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The following Program Statement is presented in two parts. 
Part I is a summary of the status of general progress in )cay 
davalopaent sectors, including tha economy; and of tha continuing 
problems and constraint* to development in thoaa sactors. 
Part XI is our strategy for addressing thasa problems and 
constraints.

Z. lUKMAXY O* PROGRESS AND CONTINUING CONSTRAINTS SO 
DEVELOPMENT

A. Tha Economy

The Egyptian economy is in a state of transition, evolving 
from over four decades of state intervention in allocating 
resources, to an environment in which free markets and prices 
will be allowed to operats and are the central determinants of 
growth.

For over thirty years, Egypt's centrally-planned economy has 
relied considerably on limited sources of external financing 
(Suet Canal tolls, remittances from workers abroad, oil exports, 
bilateral aid), and it has bean 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), remittances, and generous flows of 
economic assistance. However, such growth was short lived, as 
tha 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 earnings, 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 burdensome deficits and a rapidly worsening balance 
of payments, financed largely by foreign debt. By the late 1980s, 
Egypt had exhausted its international reserves 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 INF in 1987. The Stand-by's purpose was to



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

By X990 the country faced a major crisis, with no apparent means 
e£ reducing a foreign debt which then totalled $40 billion. Ite 
trade and currant account balances were in chronic deficit, 
Inflation vaa high, and the budget deficit was growing to 
unmanageable proportion!. Unable to eervice U.S. debt, Egypt 
flirted with violation of the Brooke Amendment, which would have 
required the termination of U.S. economic aaaiatance.

Several events combined to rescue Egypt from the precipice and 
provide • new opportunity to pursue fundamental economic reform. 
The calf War,which initially looked as if it would further 
exacerbate Egypt'5 economic problems because of reduced foreign 
exchange revenues from all sources, actually brought significant 
benefits to Egypt through substantial debt relief and additional 
economic 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 Nnsser 
regime. It also robbed Egypt of its natural trading partners in 
Eastern Europe with whom trade was often conducted on a barter 
basis.

facing few alternatives, Egypt negotiated, and signed in May 
1991, a new Stand-by Agreement with the INF. The primary purpose 
of the INF program is to restore macro-economic stability by 
reducing inflation, eliminating ceilings on interest rates, de­ 
controlling the foreign exchange market, and reducing the budget 
deficit, now twenty percent of GDP.

To reduce the structural Impediments to lona term growth, Egypt 
signed a Structural Adjustment Loan (SAL) with the World Bank in 
October 1991. The SAL obligates the government, inter alia, to 
Institute major reforms in the financial and trade sectors and to 
undertake a major privatisation of the economy.

Egypt's performance in meeting the terms of the IMF Stand-by has 
been 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 
interest 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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tht context of US AID programs, a failure to remove subsidies will 
undermine macro-economic §tability by exacerbating the budget 
deficit and by diverting badly needed inveatment raaourcea away 
froi tht prlvata aaotor. Removal of these subsidies is alto 
necessary to fraa up tha raaourcaa needed by tht Government to 
oparata and maintain AID-financed infrastructure, protecting 
thaaa investments and aua tain Ing thalr impact.

Problems remain in othar major aactora of tha economy. For 
example, tha financial aactor is key to mobilizing savings and 
investment capital, and for Managing tha nation'a money supply. 
Egypt*a public aaetor financial system is stralnad by tha 
continued provision of credit to unacono»ic public sactor 
antarpritas, crowding out privata sactor investment. Moreover, 
tha system ia vaak institutionally, with faw altarnativas to tha 
poorly run stata banking apparatus. For example, thara is no 
cradibli capital market in Egypt which can axpand tha financial 
base and moblliza raaourcas for privata invaatmant.

Government policiaa are inequitable in their treatment of 
financial inatitutions 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 tha development of capital markets. 
Restrictions on foreign banka 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 industries stifle trade. 
O9vernment controls in the sector removed competitive incentives 
to efficiency, inhibiting non traditional exports such as fruits, 
vegetables and light manufactures, and diacouraging 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 tha public sector remains 
immune from market forces, tha private sector will be on an 
unequal footing in the competition for resources. The Government 
has pledged to undertake massive privatization of tha economy in 
conjunction with the SAL; however, progresa has been slow and the 
Government has not yet created the conditions for equitable 
participation by the private sactor.

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 tha 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 reform while 
providing it with tha resources, both financial and technical, to 
plan and implement policy change.



I. Economic Infrastructure;

Economists in the United Statee are unanimous in their view 
that •cono»ic infrastructure played an important rolt in the 
historical growth of tht U.S. economy. Thay ara aqually 
unanimous in decrying tha deterioration of that infraatructura 
and tha implications thla has for future growth. With tlw livlp 
of tha United States ovar the pa at fifteen yeare, Egypt haa made 
Important progreea in developing the infraatructura that i« 
critical for economic growth. This include* major investments in 
power, telecomnunicationa, irrigation, watar and sanitation and 
tranaportatlon. in thia reapaot, it could, be argued that tha 
completion of major infraatructura work* in tha later half of tha 
1980s, at about tha aana time that tha Egyptian economy began to 
suffer reversea in externally generated growth, helped abaorb the 
full impact of these rtversea and contain the slide of GDP growth 
from sliding even lower.

Notwithstanding these additiona to the nation'a productive 
infrastructure base, problema remain. Inappropriate pricing 
policies and inadequate attention to operations and maintenance 
are causing infrastructure, constructed durina the I960 1 a and 
sarly 1970's, to deteriorate rapidly and are jeopardizing even 
the newest facilities.

As the private sector grows it will come to depend on thia 
infrastructure. If full benefits ara to accrue to private sector 
development, the productive infrastructure base will have to be 
txpanded, modernized and protected. Thia cannot occur if pricing 
policies 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 craate tha basic 
conditions for a free market economy, private sector investment 
and growth. However, while policy reform (including reform of the 
lawa which impede private aector investment) is a necessary 
condition to private sector growth, it not sufficient. There are 
other "second echelon11 constrainta 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 access to international markets (as a source 
of technology, information and other factora that affect 
international competitiveness)i deficient Information collection 
and dissemination capabilities (particularly important as 
financial and export markets develop); inadequately trained 
managers; the public sector monopoly in research and 
development; and the unavailability of credit for small, labor 
Intensive enterprises where employment potential la high.
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Although currency devaluation and foreign exchange policy reform 
havt increased export potential, further liberal I cation is 
necessary to remove administrative and tax barriera for the 
privata aaotor to fully take advantage of thaaa refome. 
Furthermore, because Egyptian businessmen have been ao iaolated 
from world markets, they lack baaie marketing skills, management 
methoda, and an appreciation of quality etandarde.

Information if alao critical if Egyptian exporters are to gain 
accaaa to new market*. The undeveloped at&te of information 
ayatama la a problem which cuts {.cross vectors and one that muat 
be tackled if the economy ia to become truly competitive. If 
financial markets are to develop, for example, transactions muat 
be conducted with advanced technology customary in most world 
market§. In the public arena, policy makers require 
independently-researched data to advance the debate on economic 
reform and hopefully change entrenched attitudes.

Snail and micro enterprises, heretofore largely neglected, can 
contribute to growth and help alleviate unemployment. As is the 
case in other developing countries, small entrepreneurs have very 
limited access to credit and expertise from the formal banking 
sector. Modeled on USAID's succeaaful experience in small and 
micro enttrprise lending, banking institutions must do more to 
assist small businessmen so that they are not forced to obtain 
loans froa informal sources which charge exorbitant interest 
rataa.

Di Agriculture

The state-run economy hat 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 employment and 
a large government profile reaching untenable proportions. The 
bureaucracy is over-staffed and cumbersome and its overlapping 
responsibilities prevent effective 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 cauaes post harvest losses
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of up to 20 percent.

In theory, the research system In Egypt should be tackling such 
problems. Zn practice, itm impact has been weak. Tha diffusion 
of rataarch agendas among competing aganciaa prevent* tha 
government research system from conoantrtting on tha highaat 
priorities. Furthermore, tha agricultural raaaaroh system ia 
ralativaly iaolatad froa outraaoh and axtanaion mechanisms. 
Hence, tachnologiat davalopad hava littla chanca of raaching 
farsere.

Finally, there remains tha problem of water and ita relationship 
to cultivable land. Population growth and urbanization ara 
rapidly devouring Egypt'a acarca agricultural land. In response, 
tha government ia reclaiming deaart land. Land raclainad exerta 
pressure on limited irrigation watar from tha Nile River. There 
ia littla acope for groundwatar exploitation; therefore, tha 
Government and tha private aactor mi at continua to explore more 
efficient methods to manage existing watar rasourcea,

E. Social Sectors

As Egypt implements its economic reform program, reducing 
government expenditures to reduce tha deficit will have short-run 
negative consequences for the funding of its social programs. 
Egypt has Bade impressive progress in addressing major health 
problems, reducing the population growth rate, and in educating 
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 par woman in 1980 to juat a little 
over four in 198§. There is an increasing trend in the use of 
birth control measures. Preliminary raaults from an Arab League 
survey indicate that almost 48 percent of Egyptian couples are 
currently using family planning methods, a figure that is nearly 
double the level recorded in 1980.

The population growth rate, though declining (from approximately 
3 percent in 1985 to less than 2.5 percent in 1990) is still high 
and has obvious developmental consequences. The government is 
hard pressed to expand social aarvicea and create employment fast 
enough to absorb a growing labor force. Already one of the 
world's most densely populated countries, Egypt is becoming 
progressively more urbanised. Tha 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 pressures caused by the need 
to provide social services to an expanding population.

Constraints to sustained progress in population include weak 
national institutions unable to formulate policies to reach their 
goalai inadequate aupply of contraceptives (including advanced 
methods auch as NORPLANT); and still nascent outreach 
capabilitiea involving the private sector, the media and NGOs.

2. Health

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

Despite these dramatic accomplishments, Egyptian children 
continue to die from preventable causes in great numbers. Acute 
respiratory infections (ART), diarrhea, 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. It affects the rural poor of all ages, but 
particularly school-aged children and young adults. Children in 
the Nile Delta region »how particularly high rates of affliction. 
This diiease significantly reduces productivity by an estimated 
half a billion dollars annually. Control measures, Including 
chemical spraying of irrigation canals, are costly and 
potentially injurious to the environment. Hence, low cost 
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 major share of the health budget allocated 
to the salaries of physician personnel. Meanwhile, the country 
faces a critical shortage of well-trained nurses—the most cost- 
effective care providers. Little has been done to advance 
private sector alternatives to the provision of health services, 
and there is minimal recovery of costs in the operation of 
government health facilities.

F» Environment

Egyptian policy makers have paid scant attention to the 
environmental consequences oJ their development decisions.



Inappropriate policies, the absence of an effects 
policy Baking body, inefficient technology, and a

effective environmental 
poorly educated

populace are among the key constraint* which have prevented 
environmentally sound development. The result has been alarming. 
Solid wastes litter the landscape aikl clog the waterways; clouds 
of industrial, vehicle, and dust pollution fill the airi and many 
canals, la!tes and marine waters are heavily polluted. Adverse 
health effects are common. Damage to water and air quality in 
most acute.

The excessive use of subsidized fertiliser for agriculture, 
industrial waste, and raw sewage have seriously polluted water 
for drinking and irrigation. If unchecked, the 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 two percent of GDP or 
approximately $700 aillion 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 
uncontrolled 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. Air polluting industries 
located in residential areas place the population at added risk 
from exposure to toxic substances.

The Government has not made a concise statement 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 is 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 government'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 
plan, donors have encouraged the Government to address the 
fundamental policy, institutional, and technological constraints 
to progress in this area.

0. Political Reform

The changes in Eastern Europe, the Soviet Union and in other
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parts of the world are having a salutary effect on Egypt's 
political development aa vail aa on its economy. In tba broadest 
sense, thaaa changaa represent a "waka-up call" for tha 
traditional powar atructura. Thara is some indication that tha 
•oesaga ia being haard.

While there in littla tradition of pluralistic democratic 
development in Egypt, there has baan a distinct liberalization of 
tha political environment in meant yeara, highlighted by tha 
existence of an argumentative tvnd questioning legislature, a 
relatively independent judiciary, an active and often critical 
press, and increasing freedom of association.

The Government has also taken some ateps in decentralizing 
development decision-making, primarily in connection with USAID's 
10 year effort in local development. Hevertheleee, true 
decentralization cannot occur unlesa local governments have the 
means to raise revenue and the authority to spend it in 
accordance with the prioritiea of the local community. This 
caused U8AID to re-evaluate its assistance to local development 
and potentially explore morn policy-oriented interventions to 
encourage fiscal decentralisation.

Much remains to be done to guarantee broad participation of 
Egyptian citizens in the political and economic processes of 
Egyptian society. This is evmi more critical as Egypt embarks on 
a program of major economic reform. These reforms will not 
wucceed if they do not: appear to be equitable in their 
application. An open political system leads to in more 
transparent decision-waking and guarantees that the widest nunb«r 
of people can express their views, introducing an element of 
equity that night otherwise be missing.

The Government appears cautiously receptive to assistance in the 
development of democratic institutions, particularly with respect 
to the legislature and judiciary. Before any major efforts can 
begin however, US AID must learn mora about the structure and 
function of th« Egyptian government. Nevertheless, a door which 
had been closed is now slightly ajar and a prudent step through 
it now seers a to be in order.

H. The Donors

The United States has long baen 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., other bilateral donors count Egypt 
among their most important recipients of assistance. With BO 
many donors in the country, and with the Egyptian capacity to 
absorb and administer development projects is limited, it ie 
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 avoid overlapping and radundant 
program/pro j act a. Thia collaboration tafcee plaoa at aeveral 
lavala including a monthly donor coordination gathering co- 
chaired by UNDP and tha Netherlands; donor tub-groups which 
diacuaa apaciflc aubjecte §uch as tha environment; a smaller 
group of donor* (ia., tha IMF,IBRD,UNDP and 08AID) moat diractly 
concarnad with aconomic reform; and frequent ona-on-ona 
consultations batvaan donora.

Tha interaata of othar donora hava baan important in our 
daciaiona to disengage from cart tin development aactorc. For 
axampla, tha World Bank intanda to aupport a program in baaio 
•duettion, including tha conatruction of new achoola. Tha Social 
Fund will Incorporate many aspects of US AID'a pravloua Local 
Development Project, including building local infraatructura. We 
will continue to ancouraga the donora to aupport thoaa araaa 
vhara assistance ia warranted but where we have neither the 
financial nor ataff resources to remain engaged.

ZZ. PROORAM 8TAATIOY 

ZMTRODDCTZOM

Tha Mission's overall program goal in Egypt ia the enhancement of 
Egypt's role aa a model of etability, democracy, free markets and 
prosperity in the region. Thia goal recognises the centrality of 
Egypt to the maintenance of peace and stability in the Middle 
East, and ita potential to Influence the development of more open 
political systems and economies in the region*

Recent event a bear out our confidence that Egypt ia poiaed to 
assume a greater leadership role in the Middle East. These 
include Egypt'a major ef forte to encourage And auatain broad Arab 
participation in the coalition againat Iraq, the resumption of 
ita leadership of the Arab League and ita willingness to embark 
on an economic reform program which could have widespread 
repercussiona throughout the region.

The Mission believea that a comprehensive approach to the 
political and economic development of the country la neceaaary if 
Egypt ia to achieve the statue implied by our program goal. Thus, 
we have identified three program sub-goals which we believe are 
assenti&l to this processt increased economic growth; enhanced 
human resource productivity and quality of life; and strengthened 
democratic systems, institutiona and processes. The first two of 
these sub-goals are roughly consistent with program objectives 
presented in previous strategy documents. The third represents 
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 aaphasis on
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in
eeoRoaic policy reform through fast-disbursing policy-base^ 
pros/ran* end through projects; Ma will also increase our support 
for prlvata sactor development.

We will also placa a greater emphatia on policy constraints in 
thoaa sectors where va hava made, and will continua to make, 
major investments. For example, wa hava made it claar to tha 
Government that future assistance in tha vater/trastavater vector 
la contingent upon tha adoption of appropriate cost recovery, 
administrative and othar arrangements to ensure maintenance tmd 
•ustainability of investment*. Wa ara tiking a sJliiilar approach 
in th»i power, telecommunications and health factors.

Thara is a new arophaais on tha environment in Egypt. Wjlth tha 
signing of tha World Bank SAL, tha da vale preen t of an 
Environmental Master Plan, and tha increasing interest of all 
donors in this area, US AID has an opportunity to bring its 
substantial resources to bear on major environment a 1 concerns. We 
are already doing much to benefit tha environment; however,wa 
will seek to improve the coherence of our current approach and 
add some new, cost and staff efficient eleiaentr- to the portfolio.

To capitalize on the major political changes that are taking 
place in the world, and the liberalization of the political 
environment that is occurring on a more modest ucala in Egypt, 
the Mission believes tha tine is right support tha development of 
institutions of democracy and governance. Our program in this 
area will be more fully developed following tha completion of a 
separate strategy this suauner.

Increasing pressures on scarce Agency staff and operating expense 
resources have required 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 cone to an end, and to 
streamline some large projects which hava components which have 
been less successful than others. In the first category, wa plan 
to end the Mission's successful involvement in Local Development 
and Basic Education at tha completion of currant project 
activities. We will Also phase-out of Science and Technology as a 
separate sector, eliminating some project activities entirely, 
and reshaping others to support our new initiative in tha 
Environment, in Agriculture, wa ara raf ecus ing tha National 
Agriculture Research Project (NARP) so that eone lass successful 
components can be dropped and tha raat of tha project ba 
completed as scheduled.

There are several other cross-cutting features of our program 
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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•aying that all of our activities will maximize the procureaent 
of U.S. produced commodities as required in Buy Aaerica 
legislation.

This program statement adopts the taxonoay developed in AIO/W to 
describe tht prograa in teras of prograa goals, sub-goals, 
strategic objectives and prograa outcomes. In this regard, we 
have had a successful collaboration with the Center for 
Development Information and Evaluation (CDIB) to develop 
appropriate objectives for the USAXD/Egypt prograa. CDIE will 
continue to work with the Mission to develop the indicators we 
will use to Measure progress against these objectives. For 
purposes of clarity in the narrative, we have not identified our 
proposed activities as Prograa Outcomes per se. These are more 
succinctly stated in the chart attached to this paper.

BUBGOAL It INCREASED ECONOMIC GROWTH

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 economic reform strategy will reinforce previous 
achievements in policy reform and support the IMF and World Bank 
with additional policy reform effortm in the areas of finance, 
trade, privatization and fiscal reform.

A. Economic Reform

The etrategic objective for USAID/Cairo's economic reform 
program is increased macro-economic stability and ffarjcet 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 tht fiscal, trade, financial sectors, and to privatize 
all but the most strategic state-owned enterprise*!. Second, we 
will encourage the GOE to further reduce subs id leu for irrigation 
water, urban water, wastewater and power services and curative 
health care. This will permit the government to target limited 
subsidies, thtreby 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 Motors to promote efficient allocation 
decision*, savings and external resource inflow*. Cgypt 
currently reHes heavily on unstable external sources of revenue 
such as Sues Canal earnings and oil revenues. During the boos 
years of the 1970s and 1980s, Egypt neglected its internal 
sources of irsvsnue leading to a weak tax baee characterised by 
low revenue elasticity, '.fax avoidance, tax holidays and the long 
lag tins between ^st.usssmmt and collection complicate the 
picture. USAID will support the Ministry of Finance in its 
efforts to broaden tha ci srags of its saias tax and eventually 
transforn it into a full vitlus-added tax, introduce a global 
Income tax, rationalise itm customs duties on imports and 
modernize its tax administration system.

In order to accomplish thifii, US AID will provide technical 
assistance to help the Ministry of Finance develop potential tax 
reform scenarios and model the projected revenue impact of each 
reform. Once tha GOE decides on a reform package, USAID will 
a^ain provide technical assistance and commodities to modernize 
end automate the administrative systems needed to collect the 
taxes. These reforms are expected to broaden the tax base and 
generate additional annual tax revenues.

Theos reforms 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 IMF, Egypt began to 
reform the monetary system by liberalizing most interest rates 
and introducing a treasury bill market. Banks ere 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 policies which set interest rates below
market levels and rationed credit in favor of inefficient state-
owned enterprises, Egypt's four principal banks are severely
undercapitalized. This adversely affects the solvency as well as
the stability of the financial system. Furthermore, inequitable •
tax treatment of financial instruments and institutions has
hampered the development of capital markets. •

Consequently, USAID 's policy reform agenda will seek to remove j 
these distortions in the financial sector by: improving credit • 
allocation, eliminating barriers to capital markets formation, 
strengthening the financial structure of the banking system and 
increasing private sector participation in banking. i

Specifically, USAID will encourage the GOE to submit legislation ' 
to reaove government controls over interest rates and require
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public Motor lending institution* to lend at market interest 
rates to public and private sector borrower* alike. The GOE will 
be urged to pass and implement legislation which will provide 
equal tax treatment for interest and other forms of capital 
income. This legislation will also require commercial banks to 
reach a minimum ratio of capital to risk-weighted assets of six 
percent based on the Basle system. The GOE will also be 
encouraged to sub»it legislation to the Peoples Assembly to 
remove the present interest rate controls on corporate bonds and 
establish a private stock market. US AID will provide technical 
assistance in the preparation and implementation of these 
re tons.

The second major thrust of USAID's macro-economic strategy is to 
encourage narket pricing and cost recovery in sectors such as 
irrigation, urban utilities and curative health care. Though the 
GCE is making goad faith efforts to curb expenditures and thereby 
roducct its budget deficit, its long-standing practice of keeping 
the cost of living low through broad-based subsidies which are 
enjoyod equally by the rich and the poor, still permeate its 
planning. The GOE is increasingly aware that of the necessity to 
reduct these subsidies and target then 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 ie 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 enable the GOE to initiate or raise user 
charges in the aforementioned sectors by the mid-1990s. 

>
1. Private Sector

A second strategic objective which will contribute to the 
Mission's eubgoal of increasing economic growth is increased 
private investment and trade. Several of the key policy reforms 
which support macroeconomic stability aleo will serve to promote 
private investment and trade.

For many years, the GOE followed fiscal expansionary policies to 
sustain government expenditures for subsidies of essential 
consumer goods, production 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 tht foreign exchange market and its impact on trade and 
investment.

Diatortlona in money markets, including nominal celling* on 
intaraat rataa wall below tha rata of inflation and cradit 
rationing to curb excess demand atiflad tha development of 
capital markets end yielded no raal saving* in tha economy for 
investments. Aftar cradit vta rationad in favor of tha public 
enterprises, there w«» littla la ft ovar for privata investment. 
USAID-sponsored reform* in tha financial lector will equalize 
access to credit between tha public and privata sector* and booat 
investment.

Investment policies which continue to constrain tha private 
sector Include an investment law which requires companies to 
distribute at least 10 percent of their profits to employees and 
reserves to the government tha right to' sat production levels and 
prices. In 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 tha 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 modify 
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 
eliminate distortions in the trade sector. The trade sector is a 
solid platform from which Egypt can grow, earn foreign exchange, 
service its 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 
financing the import of military hardware. Yet, high world 
prices for oil, tourism receipts, Suet Canal revenues, worker 
remittances and foreign aid could not prop up this strategy 
Indefinitely. The government's failure to broaden and diversify 
the export base hit home in the 1980s when revenues from these 
other sources declined drastically*

Trade policies which employ import and export bane and 
restrictions to protect inefficient import substitution 
industries have stifled trade. Controls in the sector have also 
had damaging effects in removing competitive Incentives to 
efficiency, retarding export development, promoting capital 
flight, and discouraging foreign investment and technology 
transfer. Corrective measures thus far have concentrated on 
reducing non-tariff barriers to import end exports and the 
reduction of import duties.
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USAID will complement these initial reform effort* by providing 
technical assistance and sector support to the GOB to develop 
outward-looking, export-oriented trade policies. We will work 
together to modernize the systems by which Egyptian exporters 
gain access to import*; 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 enterprise* from 23 to 11 
percent of doaestic manufacturing and agricultural output; 
eliminate state export and import monopolies; and harmonica the 
Egyptian system of customs duties with standard international 
classifications.

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 privatt sector can fuel Egypt's development in the 
1990s and beyond. Privatization of public enterprises is 
essential to foster competitive markets for existing private 
firms and encourage new ones to enter the market. Privatieation 
will support private investment by removing subsidies to former 
State-owned enterprises, forcing them compete fairly with private 
business.

USAID will support initiatives to develop the legal and 
administrative framework necessary for privatizing state-owned 
enterprises. USAID 1 s strategy for privatization will supplement 
the policy conditions of the SAI* by assisting the GOE to 
privatize selected enterprises in the tourism, industry, and 
agriculture sectors which it haa identified in its economic 
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 unify all business laws 
and replace the current system of licensing with a simple 
registration process by 1993. In support of these privatization 
activities, USAID will explore the possibility 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 include* lack of aooata tot appropriate technology, 
accurate market information, credit by small and micro 
businesses, and a daarth of vall-trainad privata aactor managers.

UiAID's strategy vill addraaa aaoh of theme oonatrainta to 
privata antarprlaa grovth and vill build en currant aotivitiaa 
ovar the atratagy period.

USAID assistance to tha nevly-created typort Development Cantar 
(IDC) vill anabla Egyptian exporters of fruits and vegetables and 
light Binufactura (non-traditional export a) to take advantage of 
naarby markets in <a»e Middle last and Europe*. Working with thla 
privata entity, A ID-financed technical assistance ( including 
some provided by tha International Executive Service Corpa) vill 
provide expertise in efficient production methods and in tha 
formation of a data baaa that vill aaaiat tha Marketing of 
product!, since good information about markets la alao crucial to 
exporters, USAID vill vork vith tha EDC to davalop information 
syeteme for thla purpoaa. Tha Mlaaion alao vill support a newly- 
established private aector think tank, tha Egyptian Cantar for 
Economic Studies, to provide objective, indapandant economic 
reaearch and policy analyala to aupport a market economy.

Mission program* in aupport of the informal aactor have been 
successful. US A ID/Egypt pime to expand ita support in thia area 
until financial aector distortions that dwny credit acceaa to 
amall and micro enterprise groupa art removed. Tha potential of 
these groups in making tha economy grow ia significant, and aa 
moat snail and micro bualnaasea are labor intanaiva enterprises, 
they also have the potential of alleviating Egypt's unemployment 
problem.

Aa Egypt's market economy evolves, tha need for privata aector 
managers trained in modern management theory and practicea vill 
become acute. Both in-country and off-shore training vill play e 
role In this area. USAID vill support a management training 
proaram jointly sponsored by the government and tha Egyptian 
Buslnsraman's Association (EBA) to expose Egyptians to current 
management theory and practice. Tha Miss ion* a Development 
Tie in ing Project vill address other privata sector training 
needa. For example, over 60 short-term training alota have been 
reserved for candidates from private sector companies spanning a 
range of enterprises, Including small and micro enterprises.

Finally, the importance of infrastructure for private enterprise 
cannot be over-emphasized. Infrastructure today Is barely 
adequate to support private business opportunities. As the 
transformation of the economy occurs and privata Investment 
(domestic/foreign) grows, infrastructure must be In place to meet 
increasing private sector needs. As the Mission plans future 
Infrastructure initiatives, it vill pay priority attention to 
targeting them toward areas in which there Is potential for
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private enterprise grovth. 

C« Agriculture

Tha third Strategic obHaotiva— increased production
ultural s.«c 

contributes to the subgoal of increased growth in tha economy
productivity and incomes ip tin agricultural s.«ctQr--alao

Zn order to achieve this objective, tha government muet reform 
it§ policy and institutional ajwironment, develop and disseminate 
nav tachnology for tha production and processing of commodities, 
and improve ths efficianoy of water uaa.

By tha 1910*, tha economic impact of diatortad polieiaa prompted 
tha GOE to embark with USAID on a comprehensive progran of 
agricultural policy rafom. Bowavar, if aactor parfomanca i* to 
iaprova and add to tha nation's supply of food and exports, 
further reform ia requlrad to ranova remaining prica control* for 
cotton and sugarcana, alininat« govarraiant control ovar tha 
cropping pattern, and ranova aubaidiaa for livaatock production.

USAID 'a current policy and institutional rafom prograa ia 
directed at liberalizing product and input narkata and increaaing 
private sector participation in agricultural proceaaing and 
narketing activitiea. Ha will ba adding ao»a new rafom measures 
in these areas to the ongoing Agricultural Production Credit 
Project and we will design a follow-on activity which will 
solidify and extend gaina achiavad to data.

Policy refom alone will not contribute to higher agricultural 
production and productivity without a reliable flow of Modern 
technology. Egypt's unsophiaticatad marketing and procesaing 
capabilities limit the access of axportera to foreign markets and 
they result in post harvest losses of 20 percent or more for 
vegetablea and other crops. USAID will aaaiat Egypt's efforts to 
adapt and disseminate marketing and production technologies which 
are already in use elsewhere in tha world.

Continued high population orovth and tha rapid pace of 
urbanization remove approximately 30,000 acres of fertile Delta 
land from agricultural production aach yaar. Aa a result, tha 
government has been forced to reclaim desert land for 
agriculture. Expansion into these new landa is constrained by 
tha quantity and quality of water for irrigation. The Nile river 
is the primary source of irrigation, supplying 95 percent of 
Egypt's water. Given the finite nature of this water resource 
and the limited availability of groundwatar, it is imperative 
that Egypt increase the efficiency of water use in agriculture 
and inprove water quality*

USAID 's current progran in irrigation management finances major 
tachnology transfer investments (telemetry and communications, 
computer-based models, automated water management data basea, and
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high technology gapping capability). Tb« program clso emphasises 
research and human resource development to improve management of 
fgypt'a irrigation system and tharaby increase efficiency of use 
and aqulty of water allocation* The Mission will design a 
follow-on program to augment currant progress and will alao focua 
on ooat recovery.

USAIB-funded rasaareh and tachnology transfer activitiaa will 
continue to disseminate nav methods and variatiaa for growing 
traditional caraal crops, but will increasingly smphaslca hlghar 
valua fruits and vegetables, cotton and crop* auitabla for 
cultivation in reclaimed daaart lands. Finally, U8AZD will 
develop a new program activity to adapt and disseminate 
technologies to agribusiness to improve post-harvest handling, 
marketing and processing of commodities.

iUBOOAL XXI ENHANCED HUMAN RBfOURCI PRODOCTZVZTY AMD QUALITY OF 
LIFI

A. Social Sactogj

Th« cecond Major dimension of the U6AID •tretagy, enhancing 
human resource productivity and quality of Ufa of Egyptians, 
reinforces the first objective of increasing economic growth. In 
addition to policy-based programs to refona the overall structure 
of the economy, US AID will support programs in human resources 
development, Infrastructure and the environment which will have a 
direct, and aore immediate, Impact on the quality of life of 
Egyptians.

1. population

One of tha 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 tha past 
thirty years to reach 56 million people. Hence, the Mission's 
strategic objectiva for the population sector is tha increaf^ 
level and affective use of modern contraceptiva methods, if 
Egypt's fertility rate were to remain at tha current level of 4.4 
births per woman, the population would reach 92 million by the 
year 2013. Even now, Egypt Is herd 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 growth 
is a sharp decline in mortality rates sines World War II without 
a commensurate decline in fertility. The key to reducing the 
rate of population growth is to reduce tha fertility rate, that
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in, the average number of children a VOMIH baars by aga 4t at 
currant fertility levels. While there ara a. number of factors 
that Influanca fertility (maternal education, urban vereus rural 
residence, age of marriage), tha a ing la Most important ia 
contracaptiva uaa. Increasing contraoaptiva prevalence haa baan 
a Major objective of US AID'a assistance to Egypt ainca 1975,

With USAID assistance, family planning activitiaa in Egypt hava 
achiavad notabla auccaaa ainca tha 1970s. Tha total fertility 
rata fall fro* an average of 3.2 birtha par woman in itIO to 4.4 
birtha in 1981 dui» in larga part to an incraaaa in tha 
contracaptiva pravalanca rata (CPU) froa 24 percent to 3t parcant 
of married woman of reproductive aga. Preliminary raaulta of 
tha Cantral Agency for Public Mobilisation and Statiatica 
(CAPMAS) Maternal and Child Health Survey indicata that tha CPR 
increased to almost 48 percent by tha and of 1990, a doubling of 
tha rata of contraceptive use in 10 year a.

Despite these achievements and tha exiatanca of a general policy 
framework which aupporta family planning, avan further reductiona 
in fertility rates ara pocsibla. However, tha government still 
constrains the expansion of family planning services, prevents 
private sector entry into contracaptiva manufacturing, and 
impedes cost recovery. The Mission will work with tha government 
to reduce these obstacles.

Tha primary technological constrainta to increaaing tha CPR ara 
lack of access to more longer tar* clinical methods, auch as 
injectables and NOR PLANT, and lack of local manufacturing 
capability for inter-uterine devices (lUDa).

USAID and the GOE will work together to incraaaa contraceptive 
prevalence from 48 percent in 1992 to 53 parcant in 1997, and to 
increase use effectiveness from tl percent in 1992 to 91 percent 
in 1997. This is expected to halp tha GOE achiava its goal of 
reducing the fertility rata from ita currant laval of 4.4 birtha 
par woman to 3.5 by 1997.

In order for the GOE to echieva thaaa targete, couples must hava 
access to information and services which will enable them to 
select an effective method, use it correctly and continue usa. 
Studies show that three in fiva woman of childbearing ag« want no 
more children. More than half of thair husbands also desire no 
more children. These data suggest that, givan 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 national communication strategy, 
intensify family planning television campaigns, end give priority 
to informatlon-educetion-communication activities.
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Supporting these efforts, UiAXD will alto assist tha Ministry of 
Health (NOH) to upgrade tho content and methodology of physician 
and iMirf* traininf coursee, train mora than 10,000 •arvloa 
providers at the national and govarnorata levelm, 
institutional lie ita counseling course and atrengthen ita 
outreaoh eapabilitiaa. The Niaaion will provide) XODe, VORPttNT 
and condom* to tht public sector, thereby incraaaing tba number 
of ooupia yaara of protection from 4.0 ill lion in 19ta to 5.0 
•illion in 1»§7.

According to tha 2911 Demographic Raalth iurvey, tha privata 
commercial aactor providaa approxUataly 70 percent of family 
planning aarvicta in Bgypt. Niaaion atratagy cannot overlook a 
aarvioa providtr of tttia ieporttnoa. Noraovor, ainoo thia aaotor 
auataina ita own activitlaa by charging cu»to»ar* for gooda and 
aarvicaa, it rtquiraa only liaitad aaaiatanoo in information, 
adueation and conaunicationa and training of privata factor 
aarvica providers, including More than 4000 phanucUta. Tha 
Miaaion will focut ita eupport to tha privata, not-for-profit 
aeotor on the Egypt Faaily Planning Ataocletion, which ia tha 
major privete voluntary eervica provider.

To help overcome institutional vecknesces which have an impact on 
outreach programs, USAID will provide technical assistance to 
develop the capability of the Metional Population Council, a» 
well as governorate level offices, to plan, coordinate and report 
on family planning activities at tha national and local levels.

BB1

USAID will 
current

11 assist four other implementing agei 
Population/Family Planning IX and ita

encies under tha
•ucceeeor project

to improve' tht ir management capacity. For example, technical 
assistance and financial resources will be geared toward 
assisting thu MOH to produce, distribute and implement an 
operations manual) improve its contraceptives tracking system/ 
and produce timely, comprehensive annual plans. USAID will 
assist the NPC to produce and distribute a strategic plan for 
population and fanily planning in Egypt bused on service date, 
research and national policy.

2.

The fifth strategic objective ia to improve aafcernal 
and child health.

During the late 1970s and early 1980s USAID worked with the GOB 
to increase access of the rural and urban poor to health services 
to reduce the high infant mortality rate. Since access slone 
waa not sufficient to Improved health, USAID and the GOB embarked 
on a program to introduce cost-effective technologies such as 
oral rahy drat ion therapy (ORT) into more than 3600 outpatient 
clinics nationwide. Working with United Matlone agencies much as 
UMICEF and WHO, ths GOB and USAID implemented extensive public
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avaranaaa eajtpaigna, trainad haalth worfcere, and improved OUT and 
immunisation aarvicaa.

Thaae afforta lad to dramatic inoraaaaa in covaraga for OUT and 
Immunisation*. Aa a reeult, tha infant mortality rat* droppad 
from 17 daatha par 1000 liva birtha in 198 J to 43/1000 in ittl.

Oaaplta thaaa accomplishmenta, Egyptian children eontinua to dia 
fro* pravantabla cauiaa, iuch aa acuta reapiratory infactiona 
(AM), diarrhaa and complication* of pragnanoy. Tha maternal 
Mortality rata alao remains high at 260/100,000.
Othar communicable diaaaaaa atill afflict tha population in larga 
numbers. In 1990, thara vara almoet §00 racordad eaaaa of polio. 
Batvaan 50 to 10 parcant of tha Egyptian population ahow algna of 
pravioua hepatitia B infaction and 4 to 10 parcant ere chronic 
carriers. Aa many aa 25 Billion Egyptian* ara at riaX of 
contracting achiatoaoniaala whila 9 Billion (many of them 
children) ara already infected.

The principal constrainta to improved Batarnal and child health 
are inappropriate pollciea which have weakened tha institutional 
delivery of preventive services. For example, by attempting to 
subsidize curative health care for tha antira population, tha 
Minlatry of Health allocatea such of ita budget for thia purpose 
at the expenae of funding coat-affective preventive aervicaa 
which havo the most iapact on reducing maternal end child 
Mortality.

Peraonnal pollciea reinforce thia biaa by promoting an axcaaa of 
phyaiclana (who coBBand tha lion'a ahara of tha MOH peraonnal 
budget) and a dearth of nuraaa. Tha phyaiclan dominance of the 
health vector, combined with tha almost exclusively curativa 
nature of medical education, results in a predominance of high- 
technology, curativa approaches to haalth cara rather than the 
low-technology, more coat-effactiva Beaimrea recommended by the 
WHO and many donora.

In order to Improve maternal and child health, USAID and tha GOE 
have adopted a three-pronged approach. Pirat, USA10 will provide < 
technical assistance, connodltiaa and train at leaat 80 percent f 
of the Ministry's health worXera to maintain tha traditional j 
program of immunisation againat alx major childhood disease*, at j 
coverage rates above 80 percent. USAID will subsequently • 
evaluate the feaaibility of assisting tha GOB to reach ita goal 1 
of raising coverage rates to 90 percent by 1997. Moreover, * 
through masa campaigna to vaccinate pregnant women againat • 
tetanua, USAID and the COB hopa to raiaa coverage ratea to 70 
percent by 1995. USAID will also sponsor the introduction of 
hepatitia B vaccine into the immunization program through 
technical assistance, training and tha financing of an initial
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two-year aupply of the vaccine vith tha objective of immunising
•0 percent of tht target population by It99. In efforts to 
reduce the incidence of communicable dieaaaee, the NiMion will 
continue research activities to discover a echietoeomiaaie 
vaooina.

The second part of us AID'a approach to reducing child aortal ity 
10 to introduce a national program for tha detection and 
treatment of acuta reepiratory Ulnae* in tha NOR and privata
•aotort tuch that to percent of primary haalth cara phyaioiana, 
nuraaa and technical ataff recogniio tha symptom* of aevore ARI, 
and 60 parcant of phyaiciana praaoriba approvod drug tharapy.

Tha auccasa of any progran to combat AKZ hlngaa on placing mora 
raaponaibility on tha mothar aa firat-lina cara glv«r. Hanca, 
US AID will help tha HOH and tha privata aactor davalop a iiadia- 
baaad educational campaign for aothara, teaching them to 
recognize signs of serious ARI caaaa and aaak treatment.

Finally, in order to raduca both maternal and infant mortality 
dua to complications of pregnancy, USAID will provida technical 
assistance, commodities and training such that 10 percent of MOH 
primary health cara facilitiaa provida improved prenatal, 
delivery and post-partun services. Tha objective ia to encourage 
60 percent of women to seek prenatal cara; anaura that 70 parcant 
of deliveries are attended by a trained traditional birth 
attendant, nurse or physician; maka 70 percent of women avara of 
tha benefits of spacing thair children and encourage to percent 
of mothers to breastfeed their babies for at laaat four to six 
montha.

Zn order to accomplish these objectives, USAID will aaaiat tha 
COB to introduce preventive concept* into ita pra-sarvica and in- 
service physician training curricula. USAID will alao launch a 
major effort to reform curricula and improve training for 
secondary technical and baccalaureate nursea.

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

1. Public Utilities,

The sixth strategic objective, which falls under Sub-goal 
II, i« increased acgesa to. a.pd efficiency and, reliability of. 
public utilities in urban target areas.

Egypt's 56 million people live almost entirely on the 4 percent 
of arable l&nd that comprises the Mile Valley and Delta, 
constituting a population density nearly double that of 
Bangladesh. Density in Cairo, for example/ averagea 29,000
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inhabitants per square kilometer and My rang* as high at 114,000 
persons par squera kilometer, on* of th« highaat population 
concentration in tha world. Population dansity and growth in ' 
other large Egyptian urban areaa, auoh as Alexandria, tba 
Provincial Citlaa of Bani-0uaf, rayousj and Minie, and that Canal 
Citiaa of Port Said, Xsmallla and lues, la alao vary high. Tba 
oovarcaant haa triad to daal vita tha atraln thia growth in 
population haa put on urban infraatruotura by heavily investing 
in altarnativa growth polaa in naw oitiaa.

Historically, urban infrastructure program* hava eonatitutad a 
larga percentage of US AID aaaiatanea to Egypt. Major investsants 
includat $l,»56 billion in watar and waatavatar; fl.331 billion 
in alactric powari and $212 aillion in telecommunications, 
Since 197S, urban infraatructura haa accounted for $J.5« billion 
in obligation* or approximately 45 parcant of tha Mission's 
entire project budgat.

In spite of thasa efforts, a full complement of raliabla and 
technically afficiant public utility aarvlcaa ara not yat 
avaiiabla to a larga portion of tha urban population in Egypt. 
Exit-ting public utility Infraatructura haa datarioratad and naw 
construction haa not kept paca with rapid population growth in 
Egypt's larga urban areas. Sewar flooding and watar ahortagaa 
•r<» no longar prevalent in Cairo and flooding in Alexandria and 
in several of the Provincial Citlea haa been alleviated dua 
largely to USAID'B past and current efforts. Further expanalon 
aixi inprcveaent of urban public utility Infrastructure, 
especially vastavater and so»e water facilities in large urban 
areas, is essential to improve tha quality of life and 
productivity of tha Egyptian population. However, the amount of 
future assistance in these sectors hinges on the COB'a 
willingness to reform policies, particularly those relating to 
cost recovery and operations and maintenance.

1. Water/Waatgwater

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 10 percent of Egyptian 
drinking water and it is to tha Nile that tha wastewatar affluent 
eventually draina. Approximately 25% of tha population hava no 
source of treated water and 70 percent do not have access to 
sewerage collection systems. Pollutants in this closed system 
have significant environmental impact. The Mission's 
Environmental strategy identifies degradation of water quality 
and inadequate disposal of untreated wastewater as major 
environmental threats.

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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leverage removed froa tha et/aata. ly 19t5, night oitiaa with a 
combined population of it »iliionf or roughly ona out of avary •- 
three Egyptians, vill hava racaivad improved vatar and vastewitai 
•ervicea through currant Ul A ID-funded activitUa. OtAXD haa 
focuaad this aaaiatanoa in urban centers of production and 
commercial growth, vhara vatar and tavaraga probleaa ara more 
viaibla and vhara largar numbers of paopla can benefit.

Daapita thaaa achievements, tha need* of tha ayata» raaain 
aubstantial. USAID aaaaasad thaaa naada in Iffl in collaboration 
with tha World Bank. Tha concluaion ia that ai»ply to maintain 
present lavala of aarvica, rehabilitate or raplaca datarioratad 
facilities, and to oparata and maintain ayatana properly vill 
raquira nearly $600 Billion par yaar. Thia doa* not taka into 
account increased population grovth in urban cantara, which could 
cauat system costs to riaa to $1.1 billion/yr.

Current investments in tha aactor ara thraatanad by chronic 
underfunding and by tha weaknesses of tha entities which ara 
responsible for oparationa, management and maintenance of vatar 
and wastevater facilitiea. Tha central government inflexibly 
controls funding in a process which ia not raaponsiva to local 
needs, Utilitias which hava tha responsibility for providing 
these services hava little control ovar thair financial and 
organizational circumstance*. They ratain no revenues; they hava 
no voice in setting tariffs or rate structures; and they ara 
overstaffed by an underpaid workforca.

Tha last National Water Tariff schedule aat in 1917 called for a 
doubling of rates to all categories of consumers with tha targat 
of covering loo percent of 04M coata for vatar and 50 % of OfcM 
costs for wastewater by 1992. However, because tha schedule vaa 
not indexed for inflation, anticipated real gaina for Beating 
cost recovery hava long baen arodad. Even though subsequent 
Prine Ministerial decreea hava authorized tha govarnorataa to 
increase tariffs at rates substantially higher than tha schedule, 
governors and local popular councila have bean reluctant to 
implement the decrees. This is likely to remain tha case until 
these localities get tha authority to retain* as veil ae raiiie 
revenues. In addition, tha real costs of operation and 
Maintenance are unknown making it difficult for decisiormakers at 
all levels to implement an effective tariff policy.

Institutionally, national polic/ setting bodies in thia sector 
ara weak. Organizational authority and responsibility ia 
dispersed anong numerous public entities at both tha national and 
local levels. Difficulties in coordination among these bodies ia 
often encountered. Since centrel government control* inhibit tha 
autonomy of local water and wastewater organizations, tha 
managers of these facilitter make few decision*. Subsidies ara a 
disincentive to efficient operations. Finally, the training of 
tha engineers and technicians to run the systems has been

•k t
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inadequate. A US AID-funded training naada assessaent concluded ~*r 
that 24,000 people with theaa skills will have to ba trained in 
tha next 10 yaara.

UlAID's objective in this area ia to increased number of water . 
end wastewater facilities in urban areas). Tha sine qua non for 
additional assistance will ba policy and institutional rafora in 
tha water and wastewatar sectors. Although wa have bean active 
in coat recovery discussions for the past several yaara, much 
aora prograaa aust ba aada to anaura tha austeinability of 
current investasnts. We are alao providing financial support and 
technical assistance for organisational rafora efforts, but much 
more progress is required hera also.

The general outline of tha rafora agenda which wa will pursue in 
connection with any now aaaiatanea includeas 1) reorganization of 
utilities into regulated modern municipal utilities with the 
appropriate authority end skills; 2) existence of 100 percent OtN 
cost recovery plans to be implemented as mutually agreed; 3) 
reform of personnel systems and operators certification programa; 
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 wastewater. Because of substantial donor assistance for water 
projects in the 1980s, and becauss Egypt is now undertaking aajor 
water facility construction projects on its own, water coverage 
is far more extensive than sewerage and there is less of a need 
for donor assistance. An exception to this ia in tha aoaa 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 remaina substantial.

Consistent with this strategy, and contingent upon serious 
governmant efforts at reforn in these sectors, USAID plans to 
develop a new generation of water and wastewater activities, with 
emphasis on the latter. In this regard, we will consider 
supporting follow-on wastewater projects in Cairo and Alexandria. 
We will also consider a combined weter/wastewater progrcm in 
sevaral of Egypt's "secondary" cities.
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2. Electric Power

,.., Th* Egyptltn •Itctric power system serves nearly 11 
•illion customers concentrated In Cairo, Alexandria, the Delta, 
and along the Sues Canal and the Mile River. Ilectric energy 
comes fro* generating facilities which are installed at strategic 
locations in the Nile Valley, the Delta and the Sues Canal and 
which are integrated by a complex network of transmission lines. 
Areas outside the reach of the power system are supplied fro*, gas 
turbines and diesel driven generators. These facilities 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 capacity of nearly 
12,000 MW which should be enough, along with currently planned 
additional capacity, to meet customer demands until the year 
2001. USA ID has played a major role in developing this capacity ( 
providing nearly $1.6 billion since 1977. This includes support 
fort 1) power system planning, construction, operation and 
Maintenance, and utility arrangeaent; 2) expansion and 
rehabilitation of 4800 megawatts (MW) of generating 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 natwork 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 involve: policies related 
to economic pricing of electric energy; institutional issues 
relating to training of middle management staff; transmission and 
distribution networks; and technical issues Involving imbalanced 
allocation of financing to generation; energy losses; and lack of 
facilities to manage regional systeas.

Government subsidies to the sector have kept electric energy 
prices far below economic prices and, as a result, custoners have 
no Incentive to control consumption, and industry utilizes 
obsolete and inefficient processes. In recent years, the 
government has implemented ft series of price increases (reaching 
nearly 60 percent of long range aarglnal cost of producing 
^electricity) in connection with US AID'S support to the sector. 
However,, tariffs remain w»J.l below economic price j. USAID has 
jfinanc0/d a comprehensive electricity pricing study that provides
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the foundation and methodology for energy pricing in the future. 
Based on this study, Egypt 1* required, under the World Bank'0 
SAL, to achlava long-run marginal cost pricing of electricity in 
1995. USAID's tupport in thl» sector will continue to be linked 
to negotiated incremental achiavamenta of thim objective.

USAID will alao aupport • Policy Reform and Inatitutional 
Assessment to look at tha la gal and financial impediments to 
increased efficiency, system reliability, cost savings and 
ravanua ganaration. This assessment will. racomnand a time-phased 
plan for improvements in financial performance, changes in 
policies and regulations, tariff structures, and tariff 
collaction.

Institutionally, tha development of middle nanageaant within tha 
Ministry of Elactricity and Energy has not kapt paca with tha 
evolution of tha utility system. Managers at this laval hava had 
llttla or no exposura to affactiva management tachniquas or tha 
management functions of utilitias oparatlons. This will hava long 
tan implications for tha ovarall management of tha system. USAID 
is now supporting an Executive Managanant Davalopment Program for 
senior •anagenant in tha Ministry of Elactricity. To furthar 
anhanca tha govarnnant's capacity for utility nanage»ant, USAID 
will financa tr assessment of longer-tern management davalopnant 
goals and help design and finance a program which will neat these 
goals.

Aaong the technical constraints to sector efficiency is tha 
unbalanced financing of systea facilitlea which has favored tha 
development of generation capacity at tha expense of transmission 
and distribution. With responsibility for these functions divided 
between two different authorities, this bifurcated planning and 
financing has resulted in nearly 70 percent of total Hector 
funding allocated to generation, with the rest going to the other 
functions. In a well planned system, allocations to these two 
elements should be roughly equal. USAID programs will seek to 
address this imbalance through Increasing emphasis on 
transmission and distribution in the system.

Energy losses on the transmission and distribution system are 65 
percent to 70 percent higher than is reasonably acceptable. Tha 
Egyptian Distribution Authority (EDA), with USAID support, is 
studying tha causes of high energy losses and will be developing 
a nationwide program to reduca losses to reasonable levels. 
After this study is completed, US AID will determine tha 
appropriate assistance to assist the EDA reduce losses in the 
system. USAID currently plans to finance new transmission 
substations in Alexandria and Oilro to relieve facilities that 
vill be overloaded in the next few years. This will reduce the 
losses that are caused by such overloads. USAID wilJl also support 
energy efficiency improvements through rehabilitation of 
generation capacity at thermal power facilities and at some
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utilising gas turbines.

The National Energy Control Center is responsible for the 
reliable operation of the 900 kilovolt (XV) transmission system. 
While there is one regional control center currently in 
•xistenoe, end another in development, there is no central i ted 
control of the electrical networks serving various other \ 
operating cones. Effective management requires the collection and 
presentation 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 
will collect and display operating data for the Cairo Zone. The 
EEA Control Center will utilize the information to more 
affectively manage the operation of this complex network. This 
will contribute to reduced losses and enhanced quality of 
service. j

3. Telecommunications

A modern, efficient telecommunications network is a 
crucial component of the economic infrastructure. Adequate 
telecommunications cervices enhance the efficiency of private 
sector firms, government services, and agricultural producers. 
Telephones greatly improve the dissemination of market 
information, which allows market participants to respond rapidly 
to demand and price conditions. Th**» h»n»n«-» «~.»«-ri!:--t.- ft.. •••• 
,.,vi4Wi..i.w.,»- -AuppottAve of investment, job creation, and econosic 
growth.

An assessment of the telecommunications sector in 1978 identified 
the need for a twenty year, $20 billion program to 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 197S, USAID supported the expansion of telecommunications 
in Egypt, providing $345 million. This includes support fort 1) 
equipment to replace obsolete motor driven rotary telephone 
switching aystems in Cairo and Alexandria with electronically 
controlled switching systems, increasing their capacity from 
127,000 lines to 295,000 lines i 2) equipment and materials to 
expand and rehabilitate associated outside plant cable networks; 
and 3) the expansion of two existing exchanges by 24,000 lines 
and the installation of state-of-the-art digital switching 
systems for three new exchanges with a capacity of 74,000 lines.

While the Egyptian telecommunication network has expanded rapidly 
over the last decade, the ncctor remains strained and 
underdeveloped. Currently there are 2.15 million telephone lines
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in Egypt serving a population of more than 34 Billion people, a 
telephone lint dtnaity of nearly four telephone line* for every 
one hundred (4/100) Egyptians. The official waiting liet for new 
telephone service la 1.2 Million, of which Cairo and Alexandria 
account for More than half. Egypt 'a large population, combined 
with its high annual growth rate, Beans that the government phone 
coapany, ARINTO, mist inatall an additional 45,000 linea per year 
just to maintain the current telephone line denaity. An 
additional 300,000 linee per year are required if the government 
it to achieve ite goel of increaaing the national denaity to 
10/100 population by the year 2002.

USAZD's atrategy in the telecommunications aector is to support 
government objectives which are to: (1) extend telecommunication 
services; (2) replace overburdened switching equipment which 
relies on outmoded technology; (3) reduce service interruptions 
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 
equipment provided under the project.
Thii Egyptian telecommunications network currently faces a number 
of constraints which, if uncorrected, will impede the network's 
overall efficiency. Broadly, these constraints Involve policies 
related to economic pricing of telecommunication services, 
Institutional issues relating to the development of technical 
etaff, and technical issues caused by equipment which originates 
from 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 generation from connection fees and 
hi,gh international tariffs. Connection fees bear no relationship 
to actual connection costs and lire established in Many instances 
to regulate application for telephone service. USA ID will 
finance a series of studies and assessments of the 
telecommunications sector to improve market pricing and cost 
recovery and define constraints to the efficient operation of the 
AREHTO. The study will recommend reforms which, if implemented, 
will enable the telecommunications sector to operate on a 
commercial basis.

Incompatible system equipment causes inefficient call routing and 
constrains the operations of the national network. For example, 
there are twelve different types of switching equipment in the 
network each with different transmission standards. USAID will 
finance network standardisation, expansion and modernization, and 
the development of facilities that will improve the nanagement of 
the national network. Specifically OSAID will finance: service 
to over 500,000 households and businesses currently without 
access to telephones, increasing telephone density to ten per 
hundred Egyptian*; replacement of approximately 175,000 lines of
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obsolete crossbar equipment and temporary switching equipment* 
and training for ARINTO etaff to iaprova axiating skill a and gain 
nav expertise in planning, operating, and Maintaining Igypt'a 
national natvork.

UIA1D alao vill financa a eantralisad oparationa and maintenance 
control center that vill identify system problems, ganarata 
atatua report*, and dlapateh aXanta in tha avant of service 
interruptions. Tha cantar would provide tha AftENTO with 
information to dlagnoaa problems within exchangee, in tha 
transmission system, and in tha distribution syetea. In addition, 
USA ID will f fmanca a Natvork Oparationa Cantar which vill provida 
surveillance, analyaia and control for local and toll traffic 
within tha natwork.

C. Environment;

Tha Miss ion'a aavanth etrategic objective--enhanced, 
r-jtegtion off Egypt's freshw^te^ an;d e^r resourcej—ia alao aimed 
at improving tha quality o? Ufa of Egyptian citizens.

Sarioua environmental degradation conatraina not only Egypt's 
aconoaic development, but tha health and livalihood of ita 
citir«na, Availabla evidenca auggaata that anvironnantal danaga 
to Egypt'a water resources is Boat aarioua, followed by air, 
coastal and marine, and land raaourcaa.

Unfortunately, there ia currently no atrong public preaaura for 
tha GOE to formulate and iopleaent policies to protect tha 
environment. Moreover, tha Egyptian Environmental Affalra 
Agency, the entity charged with environmental regulation, lacka 
the authority, budget, ataff and technical resources to fulfill 
ita mandate. Egyptian industriea employ outdated and waataful 
technology whose by producta are injurious to tha environment. 
Upgrading this technology will be a long and expensive process 
and one which ia not likely to occur in the current, controlled 
economy. Until the policy environment is more favorable, tha 
Mission ia reluctant to initiate e major, discrete project in the 
tinvironwent. However, we will integrate a new environmental 
cllaension into several current and planned projecta in areas 
where we are already having aubatantial environmental iapact, 
auoh aa water/waatewater, agriculture and energy.

Other elements of the Mission's policy refom agenda Indirectly 
benefit the environment. Reducing subsidies on inputs I Iks 
fertilisers and pesticides, a feature of our Agricultural 
Production Credit Project, will havs a positive envlronnental 
iapact on land and water resources. Moreover, our support for 
irrigation cost recovery and irrigation improvement activities 
contributes substantially to the conservation of Egypt's water 
reaourcea.
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The Mitvion will also seek to upgrade the environmental policy 
analysis capability of selected lint ministries by implementing 
prototype policy studies as part of its irrigation, agriculture, 
energy and weter/waatewatar portfolios.

USAXD will continua its outraach to privata factor firms through 
tha Industrial energy conservation projact. Alto In Uio privata 
•actor, USAJD will encourage, proposal! for pollution pravantion 
and environmental protection activities, and environmental 
avaranaas programs as part of its PVO grant program.
Finally, tha Mission will seek to improve wwironmental avaranaaa 
by foataring tha fraa flow of information among Egyptian 
agencies, international organisations, pvos, private firms and 
tha academic community. Working through existing information 
systems such as the Egyptian Mational Science and Technology 
Information Network, the Mission will support efforts to 
eatablinh permanent repoaitoriea of environment el data* ao that 
thay are available for critical analysis and review by the entire 
aptctrun of investigator*.

USAXD's technology transfer activities in sectors such as 
water/wastewater, energy> Industrial energy conservation and 
Irrigation will all have a positive impact on the quality of the
environnant in Egypt.

itJBGOAL III: fJTRINGTHENIHO Of SELECTED DEMOCRATIC fYSTIMf, 
INSTITUTIONS AJfD PROCZ8BEI

As • new initiative, the USA ID mission has begun a governance and 
judicial strengthening program to support the liberalization of 
Egyptian society and the reinforcement of the economic reform 
process. Ths program will enhance government accountability and 
improve management of the key representative and legislative 
components of government. It will strengthen the effectiveness 
of representative government, information systems and media 
Institutions that are essantiel for responsive and accountable 
government. The program will also strengthen key judicial 
systems at national and/or local levels, improve judicial 
management and support tor the autonomous rights of individuals. 
At local government levels, the program will enhance the role of 
elected local councils in decision-making and the relationships 
of these councils with the national parliament and other 
representative bodies of government.

The Mission has initiated a dialogue with aanlor representatives 
of key legislative, judicial end local government institutions to 
determine their interest in strengthening the representative 
elemants of government, and in judicial reform. Initial 
dlacuasiona have been favorable, and the mission is now preparing



three soctor assessments which will identity othor tree* for 
potential support. The lector assessments includes 1) a 
Political Economy Assessment of the economic and political reform 
process, with opportunities for strengthening the reform process; 
2) an assessment of governance institutions consisting of an 
analytic of representative institutions and the media at the 
national and local levels 3) a legal/judicial reform assessment.

Following the completion of the sector assessments, the mission 
will develop a Democracy Initiatives ftrategy which is expected 
to be completed in June ;,9>2. The strategy will define a 
strategic objective for political development, identify the key 
areas for program intervention, and establish the major 
performance management objectives for the governance and judicial 
strengthening program.

Program development will occur in two phases. An Interim Program 
will begin after the sector assessments and strategy development 
activities have been completed. It will consist of short range 
activities in support of the overall strategy. Interim program 
activities nay include training and technical support for 
judicial legal institutions, support for non-governmental 
organizations (NGOt) and legislative and representative 
institutions. The interim program will allow the Mission to 
proceed with high profile but complementary political development 
activities in support of overall program objectives in a 
relatively short time.

The second phase of program development will also 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 
government and legal/judicial reform. Project design will begin 
iaaedlately following the completion of the sector assessments 
and the strategy. The first major project could be authorized in 
FY 93.

J
Staffin

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