arrangement with the IMF, GOE committed itself by the end of 1993to "liberalize bank fees and charges by setting a minimum at zero and maximum at an unconstraininglevel." The policy action to be implemented by end-1994, in this regard, is to "present to parliament alaw removing maximum and minimum limits on fees and charges." 

' See Bentley (1993) and World Bank (September 20, 1993). 
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Alexandrian businessmen indicated to the team that the increased bank competition has greatlylowered banking fees of financial services that were formerly monopolized by the state banks.charges dropped by 50 percent. Others were 
Some

removed entirely. These assertions were confirmed by
other businessmen. 

Condition Financial 3-FY 1994: GOE will conduct a review of existing CBE supervisoryregulations and procedures relating to off-and on-site bank examination and inspection, andproduce a manual of revised procedures. 

This condition will probably be met. The Deputy Governor of CBE indicated to the team thatthis manual of revised procedures was being developed, but was not yet ready.USAID GOE needs to presentwith a manual of revised procedures. In addition, an explanatory memorandum should beattached illustrating how the off- and on-site supervision procedures are revised, how they are consideredto be an improvement compared with the previous ones, and how they fit in the overall program for CBEstrengthening within the Banking Technical Assistance Program (BTAP).8 

As for on-site supervision, the Inspection Department isresponsible. Since 1991, regulations forthe classification of assets, provisioning, and suspension of interest, and the adoption of capital adequacyrequirements have been promulgated. Although current examination practices are moving to betterassessment of asset quality and bank solvency, because of lack of acceptable audit activities in somebanks, examiners often perform time-consuming basic audit activities. Thus there is a need to reviewexisting methodologies and techniques and recommend changes that will improve the effectiveness andtimeliness of examination activities. 

lrhe USAID rationale for this condition is to improve CBE supervision, both off- and on-site.The production of a manual of revised procedure is the specific output.
the importance There is general agreement on
of this doable measure. It is monitorable and additional to IMF/World Bankconditionality. 

Condition Financial 4-FY 1994: GOE will develop policies and procedures that expeditebranching for banks that meet the 8 percent capital-asset ratio requirement. 

This measure has essentid!ly been achieved, but without therequirement. 8 percent capital-asset ratioCBE issued Circular No. 331 on July 15, 1993, which states its licensing policy for newbank branches. The circular states that applications for new branches are approved if the applying banks
stick to CBE instructions regarding minimum capital adequacy ratio, classification and provisioning of
banks' assets, limits on loans to any single customer, foreign currency exposure limits, and concentration
of funds/investments abroad. In the circular, CBE will respond to or make a decision on applicationswithin 90 days from the date it receives the application. In case of rejection, the concerned bank willbe notified with the reasons. If the applying bank does not receive a response from CBE, the application
is approved. 

' Regarding off-site supervision, (he statistics and follow-up department atoff-site monitoring of the banking system. 
CBE is responsible for prudentialPrudential and statistical returns submitted by banks are reviewed byexaminers. At present there is a need to improve the ability of the department to quickly compile information ondebt, calculate key ratios, and compare performance against peers. There is an automation element on this in theBTAP. There is a need to review the existing returns and recommend modifications where appropriate so thatinformation necessary to permit the calculation of ratios is forthcoming and a more sophisticated system is in place. 
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This measure was initially seen as a way to assure equal treatment between public and privatebanks in branching. Later it was 	developed in a form that guarantees that any bank, publicis given the opportunity to open a branch as soon as 	
or private,

it has reached the 8 percent capital-asset ratio. 
CBE indicated that the circular's language means that banks do not have to meet each and everycriterion to get approval. The overall situation of a bank is considered, including its distance from thetargets and the reason for the deviation. Banks whose applications are rejected are allowed to apply assoon as they reach the required ratios. CBE usually gives a decision within 30 days. 
Condition Financial 5-FY 1994: GOE will carry out a study to examine the feasibility ofintroducing new financial instruments in the financial sector. 
This condition will probably be met. The USAID's TI/Fl Directorate ispreparing scopes of workfor this study. Once the scope of work is finalized, GOE would need to provide written approval for thestudy. CMA would probably be the implementing authority. 

The 
develop the 	

rationale is to increase the awareness of GOE that new financial instruments are needed tomoney and capital markets, and to lubricate the privatization process. The program isadditional to IMF and World Bank conditionality. It is monitorable and an important part of the overalleffort to develop the financial sector. Its strategic importance will be realized when the securities marketis fully activated. 

Condition Trade 7-FY 1994:' GOE will develop a plan to permit foreign companies toparticipatefully in the insurancesector. 

This benchmark will probably not be met in FY 1994. A draft insurance law has been preparedthat allows 	 for foreign capital participation,
However, 	

up to 49 percent, in Egyptian insurance companies.this draft does not permit foreign control of insurance companies and it may limit foreignparticipation to certain sectors of the insurance ma:ket, such as the re-insurance market. A plan, asoutlined in the language of the policy measure, is still needed. The passage 	of a law allowing full foreignparticipation 	 in the sector would meet the spirit of this policy measure. 

The rationale was to increase opportunities for the private sector in Egypt's economy and improvethe efficiency of financial intermediation. 
 If GOE would provide available data, this condition could be
monitored. 
 The measure is additional to IMF and World Bank conditionality. The condition is strategic
because of its implications for developing financial intermediation in secondary financial markets. 

Concluding 	 Comments. In recognition of the fact that a well-developed financial sector iscritical for improving the business climate
investment and growth, GOE 

and creating the right overall environment for privatehas made exceptional advancesliberalization. 	 in financial sector management andFinancial sector strengthening started but did not stop with Egypt's impressive up-frontliberalization of interest and exchange rates. With the help of the IMF, World Bank, and USAID underSPR, GOE has established a steady process of financial reform that is making the Egyptian financialsystem more secure and competitive. 

' This trade sector measure is included here because it is essentially a financial sector issue. 
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The results are already striking: substantial cost reductions in banking fees and a widening ofbanking services to Egypt's private sector. Moreover, major steps are being taken to reinforce prudentialmanagement and regulations. Several joint-venture banks have been privatized. 

The SPR program, through its financial policy component, is playing an important part in theoverall financial development process. The SPR conditions draw on the World Bank's 1993 analyticstudy of the financial system and address important gaps in the IMF and World Bank conditionality. 

Specific SPR financial measures effectively reinforce and supplement the IMF and World Bankprograms - breaking down important barriers to entry by foreign banks, for example, and helpingestablish higher capital/asset ratios as a move toward providing more prudential management andregulation for weak banks in the system. Some SPR-induced financial changes should yield greaterbenefits with the activation of the capital market. 

GOE performance in meeting SPR financial measures in FY 1993 and FY 1994 has been goodoverall, with some lapses. The latter can be attributable in part to the natural start-up costs associatedwith developing this new ambitious policy-oriented program. In some cases, the SPR condition was nottechnically met, like the capital/asset ratio measure in which a few banks did not comply. But laws werepassed which strengthened bank operations. Thus the basic spirit and purpose of the condition was
satisfied. 

Enormous challenges remain for providing more complete and efficient financial services to theprivate sector. Innovative schemes are needed to help meet the scarcity of long-term credit, and all typesof formal credit to micro-, small-, and medium-enterprises. Secondary financial markets, particularlyinsurance, could be developed. The securities market needs to be activated. 

Many remaining financial problems, such as those associated with activating the securities market,can be directly or indirectly traced to Egypt's cumbersome and inconsistent legal and regulatory system,wich was designed to serve asocialist economy that was not concerned with settling private commercialdisputes. These key financial constraints are being addressed in new measures proposed for SPR II. 

Fiscal Measures 

The Prereforni Situation 

Prereform fiscal mismanagement, with excessive public sector expenditures and large fiscaldeficits financed by domestic bank financing, produced mounting inflation and balance of payments
deficits. Fiscal 
revenues were heavily dependent on the external sector, including Suez Canal andPetroleum Authority earnings and customs duties, and hence were relatively unstable. Tax revenues wererelatively unresponsive to increases in income. Income taxes combined the undesirable features of highmarginal rates with eroded tax bases. The latter was due to tax avoidance and evasion, widespread taxholidays, and the vulnerability of tax revenues to inflation caused by long lags between assessment andcollection of taxes, and inadequate penalties applied to delayed tax payments. 

In addition, customs receipts were limited by a trade regime that relied heavily on non-revenuegenerating quantitative import restrictions and a tariff structure characterized by many specific tax ratesand widespread tariff preferences and exemptions. The tax system was riddled with numerous taxstamps, excise taxes, and special purpose taxes. 
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The complex structure of income, property, and indirect taxes required high administrative costs(for the tax authorities, businesses, and individuals) and encouraged poor compliance. Indirect taxes,such as the development duty and the social solidarity tax, were levied on bases that overlap with thoseof other tax bases, thereby increasing marginal tax rates and compliance and administrative costs.addition, Inthe wide variation in tax rates introduced significant economic distortions, including capitalintensive import substitution at the expense of labor-intensive, export-oriented development. Moreover,the structure of the tax system did not provide any reasonable degree of tax equity. 

GOE Reform Program (ERSAP) 

Fiscal reform was initiated with the support of the IMF Stand-by and World Bank SAL in 1991and USAID SPR in 1992. All parties recognized the critical importance of improved fiscal performanceto financial stabilization and the reduction of economic distortions. 

Rapid fiscal adjustment has been at the center of Egypt's reform program. The declining deficithas enabled GOE to shift from being a large net borrower from the domestic banking system, to aposition where it has been able to make net repayments to the banking system equivalent to 3.5 per centof GD1P in FY 1992, 2.4 percent in FY 1993, and 1.6 percent in FY 1994. This has facilitated thereduction in the rate of expansion of total banking system credit that was required to contain inflation.It also shifted bank credit toward the private sector. 

The successful reduction 
expenditure reduction and 

of the fiscal deficit has been achieved through a combination ofrevenue enhancement. Public expenditures have been reduced from 46.1percent of GDP in FY 1991 to 39.5 percent in FY 1993 and are targeted to decline to 38.4 percent inFY 1994. This has been achieved primarily by reducing public sector investment from 16 percent ofGDP in FY 1991 to 6.9 percent in FY 1994, while holding current expenditures within the range of 3032 percent of GDP. Current expenditure shifts included significant cuts in subsidies, most importantlyby raising energy prices and tightening control over the food supply authority (GASC). 

These expenditure reductions were largely offset by increased public sector wages and greaterdomestic borrowing costs, the latter reflecting both higher interest rates and the cost of the large increasein treasury bills associated with sterilizing the considerable inflow of foreign exchange. 

Total revenue has increased from 28.9 percent of GDP in FY 1991 to 34.C percent in FYand a projected 35.8 percent in FY 1994. 1993
Central government nontax revenue, primarily Suez Canal andPetroleum Authority profits, accounted for more than one-third of the total revenue increase. Centralgovernment tax revenue growth has been responsible for generating most of the remaining revenueincrease, or nearly two-thirds of the total revenue increase. 

To generate these tax revenue increases, the government tax reform program included adoptionin 1991 of a 10 percent sales tax at the import and manufacturing levels, which is planned to evolve intoa full-blown valued added tax. GOE also increased tariffs, and plans to implement a global income taxand other tax reforms. USAID provided needed technical assistance to the Ministry of Finance's reformprogram through its Public Finance Administration Project (PFAP). 
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USAID's Fiscal Policy Measures 

In this context, USAID's SPR policy conditionality in the fiscal sector concentrated onestablishing specific tax policy benchmarks - the attainment that would assist GOE in meeting its broadfiscal sector commitments under the Stand-by and SAL. 

Fiscal policy conditionality agreed to by GOE and USAID in August 1992 included four in FY1993; three FY 1994 measures were agreed to in August 1993. 

FY 1993 Fiscal Measure 1: GOE will establish a system to generate andpublish revenue andexpenditure data on a quarterly basis with . lag of no more than two months. 

This measure was not met. It was designed to improve the availability of fiscal data to permitmore informed decision making - in both the public and private sectors. USAID staff concluded thatpublication of these data would send an important signal to the private sector: that the government wasmoving strongly away from central planning and control to a free and open market economy. 

However, in spite of repeated efforts by USAID to communicate the rationale for suchinformation to the Minister of Finance, Minister of Cabinet Affairs, Minister for InternationalCooperation, and the First Undersecretary for U.S. Cooperation, the Ministry of Finance refused topublish the information. Although the ministry has offered to provide USAID with the data (the samedata were being provided to the IMF), it regards the data as confidential and not for public consumption.This has been part of an overall policy of GOE to treat almost all economic policy information asconfidential, including policy conditionality associated with the donor-supported reform programs. 

Timely release of this particular set of data may not be strategically important or crucial foreconomic growth, but the overall governmental policy of treating economic policy information asconfidential is a sigiificant contributor to the lack of public ownership of the program as well as the lack
of private sector response. 

The measure, therefore, is properly asregarded strategicallydevelopment. important to sustainableThere is widespread misunderstanding and uncertainty about the direction and stability ofreforms. Understanding and discussion within the private sector, the People's Assembly, and thegovernment are effectively blocked, undermining broad support and effective implementation of thereform program and private sector response. Lack of information works strongly against the growth of
local ownership of the reform program. 

USAID was a pioneer in attempting to enourage GOE to adopt such a policy. 'rle IME andWorld Bank had not contested the government's policy and continue today to restrict access to theirdocuments, including even to USAID. Hence, the government has had to face limited questioning of thetechnical soundness of its confidentiality policies. 

Despite the potential importance of a broader informational reform, an acceptable policy reformalternative was not developed and USAID withheld $5 million from the cash transfer program. Althoughthis may be seen as a credible cost for noncompliancc with the limited reforni measure originally calledfor, it would have been much more desirable if a broader policy conditionality could have beensubstituted and much more cost associated with possible noncompliance. 

USAID should seriously consider raising the broader issue in the context of the future SIPRprogram. The World Bank isproposing in its forthcoming report on private sector development in Egypt 
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that economic policy information be made available to the public for policy discussions. With supportfrom several donors, meaningful progress on this front may yet be possible. 

FY 1993 Fiscal Measure 2: GOE will adopta unitary taxpayer identificationnumber. 
There was no similar benchmark under other donor reform programs. A unitary taxpayeridentification number (TIN) which covered all taxpayer dealings with the government would allow thegovernment to crosscheck via computer systems all taxpayer dealings with customs, sales, and incometax offices, and thus increase voluntary compliance with the tax laws. The technical soundness of themeasure is well established and not contested, and its adoption would clearly complement the fiscalobjectives of the IMF-supported fiscal reform program. 

The TIN that was adopted by the Ministry of Finance was only applied to income taxdepartment. theIt replaced several taxpayer identity systems with a unique income tax department numberfor all tax-paying individuals, businesses and corporations, therebymassive income facilitating computerization of thetax roles. However, the sales and cilstoms departments retainedsystems. Given the ministry's focus on managing 
separate numbering 

numbering system), 
the new sales tax (with its own computerizedit was hard to get it to focus on overcoming bureaucratic and technical hurdles toadopting a truly unique TIN. 

The income tax TIN was seen - quite reasonably - as significant progress and accepted byUSA ID as satisfactory compliance with the SPR conditionality. And there are expectations that eventuallya unique TIN will evolve as computerization spreads.
expressed interest 

Both the ministry and the People's Assembly havein eventually adopting universala "cradle to grave" identification system.Implementation of the TIN has been effectively facilitated by the computerization program supported byUSAID technical assistance within the Ministry of Finance 
FY 1993 Fiscal Measure 3: GOE will present to the People's Assembly a global personal
itcome tax law. 

FY 1994 Fiscal Measure 3: GOE will begin implementat n ofa Global PersonalIncome Taxthatbroadens the tax base and lowers marginaltax rates. 

As part of its commitment to the IMF, GOE initially agreed in April 1991 to implement a globalincome tax law (GIT) during FY 1993 (ending July 1993).People's Assembly in June 1993. 
The draft GIT law was submitted to theUSAID's first performance measure reinforced the importance of thiscommitment and should be partially credited with this intermediate step having been taken. 

USAID's second measure also reinforced a similar to the IMF"° incorporated into the Extended Arrangement in August 1993. 
measure agreed with and 
SPR reinforcement was important sincepassage and implementation of the Global Income Tax (GIT) law had been delayed by over six monthsfrom original commitments with the IMF. It also added specificity to the GIT measures in terms ofbroadening the base and lowering the tax rates. 

The People's Assembly passed a GIT law on December 31,under implementation, lowers marginal 
1993. The GIT, which is currentlytax rates from 80 to 48 percent (50 percent including the 

" IMF, Arab Republic of Egypt, Article IV Consultation, August 21, 1992, p. 1I. 
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remaining special development and stamp taxes on income of 2 percent), reduces most taxe. on wagesto 20 percent, increases exemptions, and simplifies the rate structure. 
The system has become more elastic  revenue growth is more responsive to income increases.It is now easier to administer - withholding of wage earnings and automatic high personal exemptionseliminate the need for most individuals to file tax returns. It is more equitable alsolow-income groups while progressively taxing higher income groups. 

- it reduces taxes on 
In addition, the elimination ofdouble taxation of corporate dividends increases incentives for equity investment. 

However, the GIT did not broaden the tax base.income, eliminate This is largely due to the failure to tax interesta variety of special exemptions and deductions, and adopt a 1 percent minimumturnover tax, all of which had been expected to increase revenueof tax system. and improve the distributional equityFurthermore, the law did not significantly reform the structure of noncompliance penaltiesand interest charges, which encourage poor and delayed t, -iyer compliance. To compensate for therevenue shortfall, GOE introduced a nonuniform special fc , imports, thereby partially reversing recenttariff reductions. 

Although the tax base has not been broadened asrepresents significant progress. 
called for in the SPR measure, the GITThere is general agreement that the newimprovement and modernization of Egypt's tax system. 

law represents a majorTherefore, USAID has reasonably determinedthat the SPR measure has been substantively satisfied. 
FY 1993 Fiscal Measure 4: GOE will broaden the coverage of general sales tax to includetravel and telecommunication services. 

As part of its commitment to the IMF, GOE agreed in April 1991 to extend the coverage of thesales tax during FYs 1992 and 1993. USAID's policy measure, which was derived fromrecommendations made by USAID-financed consultants to the Ministry of Finance, added specificity tothe general commitments made to the IMF. The sales tax was extended to telecommunications in early1992, increasing sales tax revenues an estimated LE 150 million annually (0.6 percent of total government
tax revenue). 
 Travel service on airplanes, trains, and air conditioned buses were already subject toalternative taxes which are levied at a higher rate than the general sales tax and were not included in thesales tax extension. Hence, USAID judged the measure as satisfactorily completed. 
FY 1994 Fiscal Measure 2: GOE will take the actions necessary to prepare for theimplementation of the general sales tax at the retaillevel. 
This is intended to be an intermediate step to extending the sales tax to the retail level and theconversion to a VAT with full crediting of input taxes by July 1995. It reinforces similar relbrmmeasures that were subsequently incorporated into the ERSAP II Policy Matrix in August 1993. 
Although a wholesale level value added tax (VAT) was originally intended to be in place by July1993, computerization and other administrative preparations have taken much longer than expected. TheIMF reported in August 1993 that a new timetable for implementing the full VAT had been agreed to,"Intermediate steps in this process for FY 1994 included: 

IMF Article IV, August 25, 1993, p. 15. 
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" In July 1993 GOE issued a decree to simplify the sales tax by combining items from the 20percent and 30 percent categories into a 25 percent category and by expanding coverage tosome services. GOE estimated that this will increase sales taxes by almost 8 percent. 

* Coverage of the sales tax is to be further broadened to include additional services. 

* GOE needs to officially announce the registration threshold (in terms of turnover) for theextension of the general sales tax to the retail level. In addition, there are a number ofneeded administrative steps, including restructuring the Sales Tax Department to accommodatethe anticipated 10-fold expansion of businesses collecting sales taxes. 

The IMF, USAID, and its consultants to the Ministry of Finance agree that the GOE sales taxprogram is on track. To assist GOE in meeting the SPR policy measure, USAID/EAP has prepared forGOE consideration a set of intermediate actions to be implemented this year. However, neither MIC northe Ministry of Finance have yet to respond with an agreed-to set of actions, which then need toimplemented to satisfy the SPR policy measure. 
be 

The limited access to the Ministry of Finance decision makers in part explains this situation. Theministry is generally not receptive to donor interactions, with the exception of collaboration with USAIDconsultants and IMF and World Bank technical assistance. In addition, meaningful assistance from MICis difficult, given the technical nature of the measure and its limited influence with the Ministry ofFinance. 

1993 Fiscal Measure 1: GOE will preparea time-phased plan to reduce the granting of tax 
holidays. 

The rationale for this measure is that tax holidays get GOE involved inappropriately in directinginvestment to particular sectors of the economy, cost GOE significant amounts of revenue and therebywork against lower marginal tax rates, and are judged ineffectual and unnecessary in many cases.USAID-financed consultants for the ministry estimate that if all tax holidays were eliminated, corporatetaxes would increase by one-third and total taxes would increase nearly 5 percent (or LE 1.4 billion inFY 1992). If tax holidays currently in place were not renewed and new tax holidays were severelylimited, USAID/EAP estimates that corporate taxes could be increased by LE 200 million annually within
 
two years.
 

According to GOE's Letter of Intent requesting an IMF Extended Arrangement in August 1993,the renewal of tax holidays was ended as of July 1993. As part of the ERSAP II Policy Matrix, GOEagreed to allow the Fund to analyze the investment incentive system to make it more efficient and lesscostly in terms of lost taxes. A draft investment incentives study has been prepared and is currentlyunder review by GOE. The Policy Matrix released in August 1993 calls for a draft law agreeable to theIMF to be presented to the People's Assembly by the end of June 1994. 
Thus it would appear that USAID's policy measure calling for a time-phased plan haslargely met. beenHowever, although both USAID and the IMF are appropriately supporting this strategicpolicy objective, USAID has not had access to the IMF draft industrial incentives study and hence hasnot able to fully engage in policy discussions leading to the development of limits on tax holidays. GOEshould be encouraged to release the document to concerned donors to facilitate meaningful discussions. 



22 

Conclusions 
In summary, there has been remarkable success on the fiscaldramatically reduced, through both expenditure reduction and 

front. The deficit has been revenue enhancement. The tax system ismore elastic, equitable, and easier to administer. GOE understands the importance of these measures tofinancial stability and accelerated development and is proud of its accomplishments. GOE ownershipof fiscal reform is high and continued fiscally sound performance is probable. 
The IMF, World Bank, and USAID have played reinforcing 	and complementary roles supportingGOE implementation of the fiscal program. The central role has been played by the IMF, in large partbecause of its importance to Paris Club debt relief. Although it is impossible to separate effects, it isclear that USAID, through a combination of complementary 	and reinforcing SPR conditions and technicalassistance to the Ministry of Finance, has contributed significantly to the overallreforms. This is so despite the fact 	 success of the fiscalthat USAID effectivenessopportunity for dialogue with the 	

has been handicapped by limitedMinistry of Finance,indifference to donors in general. 	
apparently largely as a result of ministryUSAID also has been constrained in its dialogue by its lack of accessto highly pertinent documents - for example

remedied, 	 the recent IMF study of investment incentives. If notthis problem could significantly reduce the effectiveness of future USAID assistance to theministry and SPR fiscal measures. 

Although the most pressing fiscal reforms have already been made, tax reform should continueto remove the remaining constraints to private sector development. The most important remaining areasfor future reform are: 

" Implementation of the retail and wholesale VAT by July 1995 to generate revenue needed tofurther reduce the deficit and excessive customs tariffs. 
* 	 Rationalization of industrial incentives and free zones, including reducing tax holidays,avoid inefficient investment and to facilitate reduction of corporate tax rates and elimination

to 
of the paid-in capital stamp tax of 1.2 percent annually.
 

* 
 Increase of taxes on vehicle fuels (especially leaded gasoline) to raise additional revenue andreduce air pollution.
 

* 
 Reform of tax noncompliance fines and interest charges and the practice of 100 percent taxaudits to encourage voluntary compliance and to reduce tax administration costs and abuses. 

Trade Liberalization Measures 

The Prereform Situation 
The import substitution industrialization strategy Egypt followed after 1961 included an array ofhighly protectionist nontariff barriers (NTBs) facing imports.and manufacturing output was protected by NTBs. 

In 1990, 53 percent of total agriculturalNTBs to imports consisted of import banslicensing requirements), suspensions of letters of credit for certain imports, prior approval requirementsfor imports, quality control standards, and foreign exchange rationing (with priority access given to the 

(or 

public sector). 
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Import tariffs were also excessively high, ranging from 0.7 percent to 120 percent. Tariffs onmanufactured consumer goods averaged 37.2 percent; on intermediate goods, 16.6 percent; and on capitalgoods, 17.7 percent. Most basic food imports paid 0.7 percent. Though 80 percent of total imports hadtariffs under 15 percent, about 8 percent had tariffs of 65 percent or more (mostly alcohol, tobacco,autos, and luxury goods). The combination of tariffs and NTBs provided high and uneven effectiveprotection to domestic producers. Egypt also had a system of export taxes and NTBs to exports (exportlicenses, quotas, prior approvals) and an overvalued exchange rate that implicitly taxed exports. 

This import substitution strategy had well-known negative effects. Domestic consumers sufferedbecause they have had to pay relatively high prices for low-quality domestically produced goods.Moreover, the overvalued exchange rate and the general lack of competition in the domestic economymade it difficult for Egyptian exports to compete in foreign markets. The inevitable pressures on thebalance of payments led to administrative allocations of foreign exchange with all its disadvantages. 

Trade Reforms under ERSAP 

The Stand-by and SAL that embodied ERSAP I focused on liberalizing the exchange rate system,phasing out most NTBs, and reducing the level and dispersion of tariffs. The exchange rate was unifiedwith the free market rate in November 1991 
U.S. 

and allowed to depreciate about 35 percent relative to thedollar. It has since been stabilized through Central Bank interventions (which have prevented anominal appreciation). The exchange system has thus become essentially free of restrictions: anybodycan buy and sell foreign exch-nge from and to banks and foreign exchange dealers. 

The production coverage of import bans was reduced from 37.2 percent of total agricultural andmanufacturing output to 10. 1 percent. GOE reduced the number of import prior approvals from 55 to9. All suspensions of letters of credit were lifted. The number of tariff preferences was reduced from 
90 to 29. 

With the exception of a few items, the range of tariffs was reduced to 5-80 percent (short of theoriginal objective of a 10-80 percent range). The duty drawback and temporary admission systems forexports were improved upon and the number of products subject to export restrictions was reduced to a 
few commodities. 2 

ESAP II trade liberalization has generally continued as agreed to under the Extended Agreementand SAMP. Import bans have been further reduced to 4.7 percent of agricultural and manufacturingoutput, with the remaining bans covering textile and clothing and poultry imports. Previously bannedimports have been assigned tariff rates within the adopted tariff structure. The 9 remaining import priorapprovals have been eliminated. Controls by the General Authority for Investment and the GeneralOrganization for Industrialization on imports of equipment have been abolished, as have importrestrictions maintained by the Ministry of Military Production and the Industrial Monitoring Authority." 

GOE is also developing technical assistance procedures tocountervailing duty mechanisms with GATT technical assistance. 
pertaining antidumping and 

The government has introduced theHarmonized Systerii (HS) of commodity classification. In addition, GOE has also amended the quality 

' Government of Egypt, Letter of Development Policy, Septcmber 1993, 6p. . 

'3 Ibid., p. 7. 
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control system applying to imports ensureto that information on product coverage is published andunambiguous, and has harmonized fees imposed for inspection for foreign and domestic firms." 

GOE is also substantially reducing tariff rates. The maximum tariff was reduced from 80 percentto 70 percent in February 1994 and is scheduled to be further reduced to 60 percent by end-December1994 and 50 percent by end-December 1995. Equivalent reductions of all other rates above 30 percentare also included. Capital goods are to be reduced toexceptions to maximum tariffs 
the 5 to 10 percent range. The remaining(mainly covering autos) are being phased out,beverages. except for alcoholicTariff preferences have been abolished, with the exception of health and tourism and thosecovered under international treaties. 

N,- tariff rates on imports were to be increased, exceptstructure. to remedy distortions in the tariffHowever, concurrent with the tariff reduction in February 1994, the customs user feesincreased. -ees werehave been raised by 2 percent for imports with tariffs below 30 percent, and 5 percentfor imports with tariffs above 30 percent. Although GOE has proposed to reduce the fees to a uniform2 percent 1994 andin July eliminate them in July 1995, their introductionanticipated revenue shortfalls of the newly adopted 
was prompted by the

General Income Tax. 5 The nonuniform fees mayhave also been designed to accommodate domestic producer pressures for increased tariff protection. 

USAID Trade Policy Measures 

Within this comprehensive trade liberalization program, USAID has focused its trade-relatedpolicy dialogue, conditionality and technical assistance largely on GOE policies and procedures whichhinder private sector led export growth or constitute a bias in favor of the public sector. Seven SPR FY1993 trade measures were agreed to August 1992 and an additional seven measures FY 1994 measures 
were adopted in August 1993. 

FY 1993 Trade Measure 1: GOE will eliminate the requirement that private sectorexporterssubmit letters of guaranteeunder the temporaryadmission system. 

Letters of guarantee are letters from commercial banks guaranteeing payment of the cost ofimported inputs and duties brought in under a temporary admission system. The way it worked in Egypt,bank charges and collateral requirements were a significant cost burden - 6 percent of the cost ofimported inputs by some estimates. 

There is no similar policy measure in the IMF/Bank programs. In February 1992, GOE issuedDecree 42/1992 requiring that public sector exporters also letterssubmit of guarantee. USAIDdetermined that this accomplished the objective of the SPR policy objective, which was to equalize thetreatment of the public and private sectors. However,
internationally competitive. 

this did nothing to make Egyptian exporters moreThe continued requirement of letters ofguarantee continues to raise Egyptian
exporters' costs. 

"' Woild Bank and GOE, "ERSAP-il First Review Mission Aide Memoire," March 1994. The Bankdeternincd that the changes made to the quality control system were satisfactory. 

" Ibid. The Bank has argued for the full elimination of the fees by July 1995. 
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The private sector subsequently lobbied for and obtained issuance of a decree in January 1994providing for the replacement of bank letters of guarantees by either firm guarantees (tip to the limit of80 percent of paid-in capital) or insurance to guarantee payment for the imported goods and duties if notreexported. While implementation of the decree was expected in May,firms trying to excessive documentation facesqualify for firm guarantees and insurance companies areneeded coverage. Hence, not expected to provide theit remains to be seen whether this will adequately deal with the problem. 

FY 1993 Trade Measure 2: GOE will adopt proceduresfor prompt refunding under thedrawbacksystem. 

This measure added specificity to the benchmark set byintroduce measures to the SAL, which required GOE toimprove the drawback system. In early
speeding up the refund of duties paid 

1992 GOE adopted reforms aimed at on imported inputs used to produce Egyptian exports. 

These reforms achieved their desired effect, as noted by the World Bank in its Aide Memoire forthe first SAL supervision mission dated February 1992. Hence, USAID determined that the SPR measurehad been satisfied. Notwithstanding these improvements, refundi~ig delays tinder the drawback systemapparently continued to be a problem, prompting the Minister of Finance to announce publicly in January1994 that, effective immediately, reimbursement for all c-stoms duties and taxes besales wouldreimbursed immediately upon the re-export of imported inputs.' 6 

FY 1993 Trade Measure 3: GOE will initiate a siady to review, evaluate, aiid recommendalternative options to the presentmandatorypublic sector quality control regulationsgoverning
exports and imports. 

FY 1994 Trade Measure 6: GOE will develop a time-phased plan to implement selectedrecommendationsfrom the Quality Control Study. 

There are no similar policy measures under ERSAP I. However, the ERSAP If Policy Matrixincludes a measure requiring GOE to adopt a program to harmonize the enforcement of quality controlstandards and fees (applying them equally to both imported and domestically-produced goods).study completed Janua:y The SPR1994 has provided GOE, World Bank and USAID withunderstanding of the quality control problems and reeded reforms, 
a timely and in-depth

and hence is highly complementary,
adding needed specificity. 

The major finding of the study is that quality cont:ols are significant barriers to trade, and that
considerable overlap exists among government agencies involved in the formulation, implementation, and
monitoring of quality control regulations. These lead to delays in the placement of goods on the market
and to increased costs that must be borne by importers and exporters. Quality controls are one of the
most important NTBs to trade currently remaining in Egypt. As recent newspaper storiesexample, the story about the poultry industry in the April 16, 
attest (for 

inappropriately utilized to protect domestic producers. 
1994 Egyptian Mail), they are readily and

Although it is impossible to quantify acrossboard, theit clearly raises costs significantly. For example, the controls are estimated to increase perishablefood costs by between 5 and 20 percent. 

" Montague Lord, et al., "Trade Policy and Customs Reforms in Egypt," Draft Report to USAID and GOE,
January 30, 1994, p. 37. 
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The report recommends the establishment of a commission to review current health, safety, andquality regulations and the institutional structure of the regulatory agencies and to formulate reformlegislation this year. The report recommends that standards and quality assurance should become the soleresponsibility of a privatized Egyptian Organization for Standards and Quality Control, that the Ministryof Agriculture should have sole responsibility for food inspections, and that the Ministry of Health shouldbe limited to the development of health standards and domestic health inspection issues. A number ofimmediate regulatory changes are recommended, including eliminating fat, protein, and fiber standards 
on food imports. 

GOE has the report under review but has yet to develop animplement its recommendations. acceptable time-phased plan toGiven the significance of this issue, GOE should move rapidly forwardwith the report's recommendations, including the formulation of reform legislation this year.send This woulda strong signal to the private sector that the government is committed to streamlining regulatoryregimes to support private sector development. 

FY 1993 Trade Measure 4: GOE will lower the coverage of import bansfrom 23 percent to 11percent of domestic agriculturaland manufacturing output. It will structurethe reductions in amanner that does not discriminate againstthe private sector. 

FY 1994 Trade Measure 3: GOE will reduce import ban coverage to 5 percent in such a wayso as not to discriminateagainstthe private sector. 

F' 1994 Trade Measure 1: GOE will review all banning decrees issued by various Ministriesor Government bodies so as to ensure that they are consistent with the official governmentpolicy
on bans. 

The first two SPR import ban measures were designedrequired the reduction of bans from 23 percent to 
to protect the private sector. The SAL11 percent and the SAMP called for further reductionto 5 percent. But neither agreement required equal treatment between the public and private sectors.previous The1991 reduction of bans had subjected the private and agricultural sector to disproportionatelylarge decreases in ban protection, while only minimally reducing bans for the public enterprise's (mainlymanufacturing). Hence, the World Bank had suggested that later reductions would necessarily have tofocus on manufacturing and the public sector.' 7 

The import bans were reduced in August 1992 to 10.3proportionately larger for the public sector than for the private sector. 
percent and the reductions were
 

The bans were further reduced
to 4.8 percent in July 1993. Ban coverage for the private and public sectors was reduced by 56 percent

and 53 percent, respectively.
 

Although this is viewed by the Mission as equal treatment(satisfying the SPR measure), the remaining bans cover 
of the public and private sector 

textiles) and only 2.7 percent of the private sector. 
7.2 percent of the public sector (dominated byIt is questionable whether a USAID interpretationof the measure to require continued proportionally larger public sector ban reductions would have beensuccessful, given the vulnerability of the public textile sector to competitive imports. 

The third SPR measure was added to the two previous banning measures to deal with the practiceof ministries and governmental agencies imposing ad hoc import bans. The Trade Policy and Quality 

" World Bank, Egypt Stnctural Adjustment Report, 1991, p. 28. 
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Control Studies documented the extent of the problem. GOE needs tocommodities on the official ban list are subject to bans by GOE entities. 
demonstrate that only those 

FY 1993 Trade Measure 5: GOE will initiatea study of the Egyptian customs system that willresult in recommendations to improve the import tax system and administrativeprocedures. 
FY 1994 Trade Measure 5: GOE will develop a time-phased plan to implement selectedrecommendations for he Trade/Customs Policy Study. 

There were no similar measures in ERSAP 1, but ERSAP II does provide for a governmentreview of tariff policy in 1995, with the objective of reducing maximum tariffs to below 50 percent after1995. Hence, the SPR-sponsored study is complementary.
 

The resulting draft report, submitted in January 1994, lays out the broader trade policy issues
facing the GOE as it moves forward with it trade reforms."8formed joint public-private High Commission 
The study should be useful for the newlyon Exports and the Ministry of Economy and ForeignTrade. The study recommends:
 

* 
 Conducting effective protection studies to estimate the impact of further liberalization ondomestic industries; 

* 
 Limiting quality controls to health, sanitary, and religious requirements;
 
* Streamlining customs regulations and procedures, including creating a "one-stop shop"; and 
" Strengthening export promotion mechanisms, including focusing on private sector exportpromotion institutional development.
 

These are 
important and useful recommendations providing general directions for further policyreform; however, further in-depth and detailed analyses with much moreministries collaboration consultant time and technicalwill be needed to develop morerecommendations. The GOE needs to 
detailed and operationally usefuldevelop a torecommendations, plan begin implementing the study'sincluding identifying the more detailed studies that may be needed. These could besupported by USAID through TSSPR. 

FY 1993 Trade Measure 6: GOE will conduct a review thatdevelops recommendationsfor theremoval of regulationsand laws that impede private sector participationin import and exportindustriescurrently dominatedby the public sector companies. 
There is no similar measure in the Policy Matrices of ERSAP I and II.satisfied when The SPR measure wasGOE amended its import and export regulations in 1991 and August 1992, so as to 

Before May 1991, the regulations governing trading activities discriminated against the private 

eliminate the special privileges previously granted to the public sector in this regard. 

sector and provided many privileges to the Public Sector Trading Companies (PSTCs).are the major areas in which the PSTCs The followingwere granted a monopoly, monopsony, or any other form ofprivileged 'position: 

'" Lord, ibid. 
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" 	 The private sector was not allowed to engage in barter deals. 

" The importation of the following commodities was restricted to the PSTCs: wheat, flour,unpacked tea, edible oil, fats, chemicals, fertilizers, pesticides, and seed potatoes. 

" The importation of the following commodities was restricted to the PSTCs in competition withthe 	beneficiary public sector companies - in other words, those producing or importing thetraded goods: cotton, tobacco, coal, petroleum and its derivatives, arms and the productionrequirements for the armament industry.' 9 

* Imports of reinforced steel from Yugoslavia were restricted to the PSTCs. 

* 	 AI-Gomhouriya Company for Drugs and Medical Supplies monopolized the importation ofall the requirements of the health sector such as raw materials, chemicals, equipment, and thelike, with the following exceptions: (1)imports by physicians and hospitals for private use,(2) drugs and other medical supplies approved by the Drug Imports Committee of theMinistry of Health, and (3) private sector imports of machinery and equipment (except those 
that were banned). 

• 	Import of motor vehicles and their spare parts was restricted to the PSTCs. 
* 	 Exports of cotton, rice, and rice straw were monopolized by the PSTCs. Exports ofpetroleum and its derivatives - yarn, cement, and drugs - were restricted to the publicsector companies producing these commodities. 

* 	 Private sector importers were required to pay 25 percent of the value of their imports uponrequesting the L/C, and the remaining 75 percent when the L/C is issued. 

The Export & Import Regulations of May 1991 and their amendments of August 1992 eliminatedall the privileges previously granted to the PSTCs. There are no longer different regulations governingthe private and the public sectors regarding trading activities. The new regulations deal with the two
sectors as one entity and address the import activities of the two sectors as "importation for production
or 	trading activities." A 	 separate chapter in the Regulations deals with importation by Governmententities (such as ministries and public authorities). One can conclude that,Regulations are concerned, no bias now 	
as far as the Export & Importexists in favor of the public sector. However, the problem ofconflicting laws and decrees issued by different ministries is a continuing issue. 

FY 1993 Trade Measure 7: GOE will permit the inclusion in the temporary admission systemoffirms that export part, but less than 100 percent, of their output. 

ERSAP I called for development of a government plan to improve temporary admissions forexports, but it did not specify needed reforms. The SPR measure thus added specificity for one of the
needed reforms. 

19 Exceptions to the above were three: (1)tobacco could be imported by the private sector for tradepurposes; (2) the private sector exporters could import seed potatoes subject to the approval of the AgriculturalInspection on the quality and specifications of these potatoes; and (3) the private sector was allowed to importchemical fertilizers and pesticides except those required for field crops. 
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Under the Temporary Admission System (TAS), exporters are not required to pay custom dutiesand sales tax on their imported raw materials, provided that they submit a cashequivalent in value to the required custom duties and sales tax, and that they export the finished products 
or bank guarantee

within one year from the importation of the raw materials.of researchers and exporters 
There was widespread confusion on the partas to who was eligible to use the TAS. A report by K. Stacey of tile PeatMarwick group entitled "Survey of Custom Administration in Egypt" (January 1990) stated:
to qualify for the duty free concession, a manufacturer must export 

"In order
 
Theoretically he could claim drawback on the exported product if he also sold on the local market, buthe might fi~ld it difficult to prove his claims."

Egypt were also confused about this issue. 

The World Bank staff working on trade regulations in
 

100 percent of his production. 

In a report written in November 1991 by tie World Bank,it was stated that "it is not clear whether one must be 100 percent exporter in order to qualify fortemporary admission system." 

After careful review of the laws and regulations governing the Drawback and TAS, andof meetings with the Head of the Drawback and TAS a series as well as with major exporters, USAID reachedthe conclusion that nothing in the law restricts the TAS to those who export 100 percent of their output.The reason for the confusion was that all the raw materials imported under the TAS must be reexportedin tie form of finished products. In practice, therefore, it was difficult for some exporters who exportless than 100 percent of their output (and hence import raw materials for both their exported output andthat sold locally) to use the TAS, because they have to be sure beforehand that all the materials theyimport through the system will be used in the production of exported goods. Some small exporters,therefore, refrained from using the TAS. 

USAID started discussing this issue withli the GOE in January 1992.misunderstanding about the TAS among many exporters. 
This helped in clarifying theA few months ago, the Chamber of Commercewas also informed of the true situation. 

In mid-1992 GOE satisfied the SPR measure by issuing guidance making it clear that firms arenot required to export 100 percent of their output in order to utilize the temporary admission system.However, they required exportare to 
temporary admission system. 

100 percent of the inputs imported entering Egypt under theThis helped to clarify the confusion confronting exporters and increasedtheir access to temporary admissions. 

FY 1994 Trade Measure 2: GOE will reduce the number of tariffpreferences by one-ha/f 
This measure is aimed at increasing competitiveness.

the ERSAP I plan to 
Itwas to be an intermediate step supportingreduce tariff preferences

economy. and thereby increase the degree of competition in theA July 1993 Presidential Decree went beyond the requirements of this measurethe number of tariff preferences by reducing 
(which requires 

from 29 to 2 items in July 1993. The remaining items are baby milka license and is subject tocompanies, whose tariff was 
1 percent tariff) and pleasure boats imported by tourismreduced from 80 to 40 percent. The Arab Petroleum Pipe Line Companyalso has a tariff preference on capital imports, with a tariff of 1 percent. 

FY 1994 Trade Measure 4: GOE will eliminate5 of the 9 special conditionsfor imports. 
The "special conditions list," which contained nine commodities whose importation was permittedonly under certain circumstances, was canceled by Presidential Decree in Julycommodities were civilian in nature 1993. Eight of thesebut could not be imported if they were producedfactories. by militaryThey included engines up to 125 hp, certain types of electric motors, radiators, and generatorsup to 700 KW. The ninth commodity was fuel and its derivatives, which could only be imported through 
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the Egyptian Petroleum Corporation. The SPR measure supplemented a similar ERSAP 11 policycondition to liberalize imports restricted by the Ministry of Military Production. 

Conclusions 

Egypt's trade regime has been significantly liberalized by ERSAP reforms supported by the IMP,World Bank, and USAID. Most significantly, the liberalization of the foreign exchange regime hasprovided the private sector with free access to foreign exchangeconsumer goods. needed for imports of capital andThis has dramatically reduced governmental control over private sector investment andimport decisions, thereby significantly improving economic efficiency and equity. The Central Bank isespecially proud of Egypt's return to a free foreign exchange regime (after more than 30 years of controlsand exchange shortages), the maintenance of exchange rate stability, and the accumulation of more than$16 billion in Central Bank reserves. 

The reform program has also successfully dismantled most NTBs and replaced them with tariffs.The most constraining NTBs, including import and export bans and quotas, have been almost totallyeliminated, leaving quality controls and complicated customs regulations and proceduresimportant remaining NTBs. as the mostThe new tariff structure has been broadened to include imports previouslyprotected by NTBs, rates have been significantly lowered, and tariff dispersion has been reduced.However, tariffs remain high by world standards, and highly protective of inefficient domestic producers. 
Although these trade reforms have significantly enhancedexporters, overall export growth has been nil. 

the competitiveness of Egyptian
However, some private sector nontraditional exports haveincreased significantly, especially apparel and fruits and vegetables. 

The IMF and World Bank have clearly played the lead role in these trade reforms; however,USAID has significantly contributed with policy dialogue and conditionality supporting the broader tradeprogram. Also, USAID was successful (with a few exceptions) in its support for a number of specific
measures designed to overcome private sector barriers to imports and exports.
 

The SPR program has been effectively complemented by TSSPR-supported studies of trade policyand quality controls that significantly added to the understanding of pressing trade issues and neededpolicy reforms. USAID's active participation in trade reform has facilitated an increasingly collaborativerelationship and dialogue with the Ministry of Economy and Foreign Trade thuat should lead to a furtherstrengthening of ministry policy analysis and dialogue. This will be especially important in the futureas the ministry's economic research unit provides staff support to the new High Commission on Exports. 
Trade liberalization to date has been dramatic, but Egypt is far from the frontier of being anoutward-oriented trade regime by world standards. The most important remaining areas for future reform

include: 

" Maintenance of a competitive real exchange rate; this is essential to provide incentives forexport expansion. The real appreciation of the exchange rate since 1991 has largelyundermined the benefits of the initial 35 percent depreciation. 

" Continued reduction of tariff levels and dispersion;
pressures on domestic industry 

this is needed to increase competitiveto become more efficient, and to facilitate the needed realexchange rate depreciation. 
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0 Elimination of unnecessary quality controls and burdensome customs regulations andprocedures; this would significantly reduce transactions costs of trade. 
" Privatization of export promotion agencies, increaseto the effectiveness of efforts toovercome the years of inappropriate policies that hinder emerging exporters. 
* Removal of public sector monopolies over strategic services, such as port services. 

Enterprise Sector Measures 

Eight enterprise-related policy measures 
SPR program. Two refer 

are called for in the enterprise sector over the two yearsof the to intellectual property issues, notably patentorganization in matters of patents and trademarks. law and government
Two concern liberalization of the textile industry.One measure covers price controls in the tourist sector. And three are aimed at accelerated privatization. 

We consider the nonprivatization issues first, then privatization. The latter is discussed at greaterlength because it has become the focal point of debate and because issues of compliance have risen withspecial intensity. 

Nonprivatizatioii Measures 

FY 1994 Condition Enterprise 1: GOE will remove all price controlsfrom hotels, restaurantsand other businesses associatedwith tourism. 

This condition has apparently not been met.
charged by hotels and restaurants. 
The Ministry of Tourism still influences prices
A survey o! price fixing and price controls in the tertiary sector of
the economy will probably take place in the nf-xt few months and is expected to clarify the situation.
 

The Ministry of Tourism states that they eliminated any interference in hotel service pricing.However, they also indicated that pricing policies are completely left to the Tourism Chamber Union,which prices according to Egypt's competitive strength vis-a-vis other countries.
ministry supervises price-setting for each 
This indicates that the
hotel, and thus that*there is in fact substantial government

interference. 

It's not clear how suitable this condition is. Competition takes place between levels of service- in other words, between expensive and less expensive hotels and restaurants.between countries. It also takes placeSo market forces constrain price fixers in this industry.here that are But there may be problemsnot readily apparent and that explain the rationale for this condition. 
FY 1994 Condition Enterprise 2: GOE will present to the People'sAssembly new legislationfor patents that provides for both product and process patent protection for all typestechnology, and increases the terms ofprotection to 20 years. 

of 

FY 1994 Condition Enterprise 5: GOE will conduct aconsolidating the patent, trodemnark, amid industrial design offices under the authority of the 

study to examine the benefits of 

ministry. 
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Both conditions are monitorable, credible,
Strengthening intellectual property rights (IPR) 

and 
an 

additional to IMF/World Bank conditionality.
is important legal constraint to private sectordevelopment and foreign investment of high-tech industries. 

Economic analysis has demonstrated that the social returns or benefits of innovation are high andin most cases far exceed tie private returns, because of spillover effects.condone EnvironmentsIPR infringement discourage that aid ortechnological transfer and retard indigenous technology
development.2' 

The first condition will probably be formally met, but probably not passed in a manner acceptableto the United States because the People's Assembly may invokeTrade a General Agreement on Tariffs(GATT) loophole andthat would allow Egypt a 10-year grace periodPeople's Assembly may also for pharmaceuticals. Themake other modifications
unacceptable to the United States. 

of the current draft patent law, making itHowever, the law has been prepared to replace Chapter One of Law132 of 1949. The 20-year provision for patent protection is included (Article 10 of Chapter One of thedraft). The draft law also includes the utility model, which provides for a weaker 7-year patent, whichwould encourage the adaptation of seminal technologies to local conditions. 

The current draft law, or a modification,
with the 20-year protection provision. 

will probably be presented to the People's AssemblyCondition Enterprise 2/93 would be met with the submission ofthe draft by the Ministry of Scientific Research to the People's Assembly. 

The U.S. 
The rationale behind this measure is to bring Egypt into conformity with international guidelines.State Department and Trade Representative's offices have examined the draft and are satisfiedthat it complies with international guidelines. Foreign firms should beexpand their operations in Egypt, more willing to locate or tobecause they would be compensateddeveloping the patented technologies. Given 

for their costly investments inEgypt's current weak enforcement and low penalties forviolations, active enforcement and more costly penalties would be required for this condition to becometruly strategic. 

In addition to foreign investors owning intellectual property, Egyptian inventors would benefitrelative to inventors in other parts of the world,invent or innovate. 
because they would benefit fully from their efforts toIf passed and enforced, the law could encourage Egyptian joint-venture partnershipsand subcontracting arrangement with overseas high-tech firms. 

The rationale for the second condition is, like the first, to improve IPR protection to encourageindigenous innovation and invention and enable Egypt's fuller participation in the benefits of internationaltrade and foreign investment. Legalizing the draft patent law represents only the first step towarddeveloping IPR protection in Egypt. Organizational effectiveness also has to be strengthened. 
Economies of scale and scope would be realizedintellectual property regulatiois within one authority. 

by placing administration of all types ofThis condition has been met.wa A scope of workprepared and sent to MIC on November 4, 1993, and was approved recently. The study is expectedto begin in April 1994. 

' Studies in India and the Philippines, for example, reveal that in most casescontributed by local engineers with advanced graduate degrees 
fully patented inventions werefrom abroad. Failure to protect [PR not onlydiscourages indigenous innovation but may contribute to brain drain. 
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The key requirement for making this condition strategic would be to strengthen the IPRenforcement and raise the penalties of noncompliance, particularly for patents. This would probablyrequire strengthening the legal system along the lines recommended by Bentley(1994). It would alsorequire specialized IPR training and administration. This SPR conditionality is credible and additionalto IMF and World Bank conditionality. It has a reasonable chance of being implemented. 

Privatization Measures 

IPrereforrn Situation. Since the extensive nationalizations 35 years ago, the Egyptian economyhas been dominated by the state. This was
began in the mid-1970s. 

not changed by the renewal of private sector activity thatMore than half of GDP, about two-thirds of nonagricultural GDP, and perhapsthree quarters of formal sector manufacturing production is still generated in the public sector. 
The large state-owned enterprise sector consists of three main groups of public enterprises. Theeconomic authorities"  the Suez Canal authority, Egyptair, the state petroleum and railway companies,and the utilities  power, water, telecommunications, and transportstrategic group. - comprise the biggest and mostThe second consists of public sector financial institutions owned principally the wholly-statebanks, joint venture banks, and insurance companies, 

The roughly 400 nonfinancial PEs - those in industry, agribusiness and services - which GOEowns fully or in part, comprise the third group."' This set of PEs makes a relatively small contributionto national output and employment; it accounts for about 10 percent of GDP and employs some 8 percentof the labor force (1.1 million people). But it produces more than 70 percent of industrial output andincludes many subsectors that are critical for economic development. Its estimated book value as of mid1991 was LE 73 billion. 

ERSAP I Reforms. The main target of GOE privatization programenterprises. The program began under SAL I and ERSAP I. 
is this third group of
 

and legal and institutional reforms. 
The focus was placed on policy changes
 

granting of autonomy 
Many of the latter were embodied in Law 203 of 1991 - theto SOE managers; the transformation of SOEs into joint stock companies;removal theof ministerial control by the creation of 27 (later 17) holding companies; the legalization ofbankruptcy, liquidation and privatization; the hardening of budget constraints bybudget subsidies and restricting state guarantees of PE bank loans. 

phasing out access to 
Business Enterprise was appointed and 

A new Minister for Public Sectora technical secretariat created - the Public Enterprise Office(PEO). 

The divestiture dimension of the government privatization program (GPP) didn't really get underway until 1992; it was only in March of that year that the first two batches of Law 203 firms to be 

" Actually, the target enterprises in the Government Privatization Program number 314. The reason for thediscrepancy is unknown. 
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targeted for privatization were identified. (Some uncoordinated asset sales occurred before that date, butthese were not substantial.)22 

The first batch of privatization candidates, called the 1991-1992 batch, consisted of 20 entities- 7 100 percent state-owned, 7 assets of state-owned companies (including 3 hotels), and 6 blocs ofshares in fully state-owned or joint venture companies. The second, or 1992-1993 batch, consisted of7 SOEs, 6 segments of SeEs, and 12 share sales. The third (1993-1994) batch, announced in March1993, consists of 37 whole companies and 3 assets of companies. (See Annex B for the list of companies
and assets.) 

ERSAP II. Under ERSAP 11, GOE agreed to the following program.
 

" By end-December 1993:
 

- Complete sales of the 22 assets/companies brought to the point of sale as of March 1993; 
- Bring to the point of sale (POS) 25 percent (LE 2.3 billion) and complete sales of 10percent (LE 0.9 billion) of the book value of the companies included in the 1993-1994

privatization program. 

" By end-June 1994: 

- Bring to POS the remaining 75 percent (LE 6.8 billion) and complete sale of additional 
30 percent (LE 2.7 billion) of assets/SOEs of 1993-94 Privatization Program. 

" By end-December 1994: 

- Complete sale of additional 30 percent (LE 2.7 billion) of the 1993-1994 program. 
- Bring to POS 50 percent (LE 5.5 billion) and complete sale of 20 percent (LE 2.2 

billion) of the entities in the 1994-95 program. 

* By end-June 1995: 

- Complete sale of remaining 30 percent (LE 2.7 billion) of the 1993-94 program. 

- Bring to POS the remaining 50 percent (LE 5.5 billion) and complete sale of additional40 percent (LE 4.4 billion) of the 1994-95 program. 

According to the IMF ("Recent Economic Developments", August 1993) in 1991, the Ministry of Agriculturesold 13 agricultural companies under the HC for Agricultural Development, for LE 200sector worth in. mn. Additional publicassets LE 50 were sold,leascd or liquidated during the same year,governoratc-owned enterprises and some 13(X) snallwere sold for LE 31 man.--an average of about7,000). From June 15, 
LE 24,000 per transaction (US$1991 to Feb. 1992, local governorates sold 161 projects/assets worth LE 9 inn. In roughlythe same period, the HC for agriculture sold agricultural land projects for LE 70 mn.and distributed land to youngfarmers and to poultry and cattle breeding projects for about LE 200 man. 
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- Bring to POS 50 percent (LE 7.3 billion) and complete sale of 20 percent (LE 2.9billion) of entities in the 1995-96 program. (The 1995-96 program should contain at leastan additional 20 percent [LE 14.6 billion] of the total book value of the sector. 

The SPR Measures 

FY 1992/93 Enterprise Condition 2: GOE will develop a nationalprivatizationplan. 
F 1992/93 Enterprise Condition 3: GOE will bring at least 5 public sector orjoint ventureenterprisesworth at leastLE 100 million to the point ofsale. Point ofsale includes a valuation,a reservationprice and aformal offer of sale. 

FY 1993/94 Enterprise Condition 3.a: GOE will privatize at least 10 public sector orjointventure enterprises worth at least LE 500 million. 

FY 1993/94 Enterprise Condition 3.b: GOE will bring to the point of sale an additional20
firms. 

The SPR measures on privatization reinforced these ERSAP/World Bank conditions and gavethem specificity. The 1992/1993 Enterprise Sector measure #2, which asked GOE to develop a nationalprivatization plan, restated a conditionality of SAL 1, which was lagging. 

The second 1992/1993 privatization-related SPR measure (#3) required that GOE bring at least5 public sector or joint venture enterprises worth at least LE 100 million to the point of sale. 

Performance. The USAID 
privatization program 

measures for 1992/1993 were satisfied. GOE had prepared aor plan for SAL I in 1991, though a more specific and up-to-date statementneeded. The PEO released in March was1993 a new and better-defined program setting out a schedule ofplanned privatizations of 87 companies/assets to be achieved by June 1993. The USAID measure callingfor preparation of such a plan probably hastened its delivery. 

The second 1992/1993 measure (bringing 5 enterprises to POS) was also satisfied. GOE was ableto draw on the increasing output of the Public Enterprise Office, which had prepared for sale most of thefirst batch of 22 companies/assets by the spring of 1993. USAID-provided technical assistance (Bechtel)
helped in valuations and preparation of company information memoranda.
 

The 1993/1994 enterprise measure #3, which specifies for the first time the actual sale of SOEs- 10 of them - in addition to calling for readying and offering for sale 20satisfied as of April 1994. more entities - is notIt is disconcerting to read in the correspondence that in November 1993 MICresponded to a USAID monitoring inquiry saying that this measure was satisfied. According to the PEO,said the MIC official, 20 companies had already been'sold for more than LE I billion. Therefore, "Thismeasure is now considered to be filled." 

The USAID reply observed that not one of the 20 transactions listed in the PEO note involvedtransfer of majority ownership to private hands (though one or two sales were imminent). And it notedthat measure 3.b required that the 20 enterprises to be brought to POS were supposedto those done in 1992/1993. to be additionalTherefore, neither policy measure 3.a or 3.b had been satisfied, 
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However, it is likely that both measures will be met by mid-summer and conceivably even byJune 1994, as is suggested by the status of sales and negotiations shown in Table I below. 
One problem in assessing performance on privatization measures is the need to specify the pointin the sales process at which the "sale" issaid to have occurred. If tie sale is not regarded as completeduntil money and title have changed hands and new owners are in possession of the firm, then this USAIDmeasure will not be met for some time. It remains true that according to this definition, as of end-March1994 not a single full privatization (sale of a going concern) from the government's program had yettaken place. However, if a completed sale is defined as the signing of a sales agreement or contract(which is the way the World Bank is defining it), and if account is taken of transactions that are inadvanced stages of negotiation, then results are better and the outlook is more hopeful. 

According to the recent (March 1994) World Bank ERSAP II review mission to PEO officials,five sales of going concerns have been or are likely to be concluded in coming weeks. (See Table 1.)Three more are in advanced stages of negotiation, with high probability of sale, and six are in earlier ormore uncertain stages of negotiation. This suggests that the SRP target of 10 sales is within reach andlikely to be met in the near future.' The recent wave of share allocations to Employee Associationsis not included in this tally, though the World Bank counts them as meeting ERSAP II privatization
targets. 

of new 
The completion of at least 25 valuations of second and third batch companies,' the provisionUSAID and other donor technical assistance to Holding Companies and the aggressive offeringor re-offering of companies, evidenced by ads in Cairo newspapers in recent weeks - all this suggeststhat the 1993/1994 Enterprise Sector measure #3.b is also likely to be achieved by this summer. 

Although USAID's privatization-related policy measures may be satisfied, however, the ERSAPII conditionality is very far from being met. The First ERSAP II Review Mission (March 20 AideMemoire) found a huge gap between agreed targets under the government privatization program (GPP)
and actual results. 

Table 2, which comes from the aide memoire, shows actual proceeds from sales amounting toLE 77 million, or about $20 million, which is less than 2.5 percent of the March 1994 target of a littleunder $1 billion (LE 3.2 billion). Actually,
includes more than $10 

the story is even more dreary than this. The $20 millionmillion of asset sales that fall outside of the agreed-upon or "regular" program.
In other words, only about $10 million of the targeted asset sales of nearly $ 1 billion 
 were realized.And of the March 1994 point of sale target of $ 1.3 billion, only $48 million was realized, if EmployeeShareholder Associations are excluded. 

If these sales of going concerns " fall short of the target, the partial privatizations (sales of parts of governmentshare holdings) listed in Table 2 could be interpreted as equivalent actions. The definition of privatization is notexplicit in the SPR documents. 

" Valuations are estimates of the value of companies, usually derived in various ways: e.g., historical cost(book value), replacement cost, market value determined by calculating present value of discounted future earnings.)Twenty-three such valuations have been done, according to an article on privatization in Business Monthly, Journalof the American Chamber of Commerce in Egypt, Vol. 10, # Feb.-March, 1994. The evaluation team was informedof others in the course of visits to Holding Companies. 



TABLE I
STATUS OF GOE PRIVATIZATION PROGRAM 

AS OF MARCH 1994 
(LE MILLION)' 

COMPANY/ASSET & % PUBLIC OWNERSHIP ASSET VALUE OF 

VALUE SALES1. MISHROOB - 19% 15 15 
2. MISR CHEMICALS - 100% 206 25 

(12%) 

3. EL NASR BOTT-LING (COKE) - 100% 187 187 
4. EGYPTIAN BOTTLING (PEPSI)-100% 108108 

5. EL NASR STEAM BOILER - 100%6. MISR TOURIST VILLAGE CO. 56- 67% 5618.8 14.4 

(51%)7. ASHTI CO. - 67.2% 58 58 
8. CAIRO SHERATON - 100% 157 122 

9. UNITED HOUSING ESA/ESOP-(8.8%) 3 3 
10. TL SHAMS HOUSING (ESA/ESOP)-5% 10 10 
11. CAIRO.HOUSING ESA/ESOP - 10% 35 35 
12. ARAB ENGINEERING 

35 35 
13. SHEPARD'S HOTEL 10.4 ? 
14. EL NASR GLASS 

140 ? 

STATUS 

SOLDb FEB, 1993 

SOLD, 41% OF 1/3 SHARE CAPITAL 
INCREASE TO PRIVATE SECTOR,
 
FEB 93.
 
VIRTUALLY SOLD-


VIRTUALLY SOLD b
 

VIRTUALLY SOLDc
ADVANCED NEGOTIATIONS 

ADVANCED NEGOTIATIONS 

ADVANCED NEGOTIATIONS 

TO SELL 78% 
UNDER NEGOTIATION 

UNDER NEGOTIATION 

UNDER NEGOTIATION 

UNDER NEGOTIATION 

UNDER NEGOTIATION 

UNDER NEGOTIATION 



Table 1 - continued 

COMPANY/ASSET & % PUBLIC OWNERSHIP 

SALES OF SHARES: 

(A) COMMERCIAL INTERNATIONAL BANK 

(B) EL MOHANDES BANK 

(C) EL MOHANDES INSURANCE CO. 

(D) EL TEMSAH FOR TOURIST 

PROJECTS. 

ASSET 

VALUE 
140 

? 

? 

? 

7 

VA, UE OF 

SALES 
? 

602 

0.2 

0.05 

STATUS 

(ALL SOLD) 

(E) SUEZ CEMENT 

16. LEASES: 
?26.3 

I 

U4 

(a) CONSUMPTION GOODS & 
CLOTHING "SEDNAWI" 

a/ 

b/
c/ 

Sources : First ERSAP II Review Mission and Public Enterprise Office.
Defined as signed agreement.
Defined as all steps concluded but no agreement signed by both parties. 
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TABLE 2 

GOVERNMENT PRIVATIZATION PROGRAM
CUMULATIVE TARGETS AND RESULTS ACHIEVED 

(LE MILLION AND PERCENTAGES) 

A. SALES 
Targets
 

1) 22 Transactions 


Total (Cumulative) 


Results1) a/22 Transactions 


2 
3) "Similar', Assets C0
GPP
4) "Other PE Sector" Assets77
Toa Cmltv)77 

of Sales
Target Achieved 


"Similar",Assts 
-Financial 
Sector 

Sector inctuded.3021
% of Sates Target Achieved if Financial 


"Advanced" Toward Sate But Not Sold b/

% of Sates Target if "Advanced" included 


B. POINT OF SALE
 
Target
 

93/94 GPP 

Total (Cumulative) 


Results a/

1)Emptoyee Shareholder Associations
2) Law 203 Companies 

3) Law 230 Company Shares 

Total (Cumulative) 


% of POS Target Achieved 


END-DEC.93 
 EXPECTED
 
END-MAR 94 

1400 
 1400
 

2300 
 3200
 

340
 
4
 

30 
 30
 

77
 
3% 


2%
 

60360
 

30%
 

294 
 365
 
42% 
 33%
 

2300 
 4500
2300 
 4500
 

113 
 1595
88 
 95

66 
 66

267 
 1869
 

12% 
 42%
 

a/ 
 According to agreed definitions of sate and POS (See Annex IX to LDP).
b/ "Advanced" means no 
signed sales agreement and either a letter of 
Intent or minutes of negotiation
initialled or si-ined by both parties.
 

http:END-DEC.93
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This extreme degree of nonperformance in so strategic a sector as privatization was the mainreason the World Bank's Review Mission of March 1994 found GOE in noncompliance with ERSAP If.GOE response has been to speed up negotiations for the sale of enterprises and to create EmployeeStockholders Associations  more than 100 of them at last count - to which shares in SOEs are being
transferred. 

Durirg intensive consultations with the Bank in Washington in April, GOE claimed that thesemeasures would satisfy the ERSAP 11 conditions. They won World Bank management over to theirposition. They did so on the basis of the achievements given in Tables 3 and 4. 

Comparison of Tables 2 and 3 shows how this extraordinary shift in the World Bank positioncame about. For convenience, we put to one side the point of sale issue and look only at actual sales. 
According to GOE's April 14 tabulation (Table 3), the Employee Shareholder Associations(ESAs) save the day. About 70 percent of completed sales consists of transfers to these associations, andabout 83 percent of transactions close to completion. Three quarters ofcompanies consists of the transfer of 75 percent of shares in 

the sales of majority-owned
11 construction companies to employees

associations. 

The sales target in ERSAP II for March 1994 was about $ 1billion (LE 3.2 billion). GOE claimsto have met this target by having completed sales of $ 740 million (LE 2.5 billion), and by havingbrought close to completion another $ 710 million (LE 2.4 billion) of state assets. But most (70-83percent) of these sales or imminent sales consists of transfers to ESAs. 

These transactions will have virtually no impact on management behavior. Shares that were heldin the name of the HC are transferred to an account in the name of the ESA. The employees own theshares only so long as they continue working for the companies in question. The have no voting rightsuntil majority ownership of the SOE is private, and the company is changed from a Law 203 companyto a Law 159 company. The ESA can then sell shares on the stock exchange and purchase other sharesor assets. Shares held by employees are not saleable. The equity implications of transferring ownershipto ESAs are negative. Why should a few hundred thousand wage earners and managers be given
ownership rights over the bulk of the nation's industrial assets?
 

In awl,case, the World Bank has accepted this shifting around of stock certificates as meeting theconditionality of ERSAP II. So from the Bank side at least, it appears that GOE has a green light forthe final Paris Club debt rescheduling in June 1994. It remains for the IMF to give its approval. 

Despite World Bank acceptance of this privatization as satisfact,v adherence to its conditionality,the uncomfortable reality is that most of the objectives of the government privatization program have not
been met. 

There have been some positive changes. Ministerial control beenhas replaced by HCmanagement of Affiliated Companies, and important steps have been taken toward readying enterprisesfor sale. Monopoly structures and controls have been reduced in a few sectorsdistribution and agricultural marketing, banking, and 
- notably in fertilizer 

some manufacturing. Price controls and importcontrols have injected competitive forces in some markets. The financial sector has become more open
and competitive. 
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TABLE 3 

PROGRESS IN ACHIEVING TARGETS 
As of April 14, 1994 

(LE million) 

A. 

B. 

C. 

Bring to the Point of Sale 

Completed Sales 
- First 22 Candidates 
- Law 230 Company Shares 
- Assets of Law 203 Companies 
- Employee Shareholder Associations (ESAs) 

Close to Completion 
- First 22 Candidates 
- ESA Schemes - CMA Approval 
- ESA Schemes - remaining 65% of

II Public Works Companies 

Total (B+C) 

4,500 

3,200 

n.a. 

Results 

6,265 

2,488 
(233) 

(33) 
(533) 

(1,689) 

2,384 
(379) 
(622) 

(1,383) 

4,872 

TABLE 4 

SALE OF MAJORITY-OWNED COMPANIES/ASSETS 

i. 

ii. 

Completed 

Close to Completion 
ESAs - 11 Public Works Companies 

(75% ownership)- First 22 Candidates - Close to Completion 
- Law 230 Company - Majority Shareholding 

Total Completed and Close to Completion (i + ii) 

137 

2,052 
(1,596) 

(379) 
(77) 

2,189 ** 

* Subject to Bank review. 
** Compared with a commitment of LE2.2 billion (as per para.9) 
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But extremely modest numbers of divestiture to new owners and new managers have occurred.Improvements in internal efficiency of SOEs have not been given new impetus. Most of the structuralobstacles to development that are produced by the oversized state enterprise sector remain almost asformidable as before the reform program began. 

Indeed, the PE sector is larger now than before the ERSAP, because few SOEs are liquidated orsold and numerous new ones are formed, and restructuring investmnents have increased the capital baseof existing enterprises."- Large volumes of national resources continue to be inefficiently absorbed bysheltered state enterprises. The PEs continue to have access to bank credit, whatever theircreditworthiness; the budget constraint therefore remains soft. The playing field remains uneven, whichdiscourages private sector expansion and faster economic growth. 

At the same time, the privatization experience risks disturbing the policy dialogue. By theingenious method of inventing Employee Shareholder Associations and hurriedly creating more than 100of them, GOE isable to claim that it has met the targets and commitments of the ERSAP 11. It was ablealso to get the World Bank to agree. But this compliance ismerely in form, and not in substance. It islikely to have very few positive effects on economic efficiency and growth. 

GOE, with or without the World Bank, will also have to work out anew privatization program.It ishard to see how it can without embarrassment continue to maintain that the target isstill the quickdivestiture of scores of SOEs as specified in the ERSAP II policy matrix and the Letter of DevelopmentPolicy. That program seems to be dead in the water. 

What Went Wrong? 

Excessive Optimism.
the start. 

First of all, the timing as well as the scale were highly optimistic fromThe ERSAP II calls for sale of $ 5 billion of state assets in two years - 25 percent of the 314SOEs in the government's privatization program. The World Bank and GOE put this in stone in theBank/Fund matrix and it was repeated in the Letter of Development Policy reproduced for the January1994 Consultative Group meeting. And all this despite the fact that there had been no true divestiture(a trade sale, or sale of agoing concern) since the reform program got under way in 1991. 
Excessive optimism frequently characterizes privatization efforts, though perhaps rarely on soflamboyant ascale. Even in so likely a country as Taiwan, the government has been unable to transfer
asingle company into majority private hands since it began its ambitious divestiture program in
It took years before Turkey's program yielded some sales. 

1989.
Tunisia's privatization program, often cited
as amodel, had resulted in sales of no more than 12 percent of public enterprise sector equity by 1992.
 

But Egypt should have been able to do much better than it did. Lack of buyers - or at least lackof capital for purchase of state assets - is not a major problem here as it sometimes is elsewhere. 

2. Seven firms are listed in Appendix Table B-2 as PEs for which liquidation decisions have been taken.But of these, only one has actually been liquidated as of May 1994 -Prefabricated Housing Company. 
the Cairo Public Building andIn the case of Eastern cotton, an HC Board decision to liquidate (taken onJune 30, 1992) was not pursued because of worker protests. The remaining five construction companiesenjoyed new business after the 1992 earthquake, and also, according to GOE representatives, increased theirefficiency when faced with the threat of liquidation. They are still in business. 
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Donors were willing to finance many of the pre- and post-transaction costs, from valuation exercises tocushioning of disemployment effects. Many firms had a prenationalization life, and arereprivatized, beingwhich is always easier to do than to privatize firms born in the public sector. 

Four other reasons for slow progress can be identified, in addition to the "normal" overoptimism
that typifies these programs. 

Mistakes in conception.S The holding company idea has not proved productive.2" It has sodecentralized the management of the privatization process that coherence and transparency areat risk. Moreover, it creates managers of privatization who have strong interests in notprivatizing. Finally, it allows cross-subsidization of money-losing firms by profitable oneswithin the HC, and also allows investments for restructuring to be made withoutscreening. properThe result is maintenance (even expansion) of the size of the PE sector, and likelymisallocation of investment resources. 

The World Bank has to be faulted for excessive zeal, inflexibility in the face of obviousdifficulties 
program was 

or reluctance in compliance, and unwillingness to sanction noncompliance. Thevery big to begin with. And even in the face of accumulating evidence thatsales were lagging badly, the targeting for new divestitures were never revised downward. 

Failure to find a proper role for the PEO was another misstep. The PEO was not mentionedin Law 203, though it is mentioned in the Letter of Development Policy as the implementingAgency. Legally, they were simply advisers to the Prime Minister. They badaccess to the HCs. Attaching the PEO to 
no formal

the Prime Minister's Office compoundedproblem. Not only was thehe inherently too busy to give it proper attention, but it left the PEOwithout a true bureaucratic home, a secure place in the administrative structure. 

It would have been better (though it may not have been possible) to createwith responsibility for overseeing the privatization program, 
a single agency 

arm. with the PEO as its technicalAt the same time, the affiliated companies should have madebeen autonomousenterprises  the old ministerial holding-type organizations should have been killed and noHCs created to replace them. (One has to recognize though that this also may not have been
politically feasible.) 

* This is related to another error: an unwillingnms to face liquidation decisions early in (lieprogram. Postponing them allowed the mix of profitable and unprofitable firms within HCs,which permits the continued financing and subsidization of nonviable enterprises by profits
of healthy ones within the same HC. 

* Lack of ownership and political hesitancy. Another source of failure is the lack of localownership of the privatization program. This has two elements. 

- There is little evidence of real intellectual or ideological commitment to the privatizatioiidea, little conviction that it is right for Egypt's economic growth and for Egyptian
society. 

: Of course there may have been no other options at the time, for political or btreaucratic reasons. 
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- Like the reform program as a whole, transparency is lacking. The details of bidding andpricing remain a mystery for the man in the street, even the educated or politically awarepublics. "White Books" which, according to the Guidelines, are supposed to contain fullinformation, have not yet appeared for any transaction. 
Related to this is tie hesitation of officials and political authorities to accept responsibility forsales. The Holding Company chairman is in the front line.worries about selling too low. 

He negotiates a sale. But heSo he defends himself by insisting on the least impeachableof the range of valuations available (in other words, most often, book value in one of itsvariants). 

He also shifts the decision upward as often as possible  to the responsible minister, then thePrime Minister. Each tries to deflect responsibility for the decision,dangerous. which is politicallyMany people cite the case of former Minister of Tourism Fouad Sultan, whoseefforts to privatize hotels in the late 1980s led to strong attacks in the People's Assembly onthe grounds that he was selling the family jewels. It ultimately cost him his job. 
It's no wonder sales are few under these conditions. The political hesitation isoften presentedin terms of disemployment effects, but the problem is really one of ownership and
commitment. 

* Soft budget coustraint. Related to muchremains soft. 
of what has been said, the budget constraintDirect budget subsidies seem to have disappeared.uncreditworthy enterprises continue to receive sustenance, 

But heavily indebted, 
firms within the same HC, either from the profits of sisteror from bank credit guaranteed by HC chairmen. Ironically, theproceeds of privatization sales also soften the budget constraint; they can go -- to finance restructuring of other affiliated companies 

and have gone 
happens within the privatizing HC. Thiswithout apparent vetting of these restructuring investments for soundness andpriority. 

* Errors in implenentation. The awkward status of the PEO has been mentioned, and theallocation of privatization implementation responsibilities to an overburdened Prime Minister.Failure to fully use available technical assistance was a mistake: government never allowedthe Bechtel people to do more than draft valuations, draft marketing plans, draft companymemoranda. Government wanted to use local financial entities for this work. 
The adoption of an organizational structure that violatesanother: giving responsibility to privatization 

the lessons of experience wasone agency would have beeneffective than allocating it to 17. much moreThe lost opportunity to decentralize more completely to theAffiliated Company has been mentioned. 

Finally, GOE failed to follow through on one of its promising initiatives: the attempt to giveconsulting firms and financial institutions responsibility for sale, on a success fee basi45 SOEs were packaged and offered for bid. . Some
This happened early in 1993. Bidders were totake on valuation, preparation of privatization plans and documents, marketing and actual sale
- all on a success fee basis.
 

The initiative failed. There was a strong response;bids) made proposals. But apparently 
some 40 firms (most of them in teamed none would work on a strict success fee basis. Allsubmitted complicated fee structures, including up-front costs for valuation. No international 
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banker was willing to come without a substantial up-front fee. The proposed cost pertransaction turned out to be high - $1 to $2 million in many cases. The HC Chairmen, whowere responsible for the process, reacted strongly against these proposals, and rejected them.The initiative fizzled out, without resulting in any sales. 

New Approaches and Measures 

Given these circumstances, some different approaches and measures should be considered forinclusion in SPR II. 

" It should be recognized that the privatization program as inscribed in the World Bank/IMFmatrix is moribund and is unlikely to be revived soon in its present form. The World Bankhas agreed to accept the hasty GOE redefinition of its privatization policy (giving shares toemployee associations and to other entities, and otherwise selling shares) as 	 meeting itsconditionality. This reflects a necessary concession to reality: that in tie next few years therewill not be much privatization in the sense of sales of going concerns. It would be unwisetherefore to insist on large numbers of classic divestitures in USAID's program. If 10 SOEsmeaningfully privatized ina year are 	 1994-1996, that will be an achievement. There's nopoint in USAID risking confrontation on this issue when the World Bank has just run around 
it. 

Related to this point, the balance between deregulation or demonopolization and divestiturein the SPR should be strongly in the direction of deregulation. "Deconfinement" is the betterterm. Privatization strategy should give greater weight to regulatory reform, to removingobstacles to entry for private sector producers and service providers. In the long run this willbe the most effective vehicle for privatizing the Egyptian economy. 

" 	 Public enterprise spending is at the same time constrained and unregulated. PEs nocanlonger make direct claims on the central government budget, and only limited claims on bankcredit. But it appears that HC resources are being used to create new SOEs. Thus new firmsare created almost every day, often with the help of foreign donors or credit suppliers, oftenalso by HC investment of profits of affiliated companies (ACs). Even proceeds from salesof 	HC assets can be and presumably are being used for these purposes, as well as forsustaining money-losing firms within tie HC. 

Just what to do about this is not clear. The provision common in many structural adjustmentprograms - that no new SOEs be formed - will not be accepted or would be generallyflouted. Few ministers in Egypt or elsewhere are ready to reject investment financed byforeign grants or concessional loans. And under present institutional arrangements,government control over HC utilization of their resources is very loose. A requirement thatall profits from AC operations go to the Treasury would be difficult to enforce and/or wouldinduce uneconomic behavior by HC managers - for example, excessive investment in ACsthat are profitable because of market power
proceeds to go to the Treasury 

or special privileges. Requiring privatization
would remove the one incentive HIC managers have forprivatization. The problem requires further study and reflection. SPR II might contain a 

measure calling for a study. 

" 	 Liquidation should be given greater weight.
liquidation (see Annex B, Table B-2). 

Some 50 firms have already been listed for
These are big money-losers, generally recognized to 
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be unviable. With the availability of resources for softening the political and social costs ofdisemployment, it should be easier to get Government to close these elephants down than toseek the sale of presumed family jewels. 

" Government should be asked to produce a new policy statement on privatization.abandoned the existing privatization plan (as expressed 
If it has 

in ERSAP and the last Letter ofDevelopment Policy), it should say so. This would let donors know where they stand on thismatter, and would be good politics beside. The capitulation of the World Bank onnoncompliance with the present program makes this imperative. 
" The strategy of turning over management of the divestiture process to private or semi-publicfinancial institutions and consulting firms on a success fee basis should be revisited. This isthe cheapest and most expeditious way to privatize going concerns.sponsorship for a study - financed through TSSPR -

USAID should seek GOE
last year's failed effort, combined witha review of experience in other countries with this approach to privatization. 

" One of the policy measures should be for government to sponsor a study of nondivestiture andindirect methods of privatization  management contracts, leases, concession arrangements,contracting out of individual services, self-help schemes, and so on. The study could be abroader appraisal of the potential for private delivery of public services, includinginfrastructure services through private investment (Build-Own-Operate and related schemes). 

General Conclusions on SPR Measures 

The SPR policy measures were generally well designedreinforcement of GOE/IMF/World Bank 
to meet the tirgets of the program:ERSAP, and filling in ("complementing") gaps in the ERSAP.Best performance has been in fiscal and financial sector reform, worst in enterprise sector changes, andin privatization in particular. 

In a number of cases the measure
broader reform objectives. 

was complied with formally, but without fully contributing toThe global income tax for example represents a substantial step forward, butthe tax reform of which it is a part did not broaden the tax base,positive. A slightly different example is in trade policy. 
as was intended, nor was it revenue

liberalized. The trade regime has become decidedly more
But tariffs continue to provide abundant protection to inefficient producers. And some of theintended benefits of reduced protection are being offset by new nontariff barriers, such as quality controls
on imports. The privatizatiuii story speaks for itself.
 

Compliance then has been uneven, but good overall. Most of the SPR policy measures have beenor are likely to be complied with. 

CONTINUATION OF TIlE SPR OR AN EQUIVALENT.
WILL BE OF HIGH PRIORITY IN THE NEXT FEW YEARS
 

Policy change in Egypt has been induced by negative and positive incentives. The negativeincentives were the prospects of continued macroeconomic instability and certain economic decline ifGOE continued on its policy path of the 1980s. were soaring, monetary accommodation 
In the latter years of the decade annual budget deficitshad pushed inflation above 20 percent a year, the heavy hand 
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of government was stifling economic initiativeincreasingly inefficient absorber of national resources. 
stateand the large sector became an ever larger,It was not certain that Egypt's foreign partners,including the United States, would continue to finance an economy so distorted and wasteful, and so faroff any visible growth path. 

The positive incentive was continuation in aid flows,to move toward greater liberalization. Included in the aid 
even at higher levels, if policy continued

package was WorldaAdjustment Loan and an IMF agreement. Bank StructuralAnd there was a special incentive: substantial additional debtand debt service relief (DDSR) from the donor community, 
As noted earlier, Paris Club DDSR is linked to successful GOE performance under the IMFarrangements, which in turn require satisfactory performance under the World Bank's SAL and SAMP.DDSR was designed to be provided in three phases. The first phase ($3 billion DDSR) was implementedinJuly 1991, the second (also for $3 billion) was approved inOctober 1993.is scheduled by the Paris Club to take place by July 

The final phase ($4 billion)1994. It is however conditional on satisfactoryperformance under the IMF Extended Arrangement, which is in turn conditional upon compliance withthe World Bank's SAMP. 

Although there has been generally satisfactory compliance with IMF monitored macroeconomicpolicies, SAMP-monitored 
to force delay 

structural reform, especially privatization, appeared problematic and likelyof the final Paris Club DDSR.Washington But the successful conclusionsin mid-April now of negotiations inmakes third tranche DDSR approval in Junestumbling-block remains: the IMF and GOE need to come to terms on the macroeconomic program for 

likely. One possible
the coming year, including dealing with the need to increase export competitiveness through mutuallyconsistent fiscal, credit, and exchange rate policies. 

Once the Paris Club DDSR is completed, the importance of compliance with the IMF and Bankprograms will be limited to GOE's perception of their importance as certifiers of a sound policy reformframework to the donor community and the private sector.
SPR program should be expected 
Hence, the relative importance of USAID's
to increase significantly in the future, becausefinancially supported policy reform program. 

it will be the only 

One of the major inducements to reform, then, will disappear in 1994, (perhaps not until 1995,in case of a delay in IMF approval of third tranche debt relief).program will go off track. This increases the risk that the reformWhat makes the post-1994 period especially perilous for reform is that oneof the major sticks will also be gone. The resource position of GOEcomfortable. External reserves can only be described as
The aid pipeline is large. 

are abundant, the budget isunder control, inflation is low and declining.External and internal restraints are therefore loose. Government policy makersmay feel that a little relaxation is in order, including looser fiscal and monetary policy - especially sincethe reform period has not been associated with renewed growth. With fewer and slimmer benefits andmuch less, obvious costs, slippage prospects are certainly higher than they have been since the reformprogram began. 

MANAGEMENT OF SPR I H1AS BEEN GOODBUT IMPROVEMENTS CAN BE MADE 

The design and implementation of SPR has been extremely demanding.in the project no doubt seemed stronger in 1991 and 1992 than they do now. 
The constraints inherent 

GOE was reluctant, to say 
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the least, to see the straight cash transfer turned into a policy-based grant.for aid to Israel. No such arrangement existedAnd abundant conditionality already existed with the IMF's Standby and EFF and theBank' SAL I and, later, the SAMP. 

So the designers had to avoid additional conditionality that would be "burdensome." At the sametime, the program had to have fresh elements; there was no point in "paying twice for the same reforms"as some observers saw it. Moreover, credibility had to be established - not easy, given the earmark andhence the low risk of sanctions for noncompliance. 

Finally, the policy conditions of SPR had to be implemented in a bureaucratic and politicalstructure where decision making authority is centralized, policy analysts few, information flow issluggishand habits of policy dialogue with external partners other than the Bretton Woods institutionsundeveloped. 

The description of the policy measures and the analysis of compliance with them in the previoussection have shown that USAID managers,
the constraints and have implemented 

notably in EAP, have succeeded in steering through most ofthe program effectively.straightforward: The underlying principles werereinforce and complement GOE/IMF/World Bank ERSAP. The measures selectedsought to broaden policy change by emphasizing neglected problems and framing reforms that were morespecific and sometimes less ambitious than those in the ERSAP - intermediate targets. 
Implementation has required persistence, imagination and considerable diplomacy. EAP staff haskept pressure on, responsible GOE officials by frequent reminders to their main point of contact, the MIC,
that evidence of compliance was required.


the World The pressure is gentle but frequent, a useful complement to
Bank's procedure; typically Bank supervision or review missions come for three intenseweeks, then go home for four or six months, during which time monitoring of policy programs is mainlyby remote control. 

Despite the generally good EAP management of the program, the evaluation suggested a numberof areas where modifications might increase effectiveness and impact. 

Concentration and Focus in Policy Measures 

SPR I contains 20 measures each year in four sectors - financial, fiscal, trade, and enterprise.The choice of sectors is understandable; these 
measures a year are not evident. 

are key policy areas. The reasons for settling on 20
It's a lot for systematic monitoring but substantially less than the
number found in World Bank SALs around the world, and much less also than is found in the ERSAPII (World Bank/IMF) policy matrix. 

Despite the choice of key sectors and a restricted number of measures in comparison with fullblown adjustment program, the program lacks a well-defined expression of what it is seeking to achieve.The reform measures are all worthwhile, and all aim in some sense at broad-based economic growth.But it is difficult to perceive a unifying theme or vision that animates the program.also are thinly-defined, which also contributes to the problem of coherence. 
Proximate objectives 

Selection of specific policymeasures is also made difficult in the absence of a clearer statement of more immediate objectives. 
It would be desirable therefore to set out narrower and more concrete objectives for the SPR.This is already being done in the preparatory work for a second SPR. It should give a clearer vision of 
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the program's purpose, greatly facilitate the selection of policy measures and make for more convincingpresentation of the program to GOE and others. 

Balance Between Monitoring and Dialogue 

Monitoring for compliance has been good. Interviews and review of the program's files make itclear that EAP staff have attacked the monitoring problem with great ingenuity and persistence. Theyspend considerable time requesting documentary evidence that the policy measureswith. have been compliedThis means chasing down decrees, seeking provisions in laws or executive regulations, checkingdata, confirming general statements made by officials about implementation of specific reforms. 

The verification pursuit has yielded satisfactory evidence of compliance in most cases. But it hasbecome a frequently frustrating, often absorbing task that sometimes takes on the appearance of a paperchase with uncertain links to broader policy concerns. 

Partly this is due to the difficulty of monitoring conditions that are sometimes imprecise."Process" conditions that call for "improving" or "preparing" something or "developing procedures" todo something are frequent sources of monitoring problems. 

But the way program monitoring has evolved, procedures are also laborious: letters are sent tothe responsible officials in the MIC, who forward them to relevant technical ministries. Often thetechnical ministry concerned sends back a perfunctory reply, saying the measure has been or is beingcomplied with. The USAID officer sends another letter asking for documentary evidence - most oftenan implementing decree or law. Sometimes the reply states that the measure has been achieved whenit evidently has not, as in a recent exchange of correspondence on privatization achievements. 

Hard confirmation of compliance on the policy measures is of course necessary; after all,itgoverns disbursements. But the compliance checking seems to have become all-absorbing, leaving toolittle scope for genuine dialogue about and analysis of the broader, deeper policy questions that surroundthe reform measures. The potential for using monitoring as an instruments for the initiation of truedialogue, an opening for the exchange of ideas about problems and possible solutions has been
underexploited. 

Also, monitoring has not entailed sufficient on-the-ground assessments to determine if the reformshave been implemented as intended, whether unintended effects or residual problems may remain, andprobable actual and anticipated impacts. The effectiveness of these reforms should tobe assesseddetermine if identified constraints to private sector investment, production, exports, and imports have,in reality, been removed by the GOE reform actions and what related or residual problems may requirefurther GOE reform action. The significance of the reforms, in terms of probable microeconomic impactson business exports, imports, investment, costs, revenue, employment and earnings, should also beestimated to the extent feasible. 

MIC Connection 

The, dialogue-augmenting potential of SPR was formerly restrained by the practice of funnellingcontacts with GOE through the Ministry of International Cooperation. The link to MIC had advantagesfor the SPR and USAID; its leadership has been very influential in matters of economic policy making,so working through the ministry opened channels to high-level decision makers. 
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But the relationship was constraining too. To some extent, MIC acted as a screen betweenUSAID technical staff and the technical ministries and other operating agenciesrelationships might have developed otherwise. 
with which close

This issue is no longer significant. Access to tcchnicalministries is no longer impeded by MIC coordination. 

Interactions with World Bank and IMP 

Interactions between the World Bank, IMF, and USAID on the policy reforms have beengenerally good but clearly less than optimal. The USAID director has frequent (at least monthly)meetings with the resident representatives of the Fund and Bank. These provide for fruitful exchangesof views and collaboration on policy issues. USAID economists have frequent discussions with the Bankeconomist and to a lesser extent the Fund resident representative on economic performance issues.USAID program officers also attend monthly donor coordination meetings with opportunities to exchangeviews on their respective programs. 

However, the exchanges on the development of policy objectives and measures are not fullycollaborative. IMF and World Bank mission may be in country for several weeks without substantivecontact with USAID technical staff other than to provide exit briefs (which may not even include the mostrelevant staff - the economists). For example, the World Bank has just completed a three week SAMPmonitoring mission, including 15 professional staff, with no discussions with USAID other than an alldonor briefing attended by the USAID program office. 

Also, the joint IMF/Bank policy matrices for the ERSAP I and II were independently developedby their staff, and only then shared on exit briefings with USAID. In contrast, USAID economists havebeen much more collaborative, openly soliciting IMF/Bank staff views to ensure that USAID SPRmeasures significantly complement and support the overall reform program. 

Although Mission staff openly share technical policy analyses supported by USAID, the WorldBank and IMF staff all too often do not or cannot provide full access to their reports. The Bank andFund respect the right of GOE to prohibit access to their draft documents and confidential memorandaon policy performance, and GOE is intent on treating many of these documents as highly confidential. 
Copies may be leaked, read but not removed from their offices, or the USAID director maypersuade the relevant GOE minister to release the document. But lack of open access to documents oftenpreclude USAID technical staff involvement in meaningful policy dialogue. For example, the WorldBank restricted access to the recent Aide Memoire of the ERSAP Review Mission and to the Bank's draftPrivate Sector Development Report. The IMF did not share its draft Investment Incentives Study. In allof these cases, USAID has a real need-to-know if it is to effectively monitor SPR I, develop SPR II, anddiscuss the issues with GOE. 

Interaction with Private Sector 

The loosening of constraints on private sector activity is the central theme of the SRP.show much awareness EAP staffof the issues involved; the PAAD shows great sensitivity to them, and the staffrecognizes that the private sector is a source of basic information about impacts of reform measures andalso a provider of needed insights into obstacles to Egyptian growth. 
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However, actual EAP contacts with the Egyptian business community have been limited. Partly
this is a result of internal USAID division of labor. As in most missions, economists tend to deal with
broad macroeconomic issues and with government policy makers, while private sector officers deal with
local private sector representatives. In Cairo it is the Trade and Investment Office that operates in the
private sphere. EAP staff have sought out and relied on the Trade and Investment Office for information
about and contacts with the private sector, but this has not been sufficient. There is no substitute for
continuous and broad-based personal contacts to find out what is really happening in the Egyptian private 
sector. 

The EAP correspondence and files reveal few discussions with local business firms, especially
those of medium and small size. They show few discussions with exporters, small or large. Evidence
of first-hand, on-the-ground information gathering is slim. Foreign business contacts seem to be few. 

It is worth noting that such outreach by staff economists to private sector actors is not common 
in any USAID mission. It's what private sector officers or related staff do. Nonetheless, when the policy
reform program is so directly aimed at liberating private energies, it is indispensable for economists to
be more engaged. It would give EAP staff greater credibility in dealing effectively with GOE as an
advocate of an improved business environment. And it would allow richer analysis of the degree of
compliance and market impact of individual reform measures. 

Intra-USAID Collaboration 

Interoffice relations are generally good, but USAID's size and bureaucratic complexity hinder
internal collaboration on the SPR program. A number of problems have emerged. 

Meetings with the IMF, World Bank, GOE and private sector are often held separately by
different units and representatives - the director alone or with one or two associates in some cases, the
technical staffs in economics, investment and trade, agriculture, and the program office in other cases.
The substance and spirit of these meetings is not always transmitted to nonparticipating individuals and 
units. 

The issue is perhaps particularly pertinent for the economists. Brief memoranda of conversation 
or debriefings are often inadequate substitutes for their participation in policy-relevant meetings. These
meetings involve in-depth policy discussions that bear strongly on the technical side of SPR. More effort
is needed to include the relevant technical staff (especially economists) in these general meetings where 
possible or to provide detailed debriefings. 

In the initial phases of SPR, the economists did not always fully and substantively involve other
offices in the development of earlier draft SPR policy measures. For example, another office reports that
in the past they were only advised to provide proposed SPR measures within twenty-four hours via E-mail 
to EAP. 

In recent months, this problem has been pinpointed by the EAP staff as requiring new attention. 
As a result, informal discussions have expanded, and inter-office sector committees have been created 
to develop SPR II measures, and this is generating much more intensive interchange of ideas. The 
committee have produced useful statements of rationales for proposed new policy measures, among other 
outputs. 
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These new avenues for interaction, however, have not yet produced many in-depth analyses ofthe issues. Some reasons for this are evident. Staff time is sparse, given multiple responsibilities.Perspectives vary a great deal making it harder to reach consensus on technical issues. 
All of this presents some problems for decision making. Proposed policy measures, with theissues analysis that underlies them, are typically presented at a meeting of the director and senior staff.They are discussed at this meeting and the director tends to make decisions about inclusion or exclusionof particular measures. But because of the heavy workloads and intermittent intra-office collaboration,in-depth technical rationales are seldom on the table to give technical direction to the process. Decisionsare largely based only on discussions at the meeting. 

The director then formally presents USAID's proposed policyInternational Cooperation, at meetings where the agenda 
measures to the Minister of 

technical analyses 
is usually crowded and where backgroundare rarely part of the dialogue. While economists have often been present at thesemeetings, they apparently have played a limited role in the decision-making process, which isdemonstrated by dialogue between the director and minister. 

If these discussions in the future are to focus more on the policy issues and less on performancemeasures, as the evaluation team believes they should, the economists should play a more central rolein the decision meetings, which should be structured so as to allow more technical discussion. 

Staff in other technical offices express the opinion that the economists have not fully exploitedtheir technical capacities, in-depth knowledge and varied contacts with outsiders. While this may havelimited substantive interactions in the past, the arrival of a newmanager/economist chief economist and another seniorwith cross-office responsibilities has facilitated much fruitfulmore inter-officecooperation and dialogue. 

Technical Support for SPR Project 

TSSPR's potentials have been insufficiently exploited.resource. This SPR sister project is a valuableIt provides $10 million over a three-year period for financing reform-related studies and
technical assistance.
 

TSSPR has not been much used. As of April 1994, expenditures amounted to less than $3 million.Three studies had been financed. The bulk of spending was for financing of Bechtel-provided technicalassistance for privatization. The MIC monitoring unit is todisbursement is badly lagging on this 
be financed from these resources, butsubproject. Only few studiesa additional are ready forimplementation. 

USAID staff have put forward some interesting, innovative, and promising proposals to GOE:among them, technical assistance in planning and budgeting within the Ministry of Finance; a trade policyplanning unit within the Ministry of Economy; a proposal for a small research grants program to financeEgyptian academics for policy-related studies. Most have been rejected. The small grants proposal isaccepted but implementation lags badly. Even the project for creation of the monitoring unit within MICis well behind schedule. 

Some of the reasons for this patchy utilization of TSSPR are clear. One important factor is thefrequent reluctance of GOE officials to take bilateral, perhaps especially US technical assistance. Thusa proposed study of debt problems within the public sector was allocated to the EEC after USAID 
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asked to study budget problems and the USAIDproposed it, but was never carried out. The IMF was 
proposal was never taken up. 

In addition, TSSPR seems to have been something of an organizational orphan, not falling 

squarely within awell-defined jurisdiction within EAP. Responsibility for technical oversight has moved 

between different EAP staff members. 

Conclusions on Program Management 

The EAP managers of SRP have handled well most of the many challenges presented by the SPR. 

They wrote a perceptive PAAD, based the policy measures on sound economic analysis and have 

successfully managed the implementation process so as to nudge the reform process forward without 

running into the many possible pitfalls. Moreover, the recently arrived director of EAP is giving 

vigorous attention to removing revealed problem areas. 

Implementation of the program has in fact revealed some areas where improvements can increase 
ittendency toward too mucheffectiveiiess mnd impact. These have been reviewed in this section: 
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aobjectives; some crowding out of dialogue because of preoccupation with verification of compliance; 

too-narrow channeling of contacts with GOE through the MIC; restricted contacts with the Bretton Woods 

institutions .,dwith the Egyptian private sector; and the underutilization of TSSPR. 
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SECTION THREE 

RECOMIMENDATIONS 

1. Introduce a Second SPR, as Is Now Planned 

SPR I has worked well and much experience has been gained in designing and implementing a
conditioned cash transfer program in the special political context that defines the U.S.-GOE aid
relationship. There ispotential for greater effectiveness in a second program, building on the lessons of 
experience - in particular, by opening up a broader and deeper dialogue with GOE and other economic 
players. 

Moreover, SPR will have a special importance in the next two years. The absence of a 
financially backed World Bank program and the disappearance of the incentive of Paris Club debt relief 
create a policy lending void that SPR II can help fill. Another way to put it is that SPR 1Iis needed to 
fill the post-debt-relief gap in cash-backed policy dialogue. 

2. Concentrate Measures on Narrower, Better-defined Objectives 

Inour view, the program should have one, relatively simple major objective. The linked themes 
that run through almost all the reform measures are private sector development and deconfinement 
through regulatory reform. Making the market economy work better is a related theme. It's hard to put
this into some shorthand set of phrases that would capture its essence; many possibilities such as broad
based growth have become so hackneyed one hesitates to use them. One possibility is: Encouraging
private sector supply response. Another is: Faster growth through private sector development. Not 
terribly sexy, but illustrative. Mission staff have other, probably better ideas. 

Shorthand presentation aside, the point is to determine one relatively circumscribed central 
objective for the program, and then to define subobjectives and policy measures appropriately. In each 
sector, the question becomes: What are the major problems or constraints in meeting the overall 
objective of private sector growth and what kinds of measures best address them? 

In the financial sector, for example, three major subobjectives might be: making the financial 
system more efficient and diverse through greater competition, readying the capital market for the
increase in flotation of shares anticipated as a result of government's shift in privatization policy away
from trade sales (sales of going concerns as a whole), and increasing the supply (and reducing cost) of 
financial services for small and medium-sized enterprises. 

In the enterprise sector, to take another example, the objectives might be: to demonopolize
provision of services that are strategic with respect to export growth - for example, port facilities and 
related services; to prevent continuing and uncontrolled expansion of public enterprises; or to spur
divestiture and to encourage consideration of nondivestiture forms of privatization. 

Ifthe subobjectives are carefully defined and bounded, itwould make the task of selection of new 
policy measures easier, because they would have to be explicitly linked to the stated objectives. And it
would encourage greater focus, perhaps by reduction in the number and range of policy measures. This
would facilitate coherent presentation and closer and more intensive monitoring by the (to-be-created) 
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MIC evaluation unit, and by USAID staff or others. It would make monitoring and assessing impact
much easier in general. 

3. In Selecting New Policy Measures, Use the Following General Approaches and Criteria 

USAID staff have been drafting new measures for a possible second policy program (SPR II).
The evaluation team discussed with them, informally and formally, the draft measures under
consideration, as well as general approaches and priorities for a second SPR. Because the measures are
still at a draft stage, and still being redefined and revised, it would be inappropriate for us to formally
discuss them here. What we can do is address some general issues about approaches to and criteria for
selection of policy measures, and put before the Mission a few suggestions on specific measures that 
emerged from our visits and discussions. 

It should be noted that at the end of each of the sectoral reviews of SPR I measures in Section 
Two, priority areas of need for policy attention or specific measures are suggested for mission 
consideration. 

The Mission Should Continue to Be Inspired by the World Bank/IMF (August 1993)
Policy Matrix 

This contains an abundant set of policy conditions, most of them based on intensive studies andreflecting abroad knowledge of sectoral problems and institutional conditions. This potpourri of policy
conditionality extends to mid-1996, and it is of course strongly market- and private sector-oriented. Both
in time frame and in policy orientation it is a source of conditionality ideas from which it is highly
suitable for USAID to draw. 

Some people worry that USAID will be "paying twice for the same reforms" if it draws on some
policy measures set out in the Bank/Fund matrix. But this is a misguided notion. USAID's policy
lending is intended to reinforce and supplement policy conditionality. It supports policy conditionalities 
that are of special importance, or general reforms that are urged by the Bank or Fund but not yet
adopted. 

Even if GOE were to have operative Bank or Fund programs (SALs or Fund agreements that 
were being drawn upon), the "paying twice" idea would be wrong. But in fact there will be no regular
SAL or normal Fund agreements in the next few years. USAID will be the only donor with money
backing up policy reform programs." There will therefore be only one payer for reforms, though Egypt
will of course draw intangible ("image") benefits from continued adherence to the reform program. 

In any case, in the future as in the past, USAID measures will be modified and adapted taking
account of changing circumstances and new information. And, also as in the past, GOE and USAID staff
will have identified wholly new priority measures to be included in the SPR. So the SPR would never
simply replicate the Bank/Fund program. The main point is that there need be no hesitation about 
drawing on that body of conditionality. 

" The EEC also has some policy loans, but much smaller than USAID's. 
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Concentration and Focus 

it would make the program more comprehensible and give it coherence ifAs 	indicated earlier, 
theme, such as encouraging private sector 

measures were integrated around one (relatively) concrete 

Measures should then be directly linked to subobjectives.supply response. 

Specific Selection Criteria 

In assessing a proposed measure, the following questions should be asked: 

in other words, aimed at key constraints or bottlenecks to private sector
" 	 Is it 'strategic"? 

of 	 the specified objective and
growth, or more generally, crucial for the attainment 


subobjectives?
 

Measures that recommend adoption of policies or institutional
SIs it technically uncontested? 

changes that do not enjoy consensus among experts should not be adopted without clear 

For example, many writers now state that after a reasonable reduction in levels
justification. 

tread softly in reducing
and dispersion of tariffs, trade liberalization measures should 

In Egypt, import liberalization has
protection and concentrate more on export promotion. 


thus far received the main attention, export promotion relatively little.
 

("improve" this, "undertake" or "develop" that)
" 	 Is it monitorable? Process conditions 

measures of satisfactory performance. Precise
require special care in specifying acceptable 

wording is essential. Quantified measures are most easily monitorable and therefore 

desirable, but they can be confining and increase risks of nonperformance. Monitorability 
and their sectoral diversity should

also means that the number and complexity of measures 


not exceed the staff capacity of the monitoring agency.
 

The authorities tend
Is it credible and differentiated in terms of costs of noncompliance?" 

in terms of disbursements for performanceto regard each measure as being worth the same 

or nondisbursement for nonperformance; they seem to believe that authorizing a study is equal 

in performance weighting to privatizing 10 enterprises. Some indication should be given that 

this is not the case, if incentives to reform are to be right. 

measure between potential benefits arising from* 	 Is there reasonable balance in each 

adoption of the measure and the risks and costs of nonperformance?. There's no point 

in including a measure that has high probability of being ignored unless it promises to bring 

great gains in policy improvement. Careful consideration should be given to the costs 

incurred by introducing measures that are especially contentious: more generally contentious 

the costs to USAID and GOE of reallocatingdialogue, and, in the case of noncompliance, 

nondisbursed SPR money.
 

4. 	Widen the Policy Dialogue 

The money canConditioned policy loans or grants can accelerate policy reform in various ways. 

induce governments to introduce or speed up a policy or institutional change they don't like or believe 

in; 	later, seeing its benefits, they may come to internalize or "own" it. This is said to have happened in 
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Egypt. But it does not seem to occur very often - judging from high rates of noncompliance and 
backsliding in reform programs. 

More durable reform can come via the process of policy lending itself. One way this can happenis if local authorities share in the elaboration of the policy program and explain it to politically aware 
publics. The reforming government is then likely to own the program, apply it, and stick to it. 

Also, in the process of developing a reform program, it is possible that the parties can jointly
explore problems and find new solutions. Or minds may be changed: disbelievers in the efficacy ofmarket-oriented policies may come to see their virtues and power; foreign reformers may gain new
insight into market failures and institutional constraints and learn what will and won't work in local 
environments. 

Neither of these process-related paths to durable policy reform has been much travelled in theworldwide reform episodes of the past 15 years. And they have not been travelled in Egypt. Neither
the World Bank/IMF-sponsored ERSAP, nor the USAID SPR has involved much Egyptian participationin their elaboration, nor - at least in the SPR -	 has there been much joint problem-solving or mind
changing. In short, ownership and dialogue lack. 

All 	the concerned parties are aware of this and deplore it. But it is not easy to change. Decision
making is highly centralized, local policy analysts are few, information flows very sluggishly through thesystem, the political environment and traditional practices and attitudes are not conducive to open debate. 

What to do? All proposed remedies have flaws and uncertainties. But some small steps may be 
possible. 

" In 	the preparation of SPR II, USAID should continue and intensify its consultations and
discussions with concerned technical ministries. 

" 	 A procedural condition should be made part of SPR II. GOE should establish a tripartite
Working Group on private sector development, consisting of GOE representatives, donors
(World Bank, USAID, other donors with policy loans) and private sector spokesmen. It could 
be called a Task Force, but this carries the unwanted implication of a fixed term and a 
specified objective. 

77Te Working Groupwould become an ongoingforumfor considerationofpolicy issues ofthe
kind raisedin ERSAP and the SPR. It should be made up of higher level technical staff 
first undersecretaries or department directors. It would become the principal forum for policy
debate, a vehicle for deepened dialogue, and for joint efforts to clarify the nature of policy
obstacles to private sector growth and suggest possible solutions. It should not be a forum
for discussion oi compliance or noncompliance on conditionalities; this is inevitably
contentious and prevents the emergence of an atmosphere of collaborative problem solving. 

The Working Group would meet regularly - perhaps monthly. It should be given a small
budget for studies and commissioning of policy papers, and perhaps a one-person secretariat.
It could decide to break into smaller subgroups for more intense consideration of specific
issues or subsectoral questions. 
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The most likely bureaucratic home for such a group seems to be the Ministry of Public Sector 
Minister Abeid has expressed interest 

Business, Environment and Administrative Reform. 

in setting up Task Forces of various kinds for wider exchanges of views between the private 

or some variant of it, might fit into that initiative. 
sector and GOE. Our proposal, 

One of the obstacles to dialogue and to the growth of local ownership of reform isthe sparsity 
This was a recurring theme in our 

of economic policy analysis and analysts within GOE. 
USAID hasSolutions are not obvious.

discussions with officials and with other donors. 

tried. The EAP offered in 1993 to finance a trade policy unit within the Ministry of Economy. 

No positive response has come forward. 

The issue isso important that another, perhaps broader effort should be made. Tile idea would 

be to help create small policy analysis units in key economic ministries- trade policy, tax
 

Similar units might be proposed (if they do not now
 
policy, or industrial policy for example. 

Special training programs in 
exist) in major spending ministries like Education and Health. 

This is a set 
policy analysis could be set up, perhaps some short-term study abroad financed. 


of activities to which TSSPR should give attention.
 

MIC has acknowledged that direct and deeper USAID contacts with technical ministries are 

a facilitator and coordinating body. This would be made 
desirable, with MIC serving as 
easier if the GOE allowed other ministries to approve the use of TSSPR money. 

The monitoring process should in future consist much less of seeking documentary evidence 

more in assessing real impacts. With the 
of compliance with policy measures and much 

creation of the TSSPR-financed monitoring unit in MIC this problem may greatly diminish. 

That unit is in excellent position to uncover the evidence needed to prove compliance. USAID 

staff should be freed up to investigate market and institutional impacts of related sets of policy 

changes. 

But USAID can make it easier
Monitoring of the traditional kind has to continue, of course. 


- by including fewer, better-defined conditionalities, quantified where feasible, and by
 

USAID should also rely more on GOE provision
limiting the complexity of these conditions. 

seeking out such evidence; the corollary is that 
of proof of compliance and less on its own 
USAID has to be prepared to withhold disbursements until satisfactory evidence of compliance 

to the new
is provided. Responsibility for compliance monitoring should be transferred 

USAID
monitoring unit at MIC, with EAP staff playing a collaborative and advisory role. 

and MIC monitors should focus mainly on proximate or micro effects of policy changes, with 
- onreceiving major attention. Studies of macroeconomic effects

impact assessments 
should not be done; relevant inputs

aggregate growth, or on aggregate exports, for example 

are too numerous, exogenous factors too important.
 

The policy impact studies should involve interviews of GOE implementing staff, private sector 
to

representatives, and other people and institutions affected by specific policy reforms 

determine implementation effectiveness, shortcomings, need for additional reforms or changed 

implementation procedures, and socioeconomic impacts. 

be conducted using questionnaires to determine business
Surveys of firms should also 
managers' perceptions as to reform effectiveness and impacts on firm investment, production, 

exports, imports, costs, revenue, employment, earnings, and so forth. The questions should 
To the extent feasible, the questionnaires should

be developed for each specific reform item. 
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be 	 grouped so that multiple reforms can samebe 	covered by the questionnaire. Thequestionnaires could have objective, subjective, and open-ended questions on effectiveness andpotential impacts. Surveying relatively small samples of firms (for example, 100) from ajudgmental sample that allows for diversity as to size of firms, sector, and geographicallocation, domestic and foreign ownership, and so forth, could provide meaningful data and 
insights. 

The impact studies or assessments of each of the individual reforms could include quantitativeanalyses of the survey's objective questions, qualitative analyses of the subjective/open-ended
questions, qualitative analyses of GOE and private sector institutional interviews, relatedeconomic data, and so forth. The assessments should discuss implementation success,shortcomings, needed additional reform actions, and potential impacts. Potential impactsshould be extrapolated to the extent feasible to estimate the universe of firms potentially
affected, and probable impacts in terms of export earnings, imports, revenues, costs,
employment, and earnings. 

USAID can harnessthe newly createdsmall grantsresearchfacilityfor thispurpose. TSSPRfunds could also be made available to finance U.S. graduate students for summer researchonimpacts of the reform program, this research to be done in partnership with an Egyptian
graduate student or junior faculty member. 

" 	 Significant 7SPR funding should be set 	aside for these and other kinds of USAIDimplemented technicalstudiesrelatedto SPR, without need to formally clear such studies with 
MIC. 

* 	 Lack oftransparencyin the reform programand lack ofpublicinformationabout it aremajor
threats to its sustainabilityand should be addressedin SPR I. We were repeatedly struck
by how little is known about the specifics of the program even among university professorsteaching courses about the Egyptian economy and its development. The public education program provided for in the privatization grant should help by increasing public information
about that sensitive part of the reform agenda. But GOE has to help. The White Books onthe 	details of every transaction are essential. None have yet appeared, for the transactions
that have come to the point of agreement. 

More generally, documentation and statistics remain hard to access. The abundant materialin the background papers for the Consultative Group meeting in Paris in January of this yearallow people in France or England to know more about the Egyptian reform program than any professor in Cairo. USAID shouldconsiderapolicy measure requiringpublicdistribution
in Egypt of documents (such as many of those put out by the IBRD) that are publicly
circulatedoutside of Egypt. 

5. 	Strengthen Relationships with (lie World Bank and IMF 

With the decline in the importance of IMF/Bank leverage after the Paris Club final debt relief,the relative importance of USAID SPR policy-based cash transfer will significantly increase. AlthoughIMF and World Bank influence should be expected to remain sign ficant, USAID will need to shouldermore of the responsibility for supporting ERSAP II, including mon participation in policy analyses anddialogue. To do this properly will require greater access by USAJD to IMF and World Bank reports
(including drafts) and memoranda on policy issues relevant to ERSAP II. 
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Mission management should raise this matter with the relevant GOE ministers and consider the 

inclusion of a PAAD covenant that commits GOE to provide USAID with all relevant IMF and World 
What is at issue is access to substantive 

Bank documents. Truly confidential material is not at issue. 
kept from donors 

studies and reports that are available in Washington and distributed to GOE, but are 
Theyare implicated.

Although this is primarily a GOE matter, the World Bank and IMF 
in Cairo. 
should be encouraged to review their information access policies and to support a broader sharing of 

relevant information. 

The USAID director and economists are also encouraged to discuss with the Fund and Bank local 

staff the possibilities of more involvement of USAID staffwith Fund/Bankmonitoringand technicalstudy 

missions. Greater USAID emphasis on policy studies under TSSPR and more external contacts and policy 

dialogue would also tend to increase USAID's knowledge base, and thereby promote more meaningful 

It may also be useful for USAID/Washington to discuss 
two-way interactions with Fund and Bank staff. 

the possibilities for fuller collaboration and information-sharing with the Fund and Bank. 

are expected to be more 
continued and growing close working relations in Cairo

However, 

important. Implementation of the evaluation team's proposal to establish a tripartite policy analysis and
 

dialogue Working Group or task force, including representatives from the Bank, Fund, and USAID along
 

with GOE and private sector, should facilitate more fruitful interactions.
 

6. Spend More Time Talking to The Private Sector 

EAP staff, including Foreign Service Nationals (FSNs), should intensify their efforts to establish 

contacts with a wide spectrum of the business community - manufacturers large and small, importers 

and exporters, service providers from lawyers and bankers to truckers and stevedores, microenterprise 
Alexandria Businessmen's

others. Periodic meetings with business groups like the 
owners, and 
Association can provide information indispensable for identifying new policy conditionality and assessing 

Wage-earner representatives should not be ignored.
the evolution and impact of policy changes. 

7. Rciaiiigorate TSSPR 

The TSSPR has a broad mandate and has produced several studies and financed a variety of other 

The flexibility and openness of TSSPR, the possibility it offers to finance innovative programs
activities. 
like the small grants program and to respond to new opportunities, are highly desirable features that 

The Mission might
sharper focus in its objectives would be helpful.

should be retained. But some 
consider focussing the main 7SSPR effort on three activities. 

The First is to continue to finance studies that illuminate problems, particularlyconstraintson 
conditionalities for the 

private sector expansion. This is to feed the dialogue and possibly generate new 

future. 

The second is to expand the number of studies, and the study programs, aimed at understanding 

the impact of policy reform. These should be focussed not on economy-wide effects but on proximate 

for example, how have government and private actors responded to tariff reductions; how have 
impacts: 
exports responded to attempted simplification of export procedures; how have new companies responded 

to changes in company law. 
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They would be mostly survey-type studies of the rapid reconnaissance variety. Data analyses tomeasure first round or proximate impacts should also be possible. Several program possibilities forenlarging the stream of this kind of empirical or policy research were mentioned in the previousrecommendation  for example, small grant awards to Egyptian academics and summer awards to U.S.
graduate students. 

Finally, 7SSPR should help address the problem of scarce policy analysis capacity signalledearlier. Probably the best way to start would be to undertake a study of the existing situation in policyanalysis: is any done, where, by whom, how good is it, does anybody read it, and so on. Accompanyingthis should be a descriptive piece on the policy-making process in Egypt.28 The objective of the studywould be to determine the need for and feasibility of creating or strengthening policy analysis units insideor outside GOE, and to recommend locations for such units. 

8. Take Further Actions (GOE) 

The SRP is a joint program, a cooperative effort of USAID and the GOE together. The findingsof this evaluation bear on both partners, and most of the recommendations require action on the part ofeach. It may nonetheless be convenient to set out separately here those recommendations that require
mainly GOE action. 

" The GOE should encourage USAID in its efforts to engage ministries other than MIC in moremeaningful dialogue. To this end, the GOE should allow ministries other than MIC to 
approve the use of TSSPR money. 

* The GOE should make adjustment policies and processes more transparent. The White Bookson privatization transactions should be published without delay. The GOE should allow
public distribution in-country of documents (such as many World Bank reports) that arepublicly available outside of Egypt. 

* The GOE should issue a new statement of its privatization objectives and strategy. 

* The GOE should create a tripartite Working Group on private sector development (officials,
donor representatives, private sector spokesmen). 

* The GOE should create small policy analysis units in key economic agencies. 

* The MIC monitoring unit should be given major responsibility for compliance monitoring,which should be its first priority. It should secondly provide analyses of the impact ofadopted policy measures at the micro level. In its initial years it should not try to evaluatemacroeconomic impacts of the overall reform program, which is difficult to do and lessinstructive than bounded impact studies. 

The remaining recommendations require action by USAID alone or in tandem with the GOE. 

This may be unnecessary; the structure of the situation may be well-enough understood already. 

http:Egypt.28
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1992 AND 1993
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POLICY MEASURES
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TABLE A-1
 

1992 POLICY MEASURES
 

efficient functioning 

Financial Fiscal Trade Enterprise 

1. GOE will complete 
a study of the 
financial sector 
(including banks, 
investment 
companies, mutual 
funds (if any), 
insurance 
companies, etc.) 
and make 

1. 

and 

GOE will establish a 
system to generate 
and publish revenue 
and expenditure 
data on a quarterly 
basis with a lag of 
no more than two 
months. 

makeand 

1. GOE will eliminate 
the requirement that 
private sector 
exporters submit 
letters of guarantee 
under the temporary 
admission system. 

1. GOE will undertake 
a study of: the 
social and 
economic costs and 
benefits of opening 
the cotton spinning 
industry to private 
Investment and 
market pricing of 
inputs and outputs;the most 

adtems 
recommendations 
to relax constraints 
which limit the whichlimi thethis 

appropriate means 
of accomplishingopening. 

of private financial 
institutions. 

GOE will develop a2. GOE will adopt 2.
2. GOE will adopt aGOE will complete2. national

unitary taxpayer procedures for 
the necessary steps privatization plan.prompt refunding
to allow foreign identification 

under the drawback 
banks to operate number. 

system.
fully in the 
domestic banking 
system. 

GOE will bring at3. GOE will initiate a 3.
3. GOE will present to3. GOE will pass and least five publicstudy to review,the People'simplement sector or jointevaluate, andAssembly a Globallegislation providing venture enterprisesrecommend

equal tax treatment Personal Income worth at least LEalternative optionsTax Law.for interest and 100 million to theto the present
other forms of point of sale. Pointmandatory public
capital income, of sale includes asector quality 

control regulations valuation, a 
reservation pricegoverning exports 
and a formal offerand imports. 
of sale. 



Financial 

4. 	 GOE will remove 
controls on Interest 
rates for corporate 
bonds issued in 
accordance with 
the Securities 
Market Law. 

5. 	 GOE will ensure 
that all commercial 
banks reach a 
capital/asset ratio 
of at least 5 
percent 

6. 	 GOE will pass a 
Securities Market 
Law which provides 
the legal framework 
for a stock 
exchange and issue 
the necessary 

regulations. 

Table A-1 

Fiscal 

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

A4 

- continued 

Trade 

4. 	 GOE will lower the 
coverage of Import 
bans from 23 
percent to 11 
percent of domestic 
agricultural and 
manufacturing 
output. It will 
structure the 
reductions In a 
manner that does 
not discriminate 
against the private 
sector. 

5. 	 GOE will initiate a 
study of the 
Egyptian customs 
system which will 
result in 
recommendations to 
improve the import 
tax system and 
administrative 
procedures. 

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

7. GOE will permit the 
inclusion in the 
temporary 
admission system of 
firms that export 
part, but less than 
100 percent, of 
their output. 

Entorpriso 

• ,i 	 / 
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TABLE A-2
 

1993 POLICY MEASURES
 

Fiscal
Financial Sector 

GOE will prepare a1.GOE will ensure. time-phased plan to 
that all commercial 

reduce the granting
banks reach a 

of tax holidays,
capital/asset ratio 
of at least 8 

percent. 


2. 	 GOE will take the 

actions necessary to 
2. 	 GOE will remove 

controls on fees 
prepare for the 

for banking ofimplementationthe general sales taxservices. 

at the retail level. 

GOE will begin3.GOE will conduct a3. 	
review of existing implementation of a 

Global Personal
Central Bank of 

Income Tax (GIT)
Egypt supervisory 

which broadens the 
regulations and 

tax base and lowers 
procedures relating marginal tax rates. 

to off- and on-site 

bank examination 

and inspection, 

and produce a 

manual of revised 

procedures. 

4. 	 GOE will develop 
poicis ad 

policies and 
expedite branching 

for banks which 

meet the 8 percet 


caialaseatoproducts
reqirmet. rgoods 

Enterprise Sector
Trade Sector 

GOE will remove 
1 	 GOE will review all 1 

all price controls 
banning decrees 

from hotels,
issued by various 

restaurants and all 
ministries or other 

other business 
government bodies 
to ensure that they associated with 

are all consistent tourism. 

with the official 
government policy 
on bans.
 

2. 	 GOE will present
2. 	 GOE will reduce the 

to the People'snumber of tariff Assembly new 
preferences by one-

patents which 
half. provides for both 

prodes fnd 
product and 
process patent
 
protection for all 
types of 
technology, and 
increases the 
terms of 
protection to 20 
years. 

3a. 	GOE will privatize
GOE will reduce3. at least 10 public
import ban coverage 

sector or joint
to 5 percent so as 

venturenot to discriminate 
enterprises worth 

against the private 
at least LE 500 

sector. 

3b. 	GOE will bring to 
the point of sale 
an additional 20 
firms. 

4. 	 GOE will develop4. 	 GOE will eliminate 5 
a time-phasedof tha 9 special 
plan to implement

conditions for 
selectedImports (which 
recommendationsseverely restrict the 
from the Textile 

import of petroleum 
Sectoror civilian Liberalizationdomestically 
Study.produced by military 

factories). 
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Table A-2 - continued 

Financial Sector Fiscal Trade Sector Enterprise Sector 
5. GOE will carry out 

a study to examine 
the feasibility of 
introducing new 
financial 
Instruments In the 
financial sector. 

5. GOE will develop a 
time-phased plan to 
implement selected 
recommendations 
from the 
Trade/Customs 
Policy Study. 

5. GOE will conduct 
a study to 
examine the 
benefits of 
consolidating the 
patent, trademark 
and industrial 
design offices 
under the 
authority of one 
ministry. 

6. GOE will develop a 
time-phased plan to 
Implement selected 
recommendations 
from the Quality 
Control Study. 

7. GOE will develop a 
plan to permit 
foreign companies to 
participate fully in
the Insurance sector. 
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TABLE B-1 

FOR PRIVATIZATION 

Total Assets 
PE SCHEDULED 

(L.E. 000's)PE Name 

FIRST 3ATC 991 1992 

A. 	 Law 203 Companies 100% State Ownership 

177,045
Misr Free Shops Co. 

103,666
Egyptian Vineyards Co. 

186,849
El Nasr Bottling Co. 

107,625
Egyptian Bottling Co. 

140,154
El Nasr Glass and Crystal Co. 

11,463
Misr Studio and Film Production Co. 


56,144

El Nasr Steam Boiler Manufacturing Co. 

Assets of Law 203 CompaniesB. 
156,474

Cairo Sheraton Hotel 
16,630

Aswan Oberoi Hotel 

Sheraton Boat M/S Anni 
51,356

Sheraton Boat M/S Hopt 

Sheraton Boat M/S Aton 
10,640

Shepheards Hotel 

C. 	 Shares in Law 203 Companies 
66,488

Porcelain Dinner-Ware and Utility Ware 

66.4%
 

D. Shares in Law 159 Companies 

18,785
Misr Touristic Vil. Co. 66.7% 

E. 	Shares in Law 230 Companies 

245,240 
Suez Cement Co. 38.5% 

20,713
Chloride Egypt 38% 

57,871
Ashti Co. 67.2% 

2,033Egypt Narden International 49% 


TOTALS1,429,176 


SECOND BATCH 1992-1993
 

A. 	 Law 203 Companies 100% State Ownership 

69,725
Kafr El Zayat Insecticides & Chemicals Co. 

Number of Labor 

1,181
 

1,908
 

5,759
 

4,151 

6,876
 

611
 

1,022
 

NA 

NA 

NA 

NA 

3,159 

NA 

NA 

NA 

NA 

NA 

24,667 

746 
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TABLE B-1 - Continued 

Total Assets 

PE Name (L.E. 000's) Number of Labor 

The Nile General Auto Repairs Co. 119,458 
Arab Office Engineering Consultancy & 35,062 748 

Designs 

Paints & Chemical Industries Co. 188,980 1,778 
Alexandria Co. for Pharm. & Chem. 

Industries 
101,802 1,088 

El Nasr Engineering & Refrig. Co. 88,042 2,195 
(KOLDAIR) 

Egyptian Ship Build. & Repairs Co. 68,985 2,288 
Agricultural Mechanization Co. 26,132 

B. Assets of Law 203 Companies 

Alamine Hotel NA 
Palestine Hotel NA 
Consumption Goods & Cloth (SEDNAWI) NA 5,981 
Consumption Goods & Cloth (CICUREL) NA 

Fashion Ware Home (HANNAUX ALEX) NA 2,648 

Fashion Ware Home (CHEMLA) NA 

C. Shares in Law 203 Companies 

El Nasr Clothing & Textile Co. 
78.1% 

(KABO) 121,345 5,660 

Egyptian Food Co. (BISCO MISR) 99.4% 92,232 4,343 
Egyptian Supplies & Marine Works Co. 39,301 1,345 

99.3% 

United Housing Co. 8.9% 3,493 202 
El Nasr Electronics & Eng. Co. (PHILIPS) 42,700 3,861 

D. Shares in Law 230 Companies 

Egyp. Int'l Pharmac. Co. (EPICO) 59,,7' 86,271 
Egyp. German Elec. Products &.o. 95.3% 70,969 
Schindler Egypt 48.9% 54,766 
Egyp. German Dyes Co. 24% 5,796 

1V 
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TABLE B-1 - Continued 

PE Name 
Total Assets 
(L.E. 000's) 

Misr Carbonated Beverages (MISR
19% 

OB) 14,983 

Arabian Ceramic Co. (ARACMCO) 38% 31,046 

Sinai Diving Club 43.3% 9,522 

TOTALS 1,270,606 

THIRD BATCH 1992-1993 

I. Law 203 Companies 

A. Industrial Sector 

El Nasr Factory for Refractories & Ceramics 96,114 
(SORNAGA)
 

Egyptian Cooper Factory Co. 306,935 

Industrial Gases Co. 53,274 

Abuqir Fertilizers & Chemical Industries 1,270,312 

Delta Spin. & Weav. Co. 193,351 

Uniarab Spinning & Weaving 418,108 

Dakahlia Spinning & Weaving 280,604 

Damietta Spinning & Weaving 177,198 

Alexandria Spinning & Weaving 171,757 

Extracted Oils Co. 211,457 

Tanta Oil & Soap Co. 159,607 

Kaha 134,232 

Cairo Oil & Soap Co. 106,304 

Aloxandria Confoctionairos & Chocolate 94,698 
Co.
 

Egyptian Starch, Yeast & Detergents Co. 87,238 

Edfina Co. for Preserved Foods 154,071 

Al Ahram for Beverages Co. 162,812 

Egyptian Light Transport Manufacturing 299,119 
Co.
 

Number of Labor 

32,883 

1,769 

6,902 

1,599 

2,479 

6,469 

7,364 

8,714 

4,970 

4,355 

2,712 

4,936 

4,122 

2,611 

3,807 

1,799 

4,489 

2,661 

3,024 
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PE Name 

Springs & Transport Needs Manufacturing 


Co.
 
Misr Engineering & Tool Co. (MICAR) 


Egyptian 	Co. for Refractories 

B. Health 	Sector 

Medical Packing Co. 


Arab Drug Co. (ADCO) 


C. Cement Sector
 
El Amreya Cement Co. 


Tourah Portland Cement Co. 


Helwan Portland Cement Co. 


D. Foreign Trade Sector
 
Misr Car Trading Co. 


E. Domestic Trade & Distribution Sector 
Egyptian Co. for Wholesale Trade 

Egyptian Co. for Fish Marketing 

Egyptian Co. for Packing, Dist. & Foodstuff 

F. Housing Sector 
Development & Popular Houses Co. 

G. Transport Sector 
United Arab Stevedaring Co. 

Alexandria Containers Handling Co. 

Port Said Containers Handling Co. 

Damietta Containers Handling Co. 

Egyptian General Warehouses 

Misr Hotels Co. 

H. Industrial Sector 
Delta Ind. Co. (IDEAL) (Almaza Plant) 

B-6
 

- Continued 

Total Assets 
(L.E. 	000's) 

38,374 

46,032 

274,870 

75,453 

74,583 

827,447 

1,058,012 

1,335,209 

68,629 

228,655 

55,519 

541,894 

179,573 

129,503 

107,315 

95,363 

66,477 

88,652 

110,873 

76,158 


Number of Labor 
715 

1,609 

3,509 

1,911 

1,497 

1,533 

3,460 

4,020 

1,330 

2,463 

2,996 

2,486 

1,089 

6,048 

1,080 

3,200 

668 

2,178 

2,738 

7,947 
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TABLE B-1 - Continued 

Total Assets 
PE Name (L.E. 000's) Number of Labor 

I. Tourism Sector 

Egyptian Hotels (CISSEL) - 1,149 163 

J. Retail Trade Sector 

Consumption Goods & Clothes Co. 9,857,222 5,981 
(SEDNAWI 	Branch) 

TOTALS 19,714,153 133,403 

Source: 	 "Labor Policy Issues in Privatization," Integrated Development Consultants, BECHTEL/PID, 
November 1993. 
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TABLE B-2
 

PE FOR WHICH LIQUIDATION DECISIONS HAVE BEEN TAKEN
 

PE Name 

1 Eastern Cotton Co. 

2 The Nile General Co. for 
Bridges 

3 The Nile General Co. for 
Construction 

4 General Arab Co. for 
Contracting 

5 Alexandria General Co. for 
Contracting 

6 General Contrac. Co. for 
Sanitary Install. 

7 Cairo Co. Public Build. & 
Prefab. Houses 

TOTALS 

Total Assets Number of Labor 

737,671 1,113 

24,016 895 

29,203 1,000 

51,244 1,705 

19,701 712 

12,220 412 

54,823 2,068 

928,878 7,905 

Comments 

Board decision of HC taken on June 
30, 1992 

For companies 2 through 6, the Board 
of Directors of the parent holding
company recommended liquidation on 
July 7, 1992. 

G.A. agreed to liquidate on June 15, 
1993 
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TABLE B-3 

PE WHICH LOST MORE THAN 

PE Name 

Misr Helwan Spin. & Weav. Co. 

National Spin. & Weav. Co. 

Middle Egypt Spin. & Weav. Co. 

Nasr for Spin., Weav. & Knitting Co. 

Cairo Silk Textiles Co. 

Alexandria Metal Products 

Cairo Metal Products 

El Nasr Co. for Television & Electronics 

Egyptian Fero Alloys 

Alexandria Shipyard 

General Egyptian Irrigation Workshops Co. 

Misr Dairies & Food Co. 

High Dam Co. for Civil Works 

Egyp. Irrigation, Drainage & Civil Construction 

The Egyptian Wood Working Co. (WOODCO) 

The General Co. for Batteries 

Egyp. Co. for Electric Instruments (SHAHER) 

Egyptian Co. for Chemical Trading 

EINile Co. for General Engineering 

Egyptian Co. for Metalic Cons. (METALCO) 


Erection & Industrial Services Co. 


El Nasr Co. for Rubber Products 


San El Hagar Agr. Co. 


ElGomhoria General Contracting Co. 


ElWady General Co. for Contracting 


Prefabricated Houses Co. 


Nile for Reinforced Concrete Co. (SPECO) 


Arab General Co. for Foundation (VIBRO) 


ElSaeed General Co. for Contracting 


Egyptian Contracting Co. (EL ABD) 


Red Sea General Co. for Contracting 


50 PERCENT OF ISSUED CAPITAL 

Numbor of 

Total Assots Labor 

309,966 12,963 

165,128 6,041 

148,845 6,397 

96,160 4,423 

83,111 3,890 

85,144 1,947 

65,291 2,951 

269,471 2,702 

256,166 2,240 

316,800 5,129 

53,604 1,935 

149,850 5,433 

58,737 1,412 

38,972 650 

34,459 34,459 

40,274 1,443 

128,051 3,083 

80,318 2,058 

61,875 1,275 

94,432 3,791 

65,408 1,669 

63,899 2,060 

61,978 680 

79,137 1,360 

57,331 873 

51.366 1,118 

122,698 3,721 

55,309 2,142 

44,444 1,930 

123,243 2,019 

25,511 594 
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TABLE B-3 - Continued 

The Canal General Co. for Contracting 


EINasr for Civil Works Co. 


Sand Bricks Co. 


EINasr Hardboard Co. (FARASCOUR) 


General Co. for Mineral Wealth 


Egyp. Gypsum. Marble & Quarries Co. (GYMCO) 

Port Said Spin. & Weav. Co. 


El Wady Cotton Ginning Co. 


Arab Cotton Ginning Co. 


Al Kahira Cotton Co. 


The Cotton Trading & Export Co. 


Alexandria Commercial Co. 


TOTALS 


The first 16 companies are Included in the 1992/1993 restructuring program. 

41,779 792 

61,020 1,831 

164,701 3,215 

14,954 448 

147,618 1,766 

233,552 2,025 

60,771 60,771 

34,627 1,018 

38,088 1,190 

377,910 816 

255,394 842 

297,100 801 

5,014,492 197,903 
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SCOPE 07 WORZ 

EVALUAT1ON OZ BECTOR POLICY REFORM PROGRAH AND 
TECHNICAL SUPPORT FOR BECTOR POLICY RHZORH PROJECT 

I. gOkijcgtjya 

The objective of this eva-luation is to assess the progress made to 
date under the Sector Policy Reform Program (SPR) and the
 
accompanying Technical Support for Sector Policy Reform Project

(TSSPR), and to provide guidance concerning the contents, design
and implementation of both a follow-on cash-based policy reform 
program and the remainder of the TSSPR Project. Specifically, the 
evaluation should: 1) assess the appropriateness of the design for 
SPR and TSSPR; the management of SPR and TSSPR by USAID and the 
GOE; and the contribution of SPR and TSSPR to the GOE's economic 
reform program; and 2) make recommendations concerning future 
policy-related program and technical assistance activities.
 

11. Background
 

In August 1992, the Governments of Egypt (GOE) and the United
States agreed to implement USAID's Sector Policy Reform Program and 
the Technical Support for Sector Policy Reform Project. The former 
is a $400 million, two year program which disburses up to $200 
million each year in return for GOE implementation of agreed-to
policy reforms in the financial, fiscal, trade, and enterprise
sectors. TSSPR provides up to $10 million over three years to 
finance studies, short and long term technical assistance, and
 
training in support of the policy reforms addressed under the SPR.
 
SPR was designed by USAID to complement and re-enforce the economic
 
reform program which the GOE agreed to in 1991 with the World Bank

(via a structural Adjustment Loan) and the IMF (via a Stand-By

Agreement) . While the Ministry of International Cooperation in the
 
GOE is USAID's official counterpart for both SPR and TSSPR, USAID
 
has had extensive interaction with a variety of other ministries
 
(Economy and Trade, Finance, Agriculture) and organizations

(Central Bank of Egypt, Public Enterprise Office, and the Capital

Markets Authority).
 

The first year of the SPR has recently been completed. The GOE
 
successfullyCQMJ d-9'of the 20 policy measures included in the 
program (seeAnnex A);and, USAID disbursed $195 million out of a
possible $200 million. Moreover, a new set of policy measures 
covering the four sector dealt with in the SPR was agreed to by the 
U.S. and GOE (see Annex i)'- Concerning TSSPR, a number of
 
activities are either underway or have been completed. For
 
example, a study of liberalizing the textile sector has been
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finished, while studies concerning trade policy reform, the impact

of price liberalization, and reform of the GOE's system of import

and export quality controls are underway.
 

The program/project evaluation which is the subject of this scope
of work will take place approximately half way through the second 
and last year of the current SPR. Consequently, and as explained
in greater detail below, the evaluation will examine the design of 
SPR/TSSPR and their implementation to date, but will focus to a 
sighificant extent on recommendations for the policy measures and 
technical assistance activities to be included in a follow-on 
policy-based program. That is, the results, findings, and 
recommendations of the evaluation are expected to play a key role
 
in the design and implementation of a successor cash-based policy.

reform program.
 

III. Statement of Work
 

During the course of this evaluation the consultants will:
 

1. Meet with relevant USAID and GOE officials, and review relevant
 
documents, to obtain a clearer understanding of: the GOE's economic
 
reform program, the World Bank and IMF stabilization and adjustment
 
programs, the objectives of SPR and TSSPR as well as the design
 
process and implementation procedures.
 

2. Review the policy measures included in the first and second year
of the SPR. This review should address the following: the
 
justification for selecting the four sectors (financial, fiscal,

trade, and enterprise) covered by the SPR; the importance of the
 
policy measures negotiated with the GOE for the 1992/93 and 1993/94
 
programs; and the relationship between the SPR policy measures and
 
the policy reforms included in the IMF and World Bank programs.
 

3. Review the internal USAID management of the SPR and TSSPR. This
 
should include an assessment of: the management of both activities
 
within the Economic Analysis and Policy Directorate (EAP); the
 
effectiveness of coordination between EAP and other involved USAID
 
Directorates such as Agriculture (AGR) and Trade and Investment
 
(TI); and the effectiveness of the coordination between SPR/TSSPR
 
and the remainder of the Mission's policy-related portfolio.
 

4. Assess the effectiveness and adequacy of the counterpart role
 
played by the Ministry of International Cooperation within the GOE.
 
Assess the extent and usefulness of SPR-related cooperation between
 
USAID and other ministries or organizations within the GOE.
 

5. Assess the effectiveness of coordination between USAID and the 
IMF and World Bank relating to SPR and TSSPR. 

6. Assess the quality, timeliness, and utility of the studies,

technical assistance, or training funded by TSSPR.
 

kA 
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7. Assess the adequacy of the procedures used to monitor and
 

document GOE policy reform performance under the SPR.
 

8. Assess the current economic situation in Egypt; identify sectors
 
identify supporting
and issues requiring further policy reforms; 


policy reform
technical assistance needs; develop options for 

measures and technical assistance activities.
 

9. To the extent practical, estimate the economic costs and
 

benefits of various policy reform measures and technical assistance
 
activities to date and of options for the future.
 

I0. In light of (1)-(9) above, provide guidance and recommendations
 
concerning the design and implementation of a follow on cash-based
 
policy reform program and technical assistance activities. These
 

recommendations should deal with: the sectoral focus of any follow

on program; specific policy measures to be addressed--with options
 

presented where appropriate and assessed in terms of their relative
 

economic costs and benefits; USAID/GOE implementation and
 

management of the program; the monitoring of GOE policy reform
 

performance; techniques fo assessing the impact of policy reforms
 

accomplished under the program; the selection and design of related
 

technical 	assistance activities with, as practical, expected net
 
and the relation of the follow-on program with the onbenefits; 


going World Bank and IMF programs.
 

IV. Deliverables
 

The contractor shall be responsible for carrying out the assessment
 

and assuring delivery to USAID of the final report and other
 

interim documents as described below. Three copies of a work plan
 

for the evaluation and an outline of the final evaluation report
 

shall be presented by the consultant to USAID at the beginning of
 

the second week in country. A draft final report shall be
 

presented 	by the consultant by the end of the fourth week in
 

country. 	 This report will be circulated for comments, and those
 

comments 	will be incorporated--as judged appropriate--by the
 

consultant in the final report, which shall be submitted within two
 

weeks of receiving USAID and GOE comments.
 

V. Relationships.and Responsibilities
 

The EAP 	Directorate within USAID/Cairo will provide overall
 
team. Significant
supervision and guidance for the evaluation 	

The
 may also come for the AGR and TI Directorates.
inputs 

evaluation team will also need to work closely with GOE officials
 

the Ministry Uf

in the Ministry of International Cooperation, 

Economy, the Ministry of Finance, the Central Bank of Egypt, the
 

Public Enterprise office, and elsewhere so as to obtain their views
 
and TSSPR and important
concerning progress to date under SPR 


policy issues that need to be addressed under a follow-on policy
 

reform program.
 

VI. Level of Effort and Timinr
 ,(
 


