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PROGRAM STATERAENT
USAID/BAYP?

The following Program Statement is presented in two parts.

Part I is a summary of the status of general progress in key
developnent sectors, including the economy: and of the continuing
problems and constraints to development in those sectors.

Part 11 is our strategy for addressing these problems and

constraints,

I. SUMMARY OF PROGRESS AND CONTINUING CONSTRAINTS %O
DEVELOPMENT

A. The Economy

The Egyptian econcmy is in a state of transition, avolving
from over four decades of state intervention in allocating
resources, to an environment in which free markets and prices

will be allowed to operate and are the central determinants of
growth.

For over thirty years, Egypt's centrally-planned econory has
relied considerably on limited sources of external financinjgy
(Suez Canal tolls, remittances from workers abroad, oil exports,
bilateral aid), and it has been subject to the uncertainty of
international economic and political events. During the 1970s
and early 1980s, the country enjoyed an annual growth rate of
over seven percent, due primarily to favorable oil prices (oil is
Egypt's primary export), renittances, and generous flows of
economic assistance. However, such growth was short lived, as
the economy stagnated in the mid-1980s with the fall in the price
of oil, remittances, and other sources of external revenue.

With the decline in foreign exchange esarnings, Egypt was unable
to service its foreign debt. By 1989, debt service obligations
were about 40 percent of total foreign exchange revenues. With
the collapse of oil prices, the government initiated expansionary
fiscal policies to maintain public sector outlays resulting in
increasingly burdensonme deficits and a rapidly worsening balance
of payments, financed largely by foreign debt. By the late 1980s,
Egypt had exhausted its international resarves and could no
longer borrow its way to growth. Stagflation began to
characterize the economy.

To correct these imbalances, Egypt negotiated a Stand-by
arrangement with the IMF in 1987. The Stand-by's purpose was to




stabilize the economy through specific macro-economic
interventions. Approximately six months later, the Stand-by was
canceled because Egypt failed to adhere to the program. In 1988,
siypt tried again but was unable to conclude a second agreenment
v

th the INP.

By 1990 the country faced a major crisis, with no apparent means
of reducing a foraign debt which then totalled $40 billion. 1Its
trade and currant account balances were in chronic deficit,
inflation was high, and tha budget deficit was growing to
unmanageable proportions. Unable to service U.8. debt, Egypt
flirted vith violation of the Brooke Amendment, which would have
required the termination of U.8. economic assistance.

Several events combined to rescue Egypt from the precipice and
provide a new opportunity to pursue fundamental economic reform.
The tulf War,which initially looked as if it would further
exacerbate Egypt's economic problems because of reduced foreign
sxchange revenues from all sources, actually brought significant
benefits to Egypt through substantial debt relief and additional

econoxic assistance.

Secondly, the demise of communism and the movement toward free
market concepts in the world deprived Egypt of the socialist
model that has been the basis of its economy since the Nasser
regime. It also robbed Egypt of its natural trading partners in
Eastern Eurovpe with whom trade was often conducted on a barter

basis. )

Eacing few alternatives, Egypt negotiated, and signed in May
1991, a new Stand-bi Agresment with the IMF. The primary purpose
of the IMF program is to restore macro-economic stability by
reducing inflation, eliminating ceilings on interest rates, de-
controlling the foreign exchangs market, and reducing the budget

deficit, now twenty percent of GDP.

To reduce the structural impediments to lon? term growth, Egypt
t

signed a Structural Adjustment Loan (SAL) with the World Bank in
October 1991. The SAL cobligates the government, inter alias, to
institute major reforns in the financial and trade sectors and to
undertake a major privatization of the economy.

Egypt's performance in meeting the terms of the IMF Stand-by has
besn good. The Government has been much less successful in moving
forward on the reforms called for in the SAL. Much more can be
done in both programs. For example, further liberalization of
intereat rates and domestic tax reforms are required to generate
the additional resources needed for investment and the reduction
of the budget deficit. The Government must also reduce further
the heavy subsidization of services such as water and power, and
the subsidies which keep the public enterprise sector afloat.
Although the Government has made some progress in this area in
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the context of USAID programs, a failure to remcve subsidies will
undaraine macro-sconomic stability by exacerbating the budget
deficit and by diverting badly needed investmant rescurces awvay
from the private sector. Removal of these subsidies is also
necessary to free up the resources needed by the Government to
operate and maintain AID-financed infrastructure, protecting
these investments and sustaining their impact.

Problems remain in other major sectors of the economy. For
exanple, the financial sector is key to mobilizing savings and
investment capital, and for managing the nation's monsy supply.
Egypt's public sector financial system is strained by tha
continued provision of credit to uneconomic public sector
enterprises, crowvding out private sector investment. Moreover,
the systen is weak institutionally, with few alternatives to the
poorly run state banking apparatus. For example, there is no
credible capital market in Egypt which can expand the financial
base and mobilize resources for private investment.

Government policies are inequitable in their treatment of
financial institutions and instruments. For example, bank
deposits are tax exempt, whereas securities are subject to a
number of taxes. Brokerage commissions, high by international

standards, further discourage the dcvclognent of capital markets.

Restrictions on foreign banks operating in local currency deprive
the banking system and money market of expertise and competition.

Policy and administrative restrictions on imports and exports to
protect inefficient public sector industriss stifle trade.
Government contrels in the sector removed competitive incentives
to efficiency, inhibiting non traditional exports such as fruits,
vegetables and light manufactures, and discouraging foreign

investment.

Inefficient and unprofitable public sector enterprises dominate
the business sector in Egypt, and absorb scarce capital needed to
fuel private sector growth. As long as the public sector remains
imnmune from market forces, the private sector will be on an
unegual footing in the competition for resources. The Government
has pledged to undertake massive privatization of the economy in
conjunction with the SAL: however, progress has been slow and the
Government has not yet created the conditions for equitable
participation by the private sector.

It is too early to tell whether this third attempt at major
economic reform will be successful, For the moment, it looks as
if the political will to initiate reform has been mobilized:
whether it can be sustained over the long haul is the question.
The appropriate role for a foreign donor, such as USAID, is to
encourage the Government to continue on the path of refora while
providing it with the resources, both tinancfﬁl and technical, to

plan and implement policy change.




3. Economic Infrastructure

Economists in the United States are unanimous in their view
that economic infrastructure played an important role in the
historical growth of the U.8. economy. They are egually
unanimous in decrying the dsterioration of that infrastructure
and the implicaticns this has for future growth. With the Lelp
of the United States over the past fifteen years, Egypt has made
{mportant progress in developing the infrastructure that is
critical for economic growth. This includes major investwents in
power, telecomnunications, irrigation, water and sanitation and
transpertation. In this respect, it could be argued that the
completion of major infrastructure works in the later half of the
19808, at about the sane time that tha Egyptian economy began to
suffer reverses in externally generated growth, helped absorb the
full impact of these reverses and contain the slide of GDP growth
from »liding even lower.

Notwithstanding these additions to the nation's productive
{nfrastructure base, problems remain. Inappropriate pricing
policies and inadequate attention to operations and maintenance
are causing infrastructure, constructed during the 1960's and
early 1970's, to deteriorate rapidly and are ?eopardizinq even

the newest facilities.,

As the private sector grows it will come to depend on this
infrastructure, If full benefits are to accrus to private sector
development, the productive infrastructure base will have to be
expanded, modernized and protected. This cannot occur if pricing
policles and institutional arrangements continue to impede the
efficient management, operation and maintenance of urban
utilities and other infrastructure.

C. The Private Sector

An improved policy environment will create the basic
conditions for a free market economy, private sector investment
and growth. However, while policy reform (including reform of the
laws which impede private sector investment) is a necessary
condition to private sector growth, it not sufficient. There are
other "second echelon" constraints to private sector
participation in the economy which must also be dealt with. These
are largely regulatory, technological and institutional in nature
and include: limited acess to international markets (as a source
of technelegy, information and other factors that affect
international competitiveness): deficient information collection
and dissenmination capabilities (particularly important as
financial and export markets develop): inadequately trained
nanagers; the public sector monopely in research and
development; and the unavailability of credit for small, labor
intensive enterprises where employment potential is high,
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Although currency devaluation and foreign exchange polic¥ refora
have increased export potential, further liberalization is
necessary to remove administrative and tax barriers for the
private sector to fully take advantage of these reforms.
Furtharmore, because Egyptian businessman have been sc isolated
from vorld markets, they lack basic marketing skills, managenment
methods, and an appreciation of quality standards.

Information is also critical if Egyptian exporters are to gain
access to new markets. The undaveloped stste of information
systens is a problea which cuts icross sectors and one that must
be tackled if the economy is to become truly competitive. If
financial markets are to develop, for example, transactions must
be conducted with advanced technology customary in most world

markets. In the public arena, policy makers require
independently-researched data to advance the debate on economic

reforn and hopefully change entrenched attitudes.

Small and micro enterprises, heretofore largely neglected, can
contribute to growth and help alleviate unemployment. As is the
case in other developing countries, small entreprereurs have very
limited access to credit and expertise from the formal banking
sector. Modeled on USAID's successful experience in small and

microc enterprise lending, banking institutions must do more to
asgist smal)l businessmen so that they are not forced to obtain
loans from informal sources which charge exorbitant interest

rates.

D. Agriculture

The state-run economy has also taken its toll on
agriculture. Agriculture accounts for approximately seventeen
percent of GDP but growth has been poor. For example, the value
of production has grown at a minuscule .08 percent per year.
Inappropriate pricing and marketing policies, and a large public
sector role in the production and supply of agricultural inputs,
are the main causes of poor performance.

There are also institutional and technological constraints to
improved growth in agriculture. Institutional shortcomings are
attributable to a legacy of statist guarantees of enployment and
a large government profile reaching untenable proportions. The
bureaucracy is over-staffed and cumbersome and its overlapping
responsibilities prevent effactive management of programs and

resources.

Technological constraints affect the productivity of traditional
farming methods, as well as post harvest practices., Farming is
still characterized by a relatively low level of production
technology and inefficient on-farm water management. Outdated
and inefficient processing technology causes post harvest losses




of up to 20 percent.

In theory, the resaarch system in Egypt should be tackling such
problems. 1In practice, its impact has been weak. The diffusion
of research agendas among competing agencies prevents the
government rssearch system froa concentrating on the highest
priorities. Purthermors, the agricultural research systea is
relatively isclated from outreach and extension mechanisms.
Hence, technologies developed have little chance of reaching

farners.

Finally, there remains the problem of water and its relationship
to cultivable land. Population growth and urbanization are
rapidly devouring qurt'- scarce agricultural land. 1In response,
the government is rec ailing desert land. Land reclaimed exerts
ressure on limited irrigation water from the Nile River. There
s little scope for groundwater exploitation: therefore, the
Government and the private sector must continue to explore more
sfficient methods to manage existing water resources,

E. Social Sectora

As Egypt implements its economic reform program, reducing
government expenditures to reduce the detficit will have short-run
negative consegquences for the funding of its social programs.
Egypt has made impressive progress in addressing major health
problems, reducing the population growth rate, and in sducating
its people, Egypt will have to find the resources needed to
maintain and build on these past achievements, and to preserve

overall social stability.
1. Population

Government programs in population, with substantial
USAID support, have been successful in reducing fertility rates
from approximately five births per woman in 1980 to just a 1little
over four in 1988, There is an increasing trend in the use of
birth control measures. Preliminary results from an Aradb League
survey indicate that almost 48 percent of Egyptian couples are
currently using family planning methods, a figure that is nearly
double the leve! recorded in 1980.

The population growth rate, though doclining (from approximately
n

3 percent in 1985 to less than 2.5 percent 1990) 1is still high
and has obvious developmental consequences. The government is
hard pressed to expand social services and create employment fast
enough to absorb a growing labor force. Already one of the
world's most densely populated countries, Egypt is bacoaing
progressively more urbanized. The population density in urban
Cairo surpasses that of Bangladesh, magnifying problems of
overcrowding, poor sanitary conditions and inadequate housing.
Egypt must continue to emphasize population programs to preserve
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current gains and reduce budgetary pressurss caused by the need
to provide social services to an expanding population.

Constraints to sustained progress in ulation inciude weak
national institutions unable to formulate policies to reach their
goals; inadeguates supply of contraceptives (including advanced
methods such as NORPLANT); and still nascent outreach
capabilities involving the private sector, the media and NGOs.

2. Health

The Government, again supported by USAID, has made
significant progress in combatting diseases which strike infants
and children in Rgypt. These programs have reduced infant
mortality from 87/1000 in 1983 to 12/1000 in 1989 ( including a
reduction of infant deaths from dlarrhea from 33 to 12/1000).
Immunization coverage rates for six major childhood diseases
increased to over 86 percent of children by 1990.

Despite these dramatic accomplishments, Egyptian children
continue to die from preventable causes i) great numbers. Acute
respiratory infections (ARI), disrrhea, and complications of
pregnancy are the top three killers of Egyptian children. ARI now
accounts for 28 percent of infant deaths, diarrheal diseases
comprise 27 percent and complications of pregnancy 13 percent.
The maternal mortality rate remains high at 260/100,000.

Schistosoniasis continues to have a major impact on the Egyptian
population. 1It affects the rural poor of all ages, but
particularly school~aged children and young adults. Children in
the Nile Delta region show particularly high rates of affliction.
This disease significantly reduces productivity by an estinated
half a billion dollars annually. Control weasures, including
chemical spraving of irrigation canals, are costly and
potentially injurious to the environment. Hence, low cest
preventive measures must be sought.

Government policies are skewed toward subsidized, curative
services. This policy bias has reduced the funding available for
more cost effective preventive care. The health bureaucracy
remains bloated with a majcr share of the health budget allocated
to the salaries of physician personnel. Meanwhile, the country
faces a critical shortage of wvell-trained nurses--the most cost-
effective care providers. Littls has been done to advance
private sector alternatives to the provision of health services,
and there is minimal recovaery of costs in the operation of
government health facilities.

?. Environment

Egyptian policy makers have paid scant attention to the
environmental consequences of thelr development decisions.




Inagpropr!ato policies, the absence of an effective environmental
policy making body, inefficient technology, and a poorly educated
populace are amcng the key constraints which have prevented
anvironmentally sound developaent. The result has been alarming.
Solid wastes litter the landscape and clog the waterways: clouds
of industrial, vehicle, and dust pollution f£i11 the air; and many
canals, lakes and marine watere are heavily polluted. Advarse
health effects are common. Damage to water and air quality is

nost acute.

The excessive use of subsidized fertiliszer for agriculture,
industrial waste, and rav sewage have seriously polluted water
for drinking and irrigation. If unchecked, tha economic effects
of these practices could be devastating. For example, the
contamination of agriculture drainage water could reduce
cultivated acreage by 10 to 12 percent by the next century. The
resulting loss in output could reach twvo percent of GDP or
approximately $700 million and could mean a loss of about 400,000
jobs in agriculture and supporting industries.

The air in Cairo and Alexandria is heavily polluted with
uncontrelled emissions from industry and automobiles.
Consequently, urban residents breathe air contaminated heavily
with ozone, carbon monoxide and other pollutants and have a high
incidence of respiratory disease. Alr polluting industries
located in residential areas place the population at added risk
from exposure to toxic substances.

The Government has not made a concise statenent of its policy
objectives regarding the environment. It has passed a number of
laws and decrees--ostensibly to protect the environment--but they
lack coherence, are overlapping and have little or no impact
because there is no enforcement authority. The government
closely guards whatever information is collected on the state of
the environment. Because of this, the public s generally
unaware of the implications of a deteriorating environment..
Advocacy groups (to the extent that they exist) are unable to
bring real issues to the goverrnment's attention for action.

Recently, there has been some movement by the Government to bring
the environment to the forefront of its development agenda. In
connection with the World Bank SAL, Egypt has agreed to produce

an Environmental Action Plan which integrates environmental

issues into development decision-making. This plan is scheduled
to be completed in May, 1992. Throughout the preparation of the i
plan, donors have encouraged the Government to address the
fundamental policy, institutional, and technological constraints

to progress in this area.

6. Political Reform

The changes in Eastern Europe, the Soviet Union and in other
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parts of the vorld are having a salutary effect on Egypt's
political development as well as on its sconomy. In the broadest
sense, these changes represent a "waks-up call® for the
traditional power structure. There is some indication that the

scssage is being heard.

While there is little tradition of pluralistic democratic
dcvclognont in Egypt, there has been a distinct liberalization of
the political environment in racent years, highlighted by the
existence of an argumentative and questioning legislature, a
relatively independent judiciary, an active and often critical
press, and increasing freedom of association.

The Government has also taken some steps in decentralizing
development decision-making, primarily in connection with USAID's
10 year effort in local development. Nevertheless, true
decentralization cannot occur unless local governments have the
means to raise revenue and the authority to spend it in
accordance with the priorities of the local community. This
caused USAID to re-evaluate its assistance to local developnent
and potentially explore more policy-oriented interventions to
encourage fiscal decentralization.

Much remaine to be done to guarantes broad participation of
Bgyptian citizens in the political and economic processes of
Egyptian society. This is evon more critical as Egypt embarks on
a program of major economic reform. These reforms will not
succeed if they do not appear to be equitable in their
application. An open political system leads to in more
traneparent decizion-making and guarantses that the widest number
of people can express thelr views, introducing an element of
equity that might ctherwise be =missing.

The Government apprears cauticuesly receptive tc acsiztance &n the
development of democratic institutions, particularly with respect
to the legislature and judiciary. Before any major efforts can
begin however, USAID must learn more about the structure and
function of the Egyplian government. Nevertheless, a door which
had been closed is now slightly ajar and a prudent step through
it now seems to be in order.

H. TIhe Donors

The United States has long been the largest aid donor in
Egypt, although successful implementation of the SAL is likely to
attract substantial World Bank funding, Though their assistance
is small compared to the U.S., othsr bilateral donors count Egypt
amnong their most important recipients of assistance. With so
many donors in the country, and with the Egyptian capacity to
absorb and administer development projects is limited, it is
important that the donors collaborate to explore issues of common
concern: unite to press a common agenda with the Government; and
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exchange information to aveld overlapping and redundant
programs/projects. This collaboration takes place at several
levels including a monthly donor coordination gathering co-
chaired by UNDP and the Netherlands; donor sub-groups which
discuss specific subjects such as the environment; a saaller
group of donors (ie., the IMF,IBRD,UNDP and USAID) most directly
concerned with economic reform; and frequent one-on-one
consuitations between donors.

The interests of other donors have been important in our
decisions to disengage from certain development sectora. For
example, the World Bank intends to support a program in basic
education, including the construction of new schools. The Social
rund will incorporate many aspects of USAID's previous local
Development Project, including building local infrastructure. We
will continue to encourage the donors to support those areas
wvhere assistance is warranted but where we have neither the
financial nor staff resources to remain engaged,

II. PROGRAN STRATEGY
INTRODUCTION

The Mission's overall program goal in Eqgypt is the enhancement of
Egypt's role as a model of stability, democracy, free markets and
prosperity in the region. This goal recognizes the centrality of
Egypt to the maintenance of poace and stability in the Middle
East, and its potential to influence the developnment of more open
political systems and econonies in the region.

Recent events bear out our confidence that Eqypt is poised to
assume a greater leadership role in the Middle East. These
include Egypt's major efforts to encourage and sustain broad Arab
participation in the coalition against Iraq, the resumption of
its leadership of the Arab League and its willingness to embark
on an economic reform program which could have widespread
repercussions throughout the region.

The Mission believes that a comprehensive approach to the
political and economic development of the country iz necessary if
Egypt is to achiave the status implied by our program goal. Thus,
we have identified three program sub-goals which we believe are
essentisl to this process: increased economic growth; enhanced
human resource productivity and quality of 1life; and strengthened
democratic systems, institutions and processes. The first two of
these sub-goals ars roughly consistent with program objectives
presented in previous strategy documents. The third represo.is
the addition of a new dimension to the USAID/Egypt program.

USAID'S development strategy will result in several changes in
Mission programming. The first of these is a greater emphasis on
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economic policy reform through fast-disbursing policy-based
programs and through projects; We will also increase our support

for private sector dsvelopment.

We will also place a grsater esphasis on policy constraints in
those ssctors where ve have made, and will continue to make,
major investments. For example, we have made it clear to the
Government that future assistance in the water/vastewater sector
is contingent upen the adoption of appropriste cost recovery,
administrative and other arrangements to ensure maintenance and
sustainability of investments. We are tuking a similar approach
in tho power, telecommunications and health sectors.

There is a new emphasis on the environment in Egypt. With the
signing of the World Bank SAL, the develcpment of an
Environmental Master Plan, and the increasing interest of all
donors {n this area, USAID has an opportunity to bring its
substantial resources to bear on magot environmental concerns. We
are already doing much to benefit the eavironmsnt; however,we
will seek to improve the coherence of our current approach and
add scme new, cost: and staff efficient elementy to the portfolio.

To capltalize on the major politicel changes that are taking
place in the world, and the liberalizaticn of the political
environment that is occurring on a more modest scale in Egypt,
the Mission believes the time i{s right support the development of
institutions of democracy and governance. Our program in this
area will be more fully developed following the conpletion of a
separate strategy this summer.

Increasing pressures on scarce Agency staff and operating expense
resocurces have reguired that the Mission look carefully at its
program and determine where consolidation is possible. As a
result, we have decided to phase-out of several staff-intensive
program areas as current activities come to an end, and to
streamline some large projects which have components which have
been less successful than others. In the first category, we plan
to end the Mission's successful involvement in Local Development
and Basic Education at tha completion of current project
activities. We will also phase-out of Sclence and Technology as a
separate sector, eliminating some project activities entirely,
and reshaping others to support our new initiative in the
Environment. In Agriculture, we are refocusing the National
Agriculture Research Project (NARP) so that some less successful
components can be dropped and the rest of the project be
completed as scheduled.

There are several other cross-cutting features of our progranm
that we will continue to emphasize. These include support for the
role of Egyptian and American private voluntary agencies in the
development process, and for training programs that benefit both
public and private sector participants., It should go without
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saying that all of our activities will raximize the procurement
of U.§. produced commodities as required in Buy America
legislation.

This prograr statement adopts the taxonomy developed in AID/W to
describe the program in terms of program goals, sub-gosls,
strategic cbjectives and program outcomes. In this regard, ve
have had a successful collaboration with the Center for
Development Information and Bvaluation (CDIE) to desvelop
appropriate objectives for the USAID/Egypt program. CDIE will
continue to work with the Mission to develop the indicators we
will use to measure progress against these cbjectives. For
purposes of clarity in the narrative, we have not identified our
proposed activities as Program Outcomes per se. These are more
succinctly stated in the chart attached to this paper.

BUBGOAL I: INCREASED ECONOMIC GRONTH

The IMF stand-by agreement and the World Bank's SAL provide
the basis for stabilization and transformation of the Egyptian
economy. USAID has played a major role in negotiating policy
change in Egypt prior to these two agreements. In addition, USAID
and the Embassy played an important intermediary role between the
Government on the one hand, and the IMF and the World Bank on the
other in arriving at final agreement on the Standby and SAL.

USAID/Cairo's sconomic reform strategy will reinforce previous
achievements in policy reform and support the IMF and World Bank
with additional policy reform efforts in the areas of finance,
trade, privatization and fiscal refoinm.

A. lceopomic Reform

The strategic objective for USAID/Cairo's economic reform
program is increaged macro-economic stability and warket pricing.
The Mission will undertake a two-pronged approach to achieve this
objective. First, through an expanded cash transfer program,
USAID will encourage the GOE to adopt and implement policy
reforms in the fiscal, trads, financial sectors, and to privatize
all but the most strategic state-owned enterprises. Second, we
will encourage the GOE to further reduce subsjidies for irrigation
water, urban water, wastewater and power services and curative
health care. This will permit the government to target limited
subsidies, thereby reducing the deficit, while providing a safety
net to the truly needy during this period of structural
adjustment.

USAID's macro-economic policy reform program will concentrate on
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the fiscal and financial sectors to promote efficlent allocation
decisions, savingt and external resource inflows. Egypt
currently relies heavily on unstable external sources of revenue
such as Suez Cantl earnings and ol revenues. During the boom
years of ths 1970s and 1980s, Egypt neglected its internal
sources of revenuc leading to a weak tax base characterized by
low revenus elasticlty. ‘Ffax avoidance, tax holidays and the long
lag time between aszgessuunt and collection complicate the
picture. USAID will suppurt the Ninistry of Finance in its
afforts to broaden the corsrage of its salss tax and aventually
transform it into a full wnlue-added tax, introduce a global
income tax, rationalize itw customs duties on imports and
modernize its tax administvation systenm.

In order to accomplish thiwn, USAID will provide technical

" assistance to help the Miniutry of Finance develop potential tax

reform scenarios and model the projected revenue lmpact of each
raform. Once tha GOE decidis on a reform package, USAID will
again provide technical assistance and commodities to modernize
ard automate the administrative systems needed to collect the
taxes. Thess reforms are expected to broaden the tax base and
generate additicnal annual tax revenues.

Thess reforme will play a key role in supplying the government
with the resources it needs to reduce the budget deficit. At the
sam® time, USAID will support the IMF's program to limit GOE
expenditure growth,

As part of the Stand-by agreement with the INF, Egypt began to
reform the monetary system by liberalizing most interest rates
and introducing a treasury bill market. Banks are now free to
set their own interest rates which, after the first treasury bill
auction in early 1991, stabilized at about 18 percent.
Nevertheless, some distortions remain; for example, debt
instruments still face a 7 percent interest rate ceiling.

As a result of past policiss which set interest rates below
market levels and rationed credit i{n favor of inefficient state-
ovwned enterprisea, Egypt's four principal banks are severely
undarcapitalized. This adversely affects the solvency as well as
the stabiiity of the financial system. Furthermore, inequitable
tax treatment of financial instruments and institutions has
haxpered the develcopment of capital wmarkets,

Consequently, USAID's policy reform agenda will seek to remove

these distortions i{n the financial sector by: improving credit

allocation, elininating barriers to capital markets formation,

strengthening the financial structure of tha banking system and
increasing private sector participation in banking.

Specifically, USAID will encourage the GOE to submit legislation
to remove government controls over interest rates and require
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public sector lending institutions to lend at market interest
rates to public and private sector brrrovers alike. The GOE will
be urged to pass and implenent legislation which will provide
equal tax treatment for interest and other forms of capital
income. This legislation will alsc require commercial banks to
reach a minimun ratic of capital to risk-weighted assets of six
percent based on the Basle system. The GOE will alsoc be
encouraged to subait legislation to the Peoplas Asgembly to
remove the present interest rate controls on corporate bonds and
establish a private stock market. UBSAID will provide technical
assistance in the preparation and implementation of thase

reforms.

The second major thrust of USAID's macro-economic strategy is to
ericourage market pricing and cost recovery in sectors such as
irrigation, urban utilities and curative health care. Though the
GCE is making good faith efforts to curb expenditures and thereby
raoduce its budget deficit, its long-standing practice of keeping
the cost of living low through broad-based subsidies which are
enjoyed equally by the rich and the poor, still permeate its
planning. The GOE is increasingly aware that of the necessity to
reducs these subsidies and target them to only the very poor.
Moreover, economic pricing of curative health care, irrigation
water, urban water and wastewater and electricity is essential if
the government is to finance the operations and maintenance
programs required to sustain infrastructure and improve service
quality over the long term. USAID will continue to support
policy change in these areas and it will provide the necessary
technical assistance to ensble the GOE to initiate or raise user
charges in the aforementioned sectors by the mid-1990s.

3. Private Sector

A second strategic objective which will contribute to the
Mission's subgoal of increasing economic growth is jincreessed
v v en trade, Several of the key policy reforms
which support macroeconomic stability also will serve to promote
private investment and trade.

For many years, the GOE followed fiscal expansionary policles to
sustain government expenditures for subsidies of essential
consumer goods, preduction inputs, and the operation of state-
owned enterprises. This led to increasing pressure on public
sector financial institutions to allocate credit at below market
rates to sustain these subsidies, effectively crowding out the
private sector. Exchange rate policies also discriminated
against private firms, especially those engaged in export
activities. Foreign exchange was rationed, giving preference to
public sector firms by applying lower rates to then.
Fluctuations in the rates hampered non-traditional exports and
created uncertainties in the financial and commodities markets,

In 1991, the GOE adopted a policy of relatively free market
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exchange rates. USAID will continue to monitor the functioning
of the foreign exchange market and its impact on trade and

investzent.

Distortions in money markets, including nominal ceilings on
interest rates well belov ths rate of inflation and credit
rationing to curb excess demand stifled the development of
capital miarkets end yielded no real savings in the economy for
investments. After credit wvas rationed in favor of the public
enterprises, there was little laft over for private investment.
USAID-sponscred reforms in the financisl sector will equalize
access to credit between the public and private sectors and boost

investment.

Investment policies which continue to constrain the private
sector include an investment law which requires companiec to
distribute at least 10 percent of their profits to employees and
reserves to the government the right to set production levels and
prices. 1In addition, the application process itself is
cumbersome. The approval process is not transparent and is
perceived by private investors to be capricious. For instance, a
Joint Stock Companies Law provides the basis for the formation of
private companies but requires 51 percent Egyptian ownership,
thereby limiting foreign investment in Egypt. USAID will provide
technical assistance and sector support to help the GOE moditfy
these investment laws by 1993,

As the GOE proceeds to implement tax and other fiscal reform
measures which will narrow the budget deficit, USAID will work to
elipinate distortions in the trade sector. The trade sector is a
solid platform from which Egypt can grow, earn foreign exchange,
service ite debt and boost domestic sources of revenue.

Egypt has historically pursued an import substitution strategy at
the expense of export promotion. The government monopolized
imports and introduced barter deals to direct exports toward
tinancing the import of military hardware. Yet, high world
prices for oil, tourism receipts, Suet Canal revenues, worker
renittances and foreign aid could not prop up this strategy
indefinitely. The government's failure to broaden and diversifty
the export base hit home in the 19808 when revenues from these
other sources declined drastically.

Trade policies which employ import and export bans and
restrictions to protect inefficient import substitution
industries have stifled trade. Controle in the sector have also
had damaging effects in removing competitive incentives to
efficiency, retarding export development, promoting capital
flight, and discovraging foreign investment and technology
transfer. Correcftive measures thus fur have concentrated on
reducing non-tariff barriers to import and exports and the
reduction of import duties.
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USAID will complement these initial reform efforts by providing
technical assistance and sector support to the GOE to develop
outward-looking, export-oriented trade policies. We will work
together to modernize the systems by which Egyptian exporters
q:gn access to imports; eliminate trade policies which hinder the
ability of private sector firms to compete on an equal footing
with public sector firms; reduce the coverage of import bans
which prop up inefficient public enterprises from 23 to 11

srcent of domestic manufacturing and agricultural output;
eliminate state export and import monopolies; and harmonize the
zgyptiln system of customs duties with standard international
cla

ssifications.

The proliferation of public enterprises in the Egyptian economy,
combined with a regulatory environment which favors them, has
severely constrained the growth of private enterprise.
Simultaneously, surplus labor, inefficient production and
management--in short, a lack of profitability-- has meant that
real growth in output of public enterprises has been low. Only a
vital, growing private sector can fuel Egypt'l davelopment in the
19908 and beyond. Privatization of public enterprises is
essential to foster competitive markets for existing private
firms and encourage nev ones to enter the market., Privatization
will support private investment by removing subsidies to former
State-owned enterprises, forcing theam compete fairly with private

business.

USAID will support initiatives to develop the legal and
administrative framework necessary for privatizing state-owned
enterprises. USAID's strategy for privatization will supplement
the policy conditions of the SAL by assisting the GOE to
privatize selected enterprises in the tourism, industry, and
agriculture sectors which it has identified in its econonmic
reform program but which are not covered by the SAL. We will
also provide technical assistance to help the GOE privatize its
public enterprises such as: helping in the organization of the
Public Enterprise Office (PEO); development of a strategy for
privatization; working with recently established holding
companies to identify candidates for privatization; valuation and
restructuring of companies; and, assistance in actual
divestiture. The government's goal is to privatize 15 enterprises
with combined assets of at least 500 million Egyptian pounds by
the end of 1993,

USAID also will assist the government to un1t¥ all business laws
t

and replace the current system of licensing with a simple
registration process by 1993. 1In support of these privatization

activities, USAID will explore the poasibility of providing
sector assistance to enable the GOE to reduce surplus labor--a

major obstacle to privatization.

A second generation of problems which hampers investment and
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productivity includes lack of access tos aﬁropriatc cechnology,
accurate maxket information, oredit by small and micro
businesses, and a dearth of well-trained private sector managers.

UBAID's 'tnt"! vill address each of thess constraints to
privats entarprise growth and will build on current activities

over the strategy period.

USAID assistance to the nevwly-created Export Development Center
(BDC) vill enable Egyptian exporters of fruits and vegetables and
1ight manufacture (non-traditional exports) to take advantage of
nearby markets in the Middle Zast and Burope. Working with this
private entity, AID-financed teachnical assistance ( including
some provided by the International Executive Service Corps) will
provide expartise in efficlent production methods and in the
formation of a data base that vwill assist the narksting of
products. since good {nformation about markets is also crucial to
exporters, USAID will work with the EDC to develop information
systems for this purpose. The Mission also will support a newly-
established private sector think tank, the Egyptian Center for
Bconomic Studies, to provide objective, independent sconomic
research and policy analysis to support a market economy.

Mission programs in support of the informal sector have been
successful. USAID/Egypt plans to expand its support in this ares
until financial sector distortions that dony credit access to
small and micro enterprise groups ars remcved. The potential of
these groups in making tha econcmy grow is significant, and as
most srmall and micro businesses are laboer intensive enterprises,
they alsc have the potential of alleviating Egypt's uneaployment

problen.

As Egypt's market economy evolves, the need for private sector
managers tralned in modern management theory and practices will
become acute. Both in-country and off~-shore training will play a
role in this area. USAID will support & management training
program jointly sponscred by the government and the Egyptian
Businscsman's Association (EBA) to cugou Egyptians to current
management theory and practice. The Kission's Development
Training Project will address other private sector training
needs. Tror exanple, over 80 short-term training slots have been
reserved for candidates from private sector companies spanning a
range of enterprises, including small and micro enterprises.

rinally, the importance of infrastructure for private enterprise
cannot be over-emphasized. Infrastructure today is barely
adeguate to support private business opportunities. As the
transformation of the economy occurs and private investment
(domestic/foreign) grows, infrastructure rust be in place to meet
increasing private sector needs. As the Mission plans future
infrastructure initiatives, it will pay priority attention to
targeting them toward areas in which there is potential for




private enterprise growth.

€. Agriculturs
The third strategic objective--increased production.

~=a3180
contributes to the subionl of increased growth in the economy.
In order to achieve this objective, the government must refora
its policy and institutional environzent, develop and disseminate
nev technology for the production and processing of commodities,
and improve the efficiency of water use.

By the 19808, the economic impact of distorted policies prompted
the GOE to embark with USAID on a comprehensive program of
agricultural policy reform. However, if sector performance is to
improve and add to the nation's supply of food and exports,
further reform is required to remove remaining price controls for
cotton and sugarcane, eliminate government control over the
cropping pattern, and remove subsidies for livestock production.

USAID's current policy and institutional reform program is
directed at liberalizing product and input markets and increasing
private sector participation in agricultural processing and
marketing activities. We will be adding some new reform measures
in these areas to the ongoing Agricultural Production Credit
Project and we will design a follow-on activity which will
solidify and extend gains achieved to date.

Policy reform alone will not contribute to higher agricultural
production and productivity without s reliable flow of modern
teqhnoloqx. B?yft's unsophisticated marketing and processing
capabilities linit the access of axporters to foreign markets and
they result in post harvest losses of 20 percent or more for
vegetables and other crops. USAID will assist Egypt's effortes to
adapt and disseminate marketing and production technologies which
are already in use elsevheres in the world.

Continued high population growth and the rapid pace of
urbanization remove approximately 30,000 acres of fertile Delta
land from agricultural production each year. As a result, the
government has been forced to reclaim desert land for
agriculture. Expansion into thesse new lands is constrained b
the quantity and quality of water for irrigation. The Nile river
is the primary source of irrigation, supplying 95 percent ot
Egypt's water. Given the finite nature of this water resource
and the linited availab111t¥ of groundwater, it is imperative
that Egypt increase the efficiency of water use in agriculture
and improve water quality.

USAID's current program in irrigation management finances major
technology transfer investments (telemetry and communications,
computer-based models, autonmated water management data bases, and
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high technology mapping capability). The program £lso emphasizes
gesearch and human resource development to improve management of
ggypt's irrigation system and thereby increasa efficiency of use
and equity of water alloocation. The Mission will design a

foilov-on program to augmsnt current progress and will also focus

oh cost recovery.

USAID-funded research and technology transfer activities will
continue to disseminate nevw methoés and varieties for Yrovinq
traditional cereal crops, but will increasingly smphasize higher
value fruits and vegetables, cotton and crops suitable for
cultivation in reclaimed desert lands. PFinally, USAID will
develop a nevw program activity to adapt and disseminate
technologies to agribusiness to ingrovo post-harvest handling,
marketing and processing of commodities.

SUBGOAL II: ENHANCEDR HUMAN RESOURCE PRODUCTIVITY AND QUALITY OF
L1rs

A. Social Sectors

The second major dimension of the USAID strategy, enhancing
human resource productivity and quality of life of Egyptians,
reinforces the first objective of increasing economic growth. In
addition to policy-based programs to reform the overall structure
of the oconon!, USAID will support programs in human resources
development, infrastructure and the environment which will have a
direct, and nore immediate, i{mpact on the quality of 1ife of

Egyptians. )
1. Population

One of the major constraints to achieving economic
growth and better quality of life for Egyptians is the rapid pace

-—

of population growth, which has more than doubled over the past
thirty years to reach 56 million people. Hence, the Mission's
strategic objective for the population sector is the increaged
v . If

Egypt'n fertility rate were to remain at the current level of 4.4
births per woman, the population would reach 92 million by the
year 2013. Even now, Egypt is lLard pressed to expand services,
such as education, and employment opportunities fast enough to
keep pace with population growth. Moreover, the population now
Places intense pressure on Egypt's limited land resources.

A major factor contributing to the high rate of population grovwth
is a sharp decline in -ortalitx rates since World War 1I without
& commensurate decline in fertility. The key to reducing the
rate of population growth is to reduce the fertility rate, that




is, the average number of children a voman bears by age 49 at
current fertility levels. While there are a number of factors
that influence fertility (maternal education, urban versus rural
residence, age of marriage), the single most important is
contraceptive use. Increasing contraceptive prevalence has been
a major objective of USAID's assistance to EBgypt since 1978.

With USAID assistance, family planning activities in zq¥£t have
achieved notable success since the 1970s. The total fertility
rate fell from an average of 5.2 births per wvoman in 1980 to 4.4
births in 1988 cue in large part to an increase in the
contraceptive prevalence rate (CPR) from 24 percent to 38 percent
of married vwomen of reproductive age. Preliminary results of
the Central Agency for Public Mobilization and SBtatistics
(CAPMAS) Maternal and Child Health Survey indicate that the CPR
increased to almost 48 percent by the end of 1990, a doubling of

the rate of contraceptive use in 10 years.

Despite these achievements and the existence of a general policy
framework which supports family planning, even further reductions
in fertility rates are possible. However, the government still
constrains the expansion of family planning services, prevents
private sector entry into contraceptive manufacturing, and
impedes cost recovery. The Mission will work with the government

to reduce these obstacles.

The primary technological constraints to increasing the CPR are
lack of access to more longer term clinical methods, such as
injectables and NORPLANT, and lack of local manufacturing
capability for inter-uterine devices (IUDs).

USAID and the GOE will work together to increase contraceptive
prevalence from 48 percent in 1992 to 33 percent in 1997, and to
increase use effectiveness from 81 percent in 1992 to 91 percent
in 1997. This is expected to help the GOE achieve its goal of
reducing the fertility rate from its current level of 4.4 births

per woman to 3.5 by 1997,

In order for the GOE to achieve these targets, couples must have
access to information and services wvhich will enable them to
select an effective method, use it corroct1¥ and continue use.
Studies shov that three in five women of childbearing age want no
pore children. More than half of their husbands alsc desire no
more children. These data suggest that, given access to
information on family planning and high quality services, couples

would use contraception.

In response to such findings, USAID will work with the State
Information Service to develop a nationsl communication strategy,
intensify family planning television campaigns, and give priority
to information-education-communication activities.




rting these efforts, USAID will also assist the Ninistry of
Nealth (MOH) to upgrade the content and methodology of physician
and nurse training courses, train more than 10,000 service
roviders at the national and governorate levels,
nstitutionalize its counseling oourse and stre its
outreach capabdilities. The Mission will provide IUDs, NORPLANT
and onndoms to the public sector, the increasing the number
10 years of proteotion from 4.0 million in 1992 to 8.0

of ooup
million in 1997.

Aocording to the 1988 Demographioc Nealth Survey, the private
commercial sector provides approximately 70 percent of family
planning services in . Mission strategy cannot overlook a
service provider of this importance. MNoreover, since this sector
sustains its own activities by charging customers for goods and
services, it requires only limited assistance in information,
education and communications and training of private sector
service providers, including more than 4000 pharmacists. The
Mission will focus its support to the private, not-for-protit
seotor on the Egypt Family Planning Association, which is the

aajor private voluntary servics provider.

To help overcome institutional veaknesses which have an impact on
outreach programs, USAID will provide technical assistance to
develop the capability of the National Populaticn Council, as
vell as governorate level offices, to plan, coordinate and report
on family planning activities at the national and local levels.

USAID will assist four other hglountlng agencies under the

current Population/Family Plann 11 and its successor project
to {mprove their nnagoncnt capacity. For example, technical
assistance and financial resources will be geared toward
assisting thu MOH to produce, distribute and implexment an
operations manual; improve its contraceptives tracking system:
and produce timely, comprehensive annual plans. USAID vwill
aasist the NPC to produce and distribute a strategic plan for
population and fanily planning in Egypt based on service data,

research and national policy.

2. [Health
The fifth strategic objective is to improve maternal

During the late 1970s and urll 19808 USAID worked with the GOB
to increase access of the rural and urban poor to health services
to reduce the high infant nortaut¥ rate, 8ince access alone
was nhot sufficient to improved health, USAID and the GOE exbarked
on a program to introduce cost-effective technologies such as
oral rehydration therapy (ORT) into more than 3600 outpatient
clinics nationvide. Working with United Nations agenclies much as
UNICEF and WHO, the GOE and USAID implenented extensive public




avareness campaigns, trained health workers, and improved ORT and
imnunization services.

Theso efforts led to dramatic increases in coverages for ORT and
immunizations. As a result, the infant mortality rats dropped
from 87 deaths per 1000 live births in 1983 to 43/1000 in 1991,

Despite these accomplishments, Egyptian children continue to die
fros preventable causes, such as acute respiratory infections
(ARI), diarrhea and complications of pregnancy. The maternal
mortality rate also remains high at 260/100,000.

Other communicable diseases still afflict the population in large
numbers. In 1990, there were almost 600 recorded cases of polio.
Between 50 to 80 percent of the :gyptian population show signs of
previous hepatitis B infection and 4 to 10 percent are chronic
carriers. As many as 25 million Egyptians are at risk of
contracting schistosoniasis while 9 million (many of thenm

children) are already infected.

The principal constraints to improved maternal and child health
axe inappropriate policies which have weakened the institutional
delivery of preventive services. For example, by attempting to
subsidize curative health care for the entire population, the
Ministry of Health allocates much of its budget for this purpose
at the expenss of funding cost-effective preventive services
vhich have the most impact on reducing maternal and child

mortality.

Personnel policies reinforce this bias by promoting an excess of
physicians (wvho command the lion's share of the MOH personnel
budget) and a dearth of nurses. The physician dominance of the
health sector, combined with the almost exclusively curative
nature of medical sducation, results in a predoainance of high-
technology, curative approaches to hsalth care rather than the
low=technology, more cost-sffective measures recommended by the

WHO and many donors.

In order to improve maternal and child health, USAID and the GOPE
have adopted a three-pronged approach. PFirst, USAID will provide
technical assistance, commodities and train at least 80 percent
of the Ministry's health workers to maintain the traditional
program of immunization against six major childhood diseases, at
coverage rates above 80 percent. USAID will subseguently
evaluate the feasibility of assisting the GOE to reach its goal
of raising coverage rates to 90 percent by 1997. Moreover,
through mass campaigns to vaccinate pregnant women against
tetanus, USAID and g:o GOE hope to raise coverage ratesz to 70
gtrcent by 1995. USAID will also sponsor the introduction of
epatitis B vaccine into the immunization prozra- through
c

technicel assistance, training and the financing of an initial
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tvo-year supply of the vaccine with the objective of immunizing
80 percent of the target population by 1993. 1In efforts to
reduce the incidence of communicable dissases, the Nission will
oontinue research activities to discover a schistosomiasis

vaocirse.

The second part of USAID's approach to reducing child mortality
is to introduce a national program for the detection and
treatment of acute respiratory illness in the NOH and private
sectors such that 30 percent of prina:z health care physicians,
nurses and technical staff recognize the symptoms of sevare ARl,
and 60 percent of physicians prescribe approved drug therapy.

The success of any program to combat ARI hinges on placing more
responsibility on the mother as first-line care giver. Hencs,
USAID will help the MOH and the private sector develop a media-
based educational campaign for mothers, teaching them to
recognize signs of serious ARI cases and seek treatment.

Finally, in order to reduce both maternal and infant mortality
due to complications of pregnancy, USAID will provide technical
assistance, comnodities and tralning such that 80 percent of MOH
primary health care facilities provide imprcved prenatal,
delivery and post-partum services. The objective is to encourage
60 parcent of women to seek prenatal care; ensure that 70 percent
of deliveries are attended by a trained traditional birth
attendant, nurse or physician; make 70 percent of women avare of
the benefits of spacing their children and ancourags 80 percent
of mothers to breastfeed their babies for at least four to six

months.,

In order to accomplish these objectives, USAID will assist the
GOB to introduce preventive concepts into its pre-service and in-
service physician training curricula. USAID will also launch a
major effort to reform curricula and improve training for
secondary technical and baccalaureate nurses.

If these programs are successful, they should help to GOE to
achieve its goal :'f reducing the infant mortality rate to
37/1000, the child mortality rate to 5/1000 and the maternal
mortality rate to 200/100,000 by 1997.

B. Public Utilities

1 1Tho sixth strategic objective, which falls under Sub-goal
I, is e S

Egypt's 56 million people 1ive almost entirely on the 4 percent
©f arabls lund that comprices the Nile Valley and Delta,
constituting a population density nearly double that of
Bangladesh. Density in Cairo, for example, averages 29,000
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inhabitants per square kilometer and may range as high as 116,000
persons per square kilometer, one of the highest populstion
concentrations {n the world. Population density and growth in
other large tian urban areas, such as Alexandria, the
Provinoial Citles of Peni-Suetf, Fayoum and Minia, and the Canal
Cities of Port Saida, Ismailia and Sues, is also very high. The
Government has tried to deal with the strain this gr in
gopulatlon has put on urban infrastructure by heavily invasting

n alternative growth poles in new cities.

Y
[}

Historically, urban infrastructure programs have constituted a
1.:10 percentage of USAID assistance to EBgypt. NMajor investsents
include: §1.956 billfion in water and vastavater; $1.33¢ billion
in electric power; and $282 nillion {n telecommunications.

since 1975, urban infrastructure has accounted for $3.56 billion
in obligations or approximately 45 psrcent of the Mission's
entire project budget.

In spite of these sfforts, a full complement of reliable and
technically efficient public utility services are not yet
available to a large portion of the urban population in Egypt.
Existing public utility infrastructure has deteriorated and newv
construction has not kept pace with rapid population growth in
Egypt's large urban areas. Sewer flooding and water shortages
are no longer prevalent in Cairo and flooding in Alexandria and
in several of the Provincial Cities has been alleviated due
largely to USAID's past and current efforts. Further expansion
and improvement of urban publioc utility infrastructure,
especially wastewvater and some water faclilities in large urban
arocas, is essential to improve the quality of 1ife and
productivity of the Egyptian population. I[owever, the amount of
future assistance in these sectors hinges on the GOE's
willingness to reform policies, particularly those relating to
cost recovery and operations and malintenance.

1. VFater/wWastewater

The importance of potable water and sanitary drainage
to the Egyptian economy and the quality of life cannot be
overstated. The Nile is the .source of 80 percent of Egyptian
drinking water and it is to the Nile that the wastewvater effluent
eventually drains. Approximately 25% of the population have no
source of treated water and 70 percent do not have access to
geverage collection systems. Pollutants in this closed system
have szqniticant environnental impact., The Mission's
Environmental Strategy identifies degradation of water quality
and inadequate disposal of untreated wastewater as major
environmental threats.

S ———

USAID has provided nearly $ 2 billion over the past 14 years to
help people have better access to potable water and to have
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severage removed from the streets, 1995, wight cities with g =
vombined population of 17 million, :¥ roughly one out of every ‘:
three Egyptians, vill have received improved vater and vastevater)
services threugh current USAID-funded activitias. USAID has
focused this assistance in urbar centers of production and
commercial growth, vhere vater and severage problems are more
visible and vhere larger numbers of people can benetit.

Dsspite these achievements, the needs of the syatem remain
substantial. USAID assessed these needs in 1991 in collaboration
with the World Bank. The conclusion is that simply to maintain
present levels of service, rehabilitate or replace deteriorated
facilities, and to operate and maintain systems propsrly will
require nearly $600 million per year. This does not take into
account increased population growth in urban centers, which could
causs system costs to riss to $1.1 billion/yr.

Current investments in the sector are threatened by chronic
underfunding and by ths weaknesses of the entities which are
responsible for cperations, management and maintenance of water
and wastewater facilities. The central government inflexibly
controls funding in a process which is not responsive to local
needs, Utilities which have the responsibility for providing
these services have little control over their financial and
organizational circumstances. They retain no revenues; they have
no voice in setting tariffs or rate structures: and they are
overstaffed by an underpaid workforcae.

The last National Water Tariff schedule set in 1587 called for a
doubling of rates to all categories of consumers with the target
of covering 100 percent of OtN costs for water and 50 § of OLM
costs for wastewater by 19%2. Howsver, because the schedule vas
not indexed for inflation, anticipated real gains for meeting
cost recovery have long been eroded. Even though subsequent
Prime Ministerial decrees have authorized the governorates to
increase tariffs at rates substantially higher than the schedule, i
?ovornors and local popular councils have been reluctant to H
mplement the decrees. This is llkely to remain the case until

these localities get the authority to retain, as well as raise

revenues. In addition, the real costs of operation and

maintenance are unknowin making it difficult for decisionmakers at

all levels to implement an effective tariff poiicy.

Institutionally, national polic, setting bodies in this sactor
are weak. Organizational autherity and responsibility is
dispersed arong numercus public entities at both the national and
local levels. pifficulties in c~ordination among these bodius {s
often encountered. Since central government controls inhibit the
autonony of local water and wastewater organlzationn, the
managers of these facilitier make few decisions. Subsidies are a
disincentive to efficient operations. Finally, the training ot
the engineers and technicians to run the systems has been
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that 24,000 pecple with these skills will have to be trained in
the next 10 years. S

USAID's objective in this area is to increased number of water
and vastevater facilities in urdban areas. The sine qua non for
additional assistance will be polic{ and instituticnal reforas in
the vater and wastewater ssctors. Although we have bean active
in cost recovery discuasions for the past several years, much
B2Oore progress must be made to ensure the sustainability of
current investments. We are also providing financial support and
technical assistance for organizational reform efforts, but much
more progress is required here also.

The genersl outline of the reform agenda which we will pursue in
connection with any nav assistance Includes: 1) reorganization of
utilities into regulated modern municipal utilities with the
appropriate authority and sxills; 2) existence of 100 percent O&M
cost recovery plans to be implemented as mutually agreed; 3)
reform of personnel systems and operators certification prograns;
and 4) tariffs raised and regulated by a public, but non-
governmental body. USAID will provide technical assistance and
training in support of this agenda.

In general, the USAID strategy will shift its emphasis from water
to wastawater. Because of substantial donor assistance for vater
projects in the 1980s, and because Egypt is now undertaking major

wvater facility construction projects on its own, water coverage
is far more extensive than sewerage and there is less of a neod
for donor assistance. An exception to this is in the sone of the
provincial and secondary cities which require water treatment
plants which exceed the capabilities of local contractors.

‘Conversely, the wastewater establishment relies almost completely
on donor assistance for expansion of the large collection
networks, rehabilitation of pump stations and construction of
treatment facilities, Technically, construction for collection,
treatment and disposal of sewerage is considerably more
complicated than treatment and distribution of water. Egyptian
contractors have developed little experience in large scale
wastewater technologies therefore the need for assistance in this
area remains substantial.

Consistent with this strategy, and contingent upon serious
government efforts at reform in these sectors, USAID plans to
develop a new generation of water and wastewater activities, with
erphasis on the latter. In this regard, we will consider
supporting follow-on wastewater projects in Cairo and Alexandria.
We will also consider a combined water/wastewater progrzn in
several of Egypt's "sacondary® cities.




2. [Electric Poyer

The Egyptian electric power system serves nearly 11
million customers concentrated in Cairo, Alexandria, the Delta,
and along the Suez Canal and the Nile River. Rlectric energy
comes from generatirg facilities vhich are installed at strategic
locations in the Nile Valley, the Delta and the Suez Canal and
vhich are integrated by a complex network of transmission lines.
Areas cutside the reach of the pover system are supplied froa gas
turbines and diesel driven generators. These tacilftio- are
state-owned and are the responsibility of the Ministry of
Electricity and Energy (MEE) and five operational and executive
authorities. The Egyptian Electricity Authority (EEA) is
responsible for the planning of the bulk power supply that
includes generation and transmission at high voltages.

Egypt's 157 generating units have a combined capazcity of nearly
12,000 MW which should be enough, along with currently planned
additional capacity, to meet customer demand: until the year
2001, USAID has played a major role in developing this capacity,
providing nearly $1.6 billion since 1977. This includes support
for: 1) power system planning, construction, operation and
maintenance, and utility arrangement; 2) expansion and
rehabilitation of 4800 megawatts (MW) of generxrating facilities:;
3) rehabilitation of transmission facilities; 4) rehabilitation
and expansion of distribution systems; and 5) establishment of
computer centers to monitor, supervise and direct the operation
of the bulk power supply network and the nztwork serving
Alexandria. The major focus of future USAID support to the
sector will be the improved performance of existing electric
generation and distribution facilities.

While generating facilities and transmission and distribution
networks are adequate to meet current customer demand, the
electric power sector faces a number of constraints which, if
uncorrected, will increasingly impede the sector's overall
efficiency. Broadly, these constraints invelve: policies related
to economic pricing of electric energy: institutional issues
relating to training of middle management staff; transmission and
distribution networks; and technical issues invelving imbalanced
allocation of financing to generation; energy losses; and lack of
facilities to manage regional systenms.

Government subsidies to the sector have kept electric enargy
prices far below eccnomic prices and, as a result, customers have
- no incentive to control consumption, and industry utilizes
obsolete and inefficient processes. In recent years, the
government has irplemented a seriee of price increases (reaching
‘nearly 60 percent of long range marginal cost of producing
electricity) in connection with USAID's support to the sector.
owever, tariffs remain well below economic pricci. USAID has
financed a comprehensivas electricity pricing study that provides
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. the foundation and methodology for energy pricing in the future.
Based on this study, Bgypt is required, under the World Bank's
 SAL, to achisve long-run marginal cost pricing of electricity in
1995. USAID's support in this sector will continue to be linked
to nsgotiated incremental achievements of this objective.

' USAID will also support a Policy Reform and Institutional
Assessnent to look at the legal and financial impediments to

.  inpcreased efficiency, systea tcliublllti, cost savings and

| revenue generation. This assessment will recommend a time-phased

. plan for improvements in financial performance, changes in

J poiici:; and regulations, tariff structures, and tariff
collection.

Institutionaliy, the develcopment of middle management within the
Ministry of Electricity and Energy has not kept pace with the
evolutior, of the utility system. Managers at this level have had
little or no exposure to effective management techniques or the
zanagement functions of utilities operations. This will have long
tern implications for the overall managenent of the system. USAID
is nov supporting an fxecutive Managerment Development Program for
senior management in the Ministry of Electricity. To further
enhan:e the government's capacity for utility management, USAID
will finance ar assessment of longer-term management development
goais and help design and finance a program which will meet these
goals,

Among the technical constraints to sector efficiency is the
unbalanced financing of system facilities vhich has favored the
development of genoration capacity at the expense of transmission
and distribution. With responsibility for thaese functions divided
between two different authorities, this bifurcated planning and
financing has resulted in nearly 70 percent of total sector
funding allocated to generation, with the rest going to the other
functions. In a well planned system, allocations to these two
elemonts should be roughly egqual. USAID programs will seek to
address this imbalance through increasing emphasis on
transmission and distribution in the systenm.

Energy losses on the transmission and distribution system are 65
percent to 70 percent higher than i{s reasonably acceptable. The
Egyptian Distribution Authority (EDA), with USAID support, is
studying the causes of high energy losses and will be developing
a nationwide program to reduce losses to reasonable levels.

After this study is completed, USAID will determine the
appropriate ass{mtunce to assist the EDA reduce losses in the
system. USAID currently plans to finance new transmission
substations in Alexandria and Cairo to relieve facilities that
will be overloaded in the next few years. This will reduce the
1osses that are caused by such overloads. USAID will also support
energy efficierncy improvements through rehabilitation of
gensration cnpac!ty at thermal power facilities and at some |
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utilizing gas turbines.

The National Energy Control Center is responsible for the
reliable operation of the 300 kilovelt (XV) transmission system.
While there is one regional control center currently in
existence, and another in development, there is no centralized
control of the electrical networks serving various other \
operating zones. Effective management requires the collection and'
pressntation of data on system performance that alerts center
management to undesirable trends or abnormal conditions. USAID
will finance the construction of a Regional Control Center which
vill collect and display o§¢ratlnq data for the Cairo Zone. The
EEA Control Center will utilize the information to more
effectively manage the operation of this complex network. This
willlcontr bute to reduced losses and enhanced quality ot
service.

.

3. Islssémmunisatien:

A modern, efficient telecommunications netvork is a
crucial component of the economic infrastructure. Adequate
telecommunications services enhance the sfficiency of private
sector firme, government services, and agricultural producers.
Telephones ¢greatly improve the dissemination of market
infornation, which allows market participants to respond rapidly

to demand and price conditions. Thase hansfite nnnepitot: b,
WV B s Wiskires e ‘AuppuLive ot 1nve’tment' jOb C?eltibn, .nd OCOhOliC

growth.

An assessment of the telecommunications sector in 1978 identified
the need for a twenty year, $20 billion program te rehabilitate
and modernize the telecommunications network. Thus far, $2
billion has been invested in the sector, falling considerably
short of the declared objective. Underinvestment is the single
greatest factor constraining the development of the
telecommunications network.

Since 1978, USAID supported the expansion of telecommunications
in Egypt, providing $345 million. This includes support for: 1)
equiprent to raplace obsolete motor driven rotary telephone
switching aystens in Cairo and Alexandria with electronically
controlled switching systems, increasing their capacity from
127,000 lines to 295,000 1lines; 2) equipment and materials to
expand and rehabilitate associated outside plant cabla nstworks:
and 3) the expansion of two existing exchanges by 24,000 lines
and the installation of state-of-the-art digital switching
systeas for three new exchanges with a capacity of 74,000 lines.

While the Egyptian telecommunication network has expanded rapidly
over the last decade, the sector renmains strained and
underdeveloped. Currently there are 2.15 million telephone lines




in Egypt servinhg a population of more than 5¢ million people, a
telephone line density of nearly four telephones lines for every
one hundred (4/100) Egyptians. The official waiting list for nev
telephone service is 1.2 million, of which Cairo and Alexandria
account for more than half. Egypt's large population, combined
vith its high annual growth rate, means that the government phone
company, ARENTO, must install an additional 45,000 lines par year
just to maintain the current telephone line density. An
additionsl 300,000 lines per year ars required if the govornuont
is to achieve its goal of increasing the national density to
10/100 population by the year 2002.

USAID's strategy in the felecommunications sector is to support
governsent objectives which are to: (1) extend telecommunication
services: (2) replace overburdened switching equipament which
relies on outmoded technology: (3) reduce service interruptione
due to network problems through more responsive maintenance: (4)
improve call completion rates: and (5) to train ARENTO employees
in the planning, operation, maintenance, and repair of the
squipment provided under the project.

The Egyptian telecommunications network currently faces a nunber
of constraints which, if uncorrected, will impsde the network's
overall efficiency. Broadly, these constraints involve policies
related to economic pricing of teleconmunication services,
institutional issues relating to the developmant of technical
staff, and technical issues caused by equipment which originates
fron several different countries.

With respect to pricing policy, the cost of domestic telephone
service is not covered by domestic service charges. As a result,
ARENTO depends on revenue genaration from connection fees and
high international tariffs. Connection fees bear no relationship
to actual connection costs and are established in many instances
to regulate application for telephone service. USAID will
finance a series of studies and assescments of the
telecommunications sector to improve market pricing and cost
reccvery and define constraints to the efficient operation of the
ARENTO. The study will recommend reforms which, if implemented,
will ¢nable the telecommunications sector to operate on a
comnercial basis,

Incompatible system equipment causes inefficient call routing and
constrains the operations of the national network. For example,
thare are twelve different types of awitching equipment in the
netwvork each with different transmission standards. USAID will
finance network standardization, expansion and modernization, and
the development of facilities that vill improve the management of
the national network. Specifically USAID will finance: service
to over 500,000 houssholds and businesses currently without
access to telephones, increasing telephone density to ten per
hundred Egyptians; replacement of approximately 175,000 lines of
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obsolete crosibar equipment and temperary switching equipnment;
and training for ARENTO staff to improve oxiuting uklgg-pand gain
n

nev sxpertise in planning, operat maint '
national notwork.p ng, operating, and alning EZgypt's

USAID also will finance o centralized cperations and maintsnance
control center that will identify system problems, generate
status reports, and dispatch alarms in the event of service
intarruptions. The center would provide the ARENTO with
information to diagnose problems within exchanges, in the
transanission system, and in the distribution system. In sddition,
USAID will finance a Network Operations Center which will provide
surveillznce, analysis and control for local and toll traftic
vithin the network.

-

¢, Environment

The Mission's seventh strategic objective--gnhasced
r-atection of Eqypt's freshwater and air rasourceg--is slso ained
at improving the quality of 1ife of Egyptlian citizens.

Sericus environmental degradation constrains not only Biypt'u
economic development, but the health and livelihood of its
citizens. Available evidence suggests that environmental damage
to Egypt's water resources is most sarious, followed by air,
coastal and marine, and land resources.

Unfortunately, there is currently no strong public pressure for
the GOE to formulate and implement policies to protect the
environment. Moreover, the Egyptian Environmental Affairs
Agency, the entity charged with environmental regulation, lacks
the authority, budget, staff and technical resources to fulfill
its mandate. Egyptian industries employ outdated and wasteful
technology whose by products are injurious to the environment.
Upgrading this technology will be a long and expensive process
and one which is not likely to occur in the current, controlled
sccnomy. Until the policy environment is more favorable, the
Mission is reluctant to initiate a major, discrete project in the
" snvironment. llowever, we will integrate & new environmental
dixension into several current and planned projects in areas
where we are already having substantial environmental impact,
such as water/wastewater, agriculture and energy.

Other elements of the Mission's policy reform agenda indirectly
benefit the environnent. Reducing subsidies on inputs iike
fertilizers and pesticides, a feature of our Agricultural
Production Credit Project, will have a positive environmental
impact on land and water resources. Moreover, our support for
irrigation cost recovery and irrigation improverent activities
contributes subctantially to the conservation of Egypt's water
resources.




The Mission will also seek to upgrade the environmental poliocy
analysis capability of selected line ministries by implementing
prototype policy studies as part of its irrigation, agriculture,
snergy and water/wastewater portfolios.

USAID will continue its outrsach to private sector firss through
the industrial energy conservation project. Also in Lho private
sector, USAID will encourage proposals for pollution prevention
and environmental protection activities, and environmental
avarsness programs as part of its PVO grant progras.

rirally, the Mission will seek to improve anvironmental avareness
by fostering the free flow of information among Egyptian
agencies, internaticnal organisations, PVOs, private firms and
the academic community. Working through existing information
systems such as the Egyptian National Science and Technology
Information Network, the Mission will support efforts to
establish permanent repositories of environmental datx so that
they are available for critical analysis and review by the entire
spectrun of investigators. :

USAID's technology transfer activities in sectors such as
vater/wastewater, energy, industrial enerqgy conservation and
irrigation will all have a positive impact on the quality of the
environment in Egypt.

SUBGOAL III: HTRENGTHENING OF SBLECTED DENOCRATIC SYSTEMS,
INSTITUTIONS AND PROCESSES

As a nev initiative, the USAID mission has begun a governance and
judicial strengthening program to support the liberallzation of
Eyyptian society and the reinforcemeant of the economic reform
process. The program will enhance government accountability and
improve managenent of the key representative and legislative
conponents of government. It will strengthen the effectiveness
of representative government, information systems and media
institutions that are essontial for responsive and accountable
government. The program will also strengthen key judicial
systems at national and/or local levels, improve judicial
managerent and support for the autonomous rights of individuale.
At local governnment levels, the progras will enhance the role of
elected local councils in docinion-naxing and the relationships
of these councils with the national parliament and other
ropresontative bodies of government.

The Mission has initiated a dialogue with senior representatives
of key lagislative, judicial and local government institutions to
determine their interast in strengthening the representative
elements of government, and in judicial reform. Initial
discussions have been favorable, and the mission is nov preparing




three soctor assessments which will identify othor areas for
potential suppart. The sector assessmenls include: 1) a
Political Economy Assessment of the economic and political reforms
process, with opportunities for strengtherning the reform process;
" 4) an assessaent of governance institutions consisting of an
analysis of representative institutions and the media at the
national and local levels 3) a legal/judicial refora assessment.

Following the completion of the sector assessaents, the mission
will develop a Democracy Initiatives Strategy which is expected
to be completed in June 1992. The strategy vwill define a
strategic objective for political dovolognont, identify the key
areas for program intervention, and establish the major
performance management objectives for the governance and judicial
strengthening progran.

Prograxn development will occur in two phases. An Interim Program
vwill begin after the sector assessnents and strategy development
activities have been completed. 1It will consist of short range
activities in support of the overall strategy. Interim program
activities may include training and technical support for
judicial legal institutions, support for non-governmental
organizations (NGOs) and legislative and representative

institutions. The interim program will allow the Migsion to
proceed with high profile but complementary political development
activities {n support of overall program objectives in a
relatively short time.

The second phase of program development will 2lso begin as soon
as the Democratic Initiatives Strategy is completed and will
consist of the development of three or more projects in support
of legislative institutions, media, representative local
governnent and legal/judicial reform. Project design will begin
imnediately following the completion of the sector assessmants
and the strategy. The first major project could be authorized in
FY 93.

Staffing Considerationg

The Mission will address this issue in the final draft of the
strategy.
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