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I; i s  d i f f i c u l t  t o  know what t o  c a l l  t h i s  document. I n i t i a l l y ,  
zhe  t a s k  was t o  do a  S e c t o r  Assessment of t h e  Egyp t i an  
L e c e n t r a l i z a t i o n  program s u p p o r t e d  by A I D  ove r  t h e  l a s t  f o u r  t o  
f i v e  y e a r s .  T h i s  a s s e s s m e n t  would be based on a  r ev i ew  and 
s y n t h e s i s  of e x i s t i n g  e v a l u a t i o n s  and would, p resumably ,  l a y  t h e  
c o n c e p t u a l  groundwork f o r  any f u r t h e r  A I D  s u p p o r t  t o  t h e  s e c t o r .  
There  would be no new f i e l d  i n v e s t i g a t i o n ;  r a t h e r ,  t h e  a s se s smen t  
uould  S e  based  on e x i s t i n g  documenta t ion .  I t  was n o t  i n t e n d e d  t o  
be an  i ndependen t  e v a l u a t i o n  of t h e  program. 

About h z l f  way t h r o u g h  t h e  t a s k  we were informed t h a t  t h e  Near 
E a s t  Bureau would c o n s i d e r  t h e  S e c t o r  Assessment a s  a program 
i d e n t i f i c a t i o n  document ("PID") f o r  Phase  I1 of D e c e n t r a l i z a t i o n  
S e c t o r  S u p p o r t .  The i s s u e  of whether  t h e  n e x t  phase  was t o  be a 
" p r o j e c t u  o r  a  program was l e f t  open,  bu t  e a r l y  i n d i c a t i o n s  were 
t h a t  t h e  Near E a s t  Bureau f a v o r e d  a  p r o j e c t ,  whereas  t h e  Mis s ion  
( C a i r o )  f a v o r e d  a  program. 

A t  t h a t  p o i n t ,  Ke made a  d e c i s i o n  t h a t  i n f l u e n c e d  t h e  form and 
c o n t e n t  of t h i s  document.  We d e c i d e d  t o  u s e  t h e  fo rma t  of t h e  
?ID, and i n t e g r a t e  ou r  s y n t h e s i s  and judgments about  Phase I i n t o  
t h e  PID. Thus,  what we have p r e p a r e d  i s  a "P ID- l ikew document, 
s r r e n g ~ h e n e d  by f i v e  y e a r s  of p r e v i o u s  A I D  e x p e r i e n c e  i n  t h i s  
s e c t o r .  

Xe have a t t e m p t e d  t o . d e v e l o p  a  working document which,  i f  
s u c c e s s f u l ,  w i l l  s e r v e ; a s  t h e  c o n c e p t u a l  and s t r a t e g i c  b a s i s  f o r  
f u r t h e r  A I D  s u p p o r t  t o ' t h e  d e c e n t r a l i z a t i o n  p r o c e s s .  We hope t h a t  
i t  i n c o r p o r a t e s  t h e  b e s t  e l e m e n t s  of b o t h  an assessmenx of p a s t  
e x p e r i e n c e  and a  p r o p o s a l  f o r  f u t u r e  work. 

The team was l e d  by R icha rd  B lue ,  D i r e c t o r ,  O f f i c e  of Egypt 
A f f a i r s ,  Bureau f o r  t h e  Kear E a s t .  Team members were Rober t  
- .  
r .  -a , , L , s ; i n e  and Gary Hansen, bo th  from AID Bureau f o r  S c i e n c e  and 

' 

Technology ,  and John R o b e r t s ,  D i r e c t o r ,  DSRPS/LAD, USAID/Egypt. - - , ; e  g r a t e f u l l y  acknowledge t h e  e x c e l l e n t  e d i t i n g  and s e c r e t a r i a l  
s u p p o r t  provided-by Xary M e g a l l i .  E r r o r s  of f a c t  and judgment 
a r e ,  of c o u r s e ,  t h e  r e s p o n s i b i l i t y  of t h e  team. 



DECESTRALIZXTION SECTOR REVIEii/ANALYSIS 

SECTOR I 1  PID 

PROGRUI FEATURES 

4. .. Conformity with Egyptian Strategy/Program 

Since 1960, the Egyptian Government has recognized the n ~ e d  for 
substantially increasing overall decentralized decision-making 
at all local governmental levels as a prerequisite for a more 
broad based development posture throughout the country. 
Beginning in 1960 and continuing through 1971, 1975, 1979 and 
1981, a series of enabling laws were enacted in the Peoplesi 
Assembly to provide the stimulation, authorities and 
developmental incentives for local development at all of 
Egypt's 26 Governorates (21 and 5 "urbanu) and 
administrative/economic divisions below governorate level: " 
markaz (rural district [pl. marakaz]); - qism (urban district); 
qarya (village); and hay (urban ward). 

Since 1981, all governors have held the administrative rank of 
"Xinister." Developmental budget authority and 
responsibilities devolved to the Governorates effective July 
1982, and central budgetary subsidies for development have 
increased by a multiple of six since that date. The annual 
total GOE local development budet allocations to local 
governments now exceed the equivalent of $175 million (at the 
official exchange rate), all for application to local economic 
2nd social infrastructure and services. 

The evolution 05 attitude is very significant in a nation with 
5,000 years of hyghly centralized authority and 
decisionmaking. Egypt, with assistance over the past four 
years from the AID Decentralization Program, is steadily 
pursuing the course of economic and administrative 
decen~ralization and local development which will promote and 
enhance the building of a national development foundation for 
rhe present and for the future. 

The President of the Repubic, Nohamed Hosni Mubarak. has 
repeatedly urge 
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Xohieddin has called for major changes in financial enabling 
laws and authorities to promote more local level self-reliance 
in revenue generation, retention and utilifation. 



In a legal sense, it would zppear that the basic underlying 
legislation is in place to support the sort of local financial 
contributions referred to in the 1983 Decentralization Sector 
Assessment. However, the extent to which enabling laws must 
also be passed before such reforms can be implemented - -  even 
on a pilot basis - -  remains unclear. Moreover, the GOEts 
essential political willingness to permit local resource 
mobilization (as envisioned herein) could likely benefit 
substantially from: 

the convincing demonstration of local institutional 
capacity for self-reliant resource mobilization and 
utilization, and 

the effective encouragement of diverse innovative 
approaches to resource mobilization, planning, budgeting, 
financial management, contracting, procurement, etc., at 
the local level. 

RELATIONSHIP TO CDSS AND OTHER HISS ION STRATEGIES 

Decentralization projects have been in a position of importance 
within the Mission since 1982, when, at the urging of both the 
GOE and AID/W, several decentralized development project 
activities were subsumed by the Mission into the 
Decentralization Sector Program'. Through FY 1985, a total of 
$525.2 million in AID/ESF grant funds will have been obligated 
and expended in a myriad of decentralization activities in 
almost every village and district of Egypt, benefiting a vast 
majority of Egyp.tls 48 million citizens. The developmental 
significance of these activities, clearly demonstrating a 
growing and effective capacity of local governments and people 
to play a major determining role in their own governance and 
developmental status, is viewed by the GOE and the Mission as 
establishment of firm foundations for the future. 

The recent FY 1986 CDSS views Decentralization I 1  (Local 
Development Sector) as the primary thrust of AID assistance to 
economic and social capacity-building and infrastructure at all 
ievels. Concurrently, the Xission views the Decentralizazion 
Program as the most visible, far-reaching component of the 
enxire USAID/Egypt portfolio and the principal developmental 
vehicle for directly addressing US/GOE policy and equity 
objectives. 

3 y  focusing on continued and expanded capacity-building 
objectives, the Xission and the GOE agree on the need for 
mobilizing local (rural - and urban) resources; creating, 



operating and mainiaining local infrastructure and services 
G p r o p r i a t e l y  placed at local levels, and enhancing and 
sustaining policy reform and the growth of democratic 
institutions and capacities at all levels. Decentralized local 
development is viewed as the appropriate and principal 
strategic focus' and methodology for all USG assistance below 
major national-level projects. 
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11. PROJECT DESCRIPTION 

- _. Cenzrzlizing Tendencies and the Dynamics of Change - - -  

E .  The Historic Tradition of Centralism 

In Egypt, two historical traditions and two more recent 
rrends contribute to the very major role government plays 
in the economy and the society. Many Egyptians maintain 
that Egyptian political history demonstrates a tendency 
toward a strong centrist government. References are made 
to the interdependence between irrigated agriculture and 
the need for centralized control and coordination. This is 
knob-n locally as the "pharaonic tradition." In fact, more 
recent Egyptian history prior to the Nasser revolution is 
better described as an arrangement between the local landed 
elite and a succession of foreign rulers. This "centrist 
tradition" has been complemented by a remarkable degree of 
passivity on the part of the Egyptian masses. 

Hore recently, the rise of modern nationalism and its 
supporting ideologies of economic development and social 
justice became manifest in the 1952 Revolution. This 
revolution advanced the idea that the state was the 
principal engine of economic growth (socialism) and was 
responsible for providing benefits (the products of that 
grokh) to the Egyptian people. An impediment to social 
justice was the landed elite, whose power and wealth were 
shzrply curtailed by land reform. After the 1952 
revolutjon, the state expanded in size, function and 
responsibility. The Egyptian people came to rely on the 
szate for the provision of subsidized food, education, 
housing, energy, health services and most other basic human 
needs. The state also became the principal source of 
enzloyment. State control over the economy was justified 
in terms of the need TO generate wealth for redistribution 
to the people. The principal mechanisms of distribution 
 re iand reform and the subsidy system. 

Thus, both history--or the mythology of historical 
ex2erience--and contemporary trends converged to reinforce 
z centralized state and economic system. The masses 
renained passive, but now the state was something which did 
" f o r  the individual." The traditional view remained that 
~ F s t a t e  also did "to - the individual". 



Lefx out of this equation was the principle of popular 
Dartlcipation and popular sovereignty. The corollary idea 
bf private ownership of the factors of production was 
discouraged, if not eliminated. Socialist ideology 
combined with centralized bureaucratic elitism to foster an 
atxirude of paternalism. In its benign face, paternalism 
meant taking c'are of the people who were not capable of 
taking care of themselves. In its malevolent face, 
paternalism also meant that people could not be trusted, 
individual accumulations of wealth were suspect and in some 
fundamental way considered corrupt. 

b. Dynamics of Change in the Modern Era 

Nevertheless, modern Egypt contained forces that worked to 
undermine the centrist, command economy concept of the 
polity. The reforms of the Nasser revolution contributed 
to the potential for a more participatory society. A 
rapidly expanding population constrained by a very limited 
habitable land area meant that the sheer volume of 
interactions and communications between people grew 
exponentially. Egyptians became better educated, large 
numbers worked abroad accumulating both wealth and 
knowledge. Expectations about the "good lifeM changed 
dramatically. The state as the producer of wealth and the 
distributor of benefits became increasingly hard pressed to 
meet these demands. 

The growing imbalance between social and economic demands 
and supply was not the only problem to be solved. The 
growing complexity and increased integration of Egyptian 
economic and so'cial life meant that centralized decision- 
making and administratively-determined resource allocations 
had become manifestly inefficient. The system suffered 
from information and decision making overload. 
Bureaucracies had become overstaffed, inefficient, and 
inadequately funded. Inefficiency, combined with 
unresponsiveness, wasted scarce resources. Moreover, the 
system was unable to tap the expanding energy and skills of 
a becter educated, more mobile and articulate population. 
Human capital was being siphoned off by the demand for 
skilled and unskilled labor in other countries. 

These countervailing trends led to the "corrective 
revolution of 1974" under President Sadat. Without 
abandoning the purposes of social justice and state control 
of the economy, President Sadat introduced fundamental 
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ckanges in the means by which these purposes were to be 
achieved. The legirimacy of the regime no longer ~ o u l d  
depend on the evolution of powerful symbols of Arab 
na~ionalism and permanent hostility towards Israel. 
Rather, legitimacy would depend on the maintenance of peace 
and broadly based economic growth and development. The 
economy would be permitted to be more pluralistic, trade 
and investment relationships with the West were expanded, 
and a program of gradual structural adjustment and 
rationalization of the economy was begun. 

President Mubarak has continued these economic reforms and 
added new emphasis to a concomitant liberalization and 
democratization of the polity. Press freedom has expanded, 
civil liberties are better protected, and this year--for 
the first time--a free national multiparty parliamentary 
election will take place. 

c. The Onset of Decentralization 

A less dramatic but, in the long run, equally profound 
change is occurring. This is the process of 
decentralization. Decentralization entails the dispersion 
and sharing of power throughout society among both national 
and local government and non-governmental institutions. 
Its normative premise derives from an interest in building 
a pluralistic and democratic social order. The benefits of 
decentralization are equated with higher levels of 
efficiency and effectiveness in the generation and 
allocation of scarce resources for local investment. 
Similarly, sources of political stability and support are 
multiplied when authority and power is widely dispersed and 
local communities can solve their own problems without 
relying on the commands of a central bureaucracy. Finally, 
decentralization allows for greater innovation and 
entrepreneurship by individual and local communities in 
accelerating the process of social and economic change. 

In  he third world context, decentralization involves a 
focus on achieving a more proper balance between national 
and l o c a l  constituencies, with particular emphasis on 
empoxering local communities to undertake their own self 
governance. In many countries like Egypt, a long legacy of 
sTrong central government continues to constrain the growth 
of local self reliance and self government. Pre-modern 
parterns of central control designed to produce local 
deperidence are perpetuated by topheavy national 
bureaucracies which remain unresponsive to local needs. As 



 consequence, a set of popular expectations has developed 
;;nich assumes xhat an already over-extended central 
povernzent will serve as the chief producer of income and - 
employment. .L? excessive reliance on central government 
can only be reversed by shifting the balance of power 
rob-ard local constituencies where untapped sources of 
capital, entrepre.neurship and initiative can be mobilized 
in generating a more self reliance development process. 

Fueled by increased purchasing power, better communications 
and a more sophisticated population, the locus of political 
and economic activity has begun to expand beyond the 
central ministries located in Cairo. Possibilities and 
resources now exist for development action at the local 
level, in the rural areas and in the small and medium towns 
'outside of Cairo and Alexandria, as well as in the 
districts which make up those great urban conglomerates. 

d .  Decentralization to Encourage Local Control 
and Accountability 

In Egypt, a local government framework is already in place. 
In recent years, the legal basis has been established for 
decentralization. Until 1980, however, the process of 
decentralization had been relatively limited. 
Nevertheless, the Egyptian government is still intent upon 
bringing local areas into the mainstream of development. 
This process can produce one of two results. It may be 
appropriated by central line ministries and extend their 
control over local jurisdictions, thereby making local 
areas become appendages of central government and reducing 
their self-development capacities. Alternatively, it may 
be directed by the emergence and support of local centers 
of po-ier whicn establish local control and accountability 
in the generation of economic growth. The AID 
decentralization portfolio is designed to support the 
larcer possibility. 

Rac id  change in intergovernmental relationships: There are 
several dimensions of this change whicn create both 
problems and opportunities for the GOE and for AID as ve 
c r y  10 improve the effecziveness of our assistance 
2rogram. First, it is a fact that the relationship between 
governorates and central government is changing and being 
redefined. Governors enjoy increased responsibility and 
strrus in the overall system. GOE grants in aid have 
increased dramatically and at a rate far greater than to 
c e n t r a l  ministry budgets. Governorate authority over 
central line personnel has increased as well. Finally, 



, gci-,ernorates zi-e increasingly responsible for much of the 
izplemeniation and management of public infrastructure and 
services, such as basic education, health, agriculture, 
: ; a ~ e r  and .sewerage and roads. 

Decentralizaiion versus devolution: If the process 
zxouncea to no more than increased revenue and capacity for 
locei imple~entation and management of centrally planned 
and financed activities, it would be difficult to describe 
it as decentralization. While there may be gains in 
efficiency and effectiveness through such a process, it 
would remain primarily a devolution and extension of the 
central government. Indeed, some observers would argue 
thst this, in fact, is what is happening. 

Political articulation of local preferences: 
Decentralizaiion of administrative and technical authority 
to local units in Egypt has not been matched by similar 
decentralizaiion of political authority. There are some 
positive trends, however. On the political side, a 
parallel structure of representative bodies exists which, 
though long dormant, is becoming more active in its 
representational role. Second, the national parliamentary 
election has energized the political process at the local 
level as well. Third, economic activity, some public but 
much of it private, has increased considerably, much of it 
small scale, agriculturally based and labor intensive. 
Thus, what is emerging is an expanding demand for better 
infrastructure and services, increasingly articulated 
through the political process. This in turn has begun to 
eransform the role of governors from that of representing 
cenrral authoriiy to that of being responsive to and 
advocating the interests of the citizens of the governorate. 

This process continues to evolve as the people and the GOE 
struggle to cope with the dynamics of change. There is and 
will oe resistance from the central ministries that 
perc2ive that their role is being diminished. Bureaucrats 
and technicians will no doubt resist what they will 
7erceive to be political interference in technically based 
I I scieniific" planning and decision making. Other "threats" 
10 the de~eniraliz~ation process also exist. If, for 
es2nple, local participatory institutions become vehicles 
for extreme expressions of dissent by religious minorities 
or ocner disssiisfied groups in the society, it is unlikely 
tLai che process will survive. Nevertheless, the dynamics 
that support further decentralization and economic and 
institutional pluralism do exist and cannot be ignored. 



& l j t s   ole and A c c o m ~ l i s h m e n t s  , 

-. i s r o u g h  t h e  combined e f f o r t  of p r o j e c t s  making up t h e  
3 e c e n t r a l i z a r i o n  S e c t o r  Program, A I D  h a s  h e l p e d  t o  g i v e  f o r a  
and s u b s t a n c e  t o  t h i s  p r o c e s s .  T h i s  w i l l  be f u r t h e r  d e s c r i b e d  
znd a s s e s s e d  i n  S e c t i o n  111. I t  i s  n e c e s s a r y  t o  summarize 
b r i e f l y  what h a s  been accompl i shed  i n  o r d e r  t o  d e f i n e  c l e a r l y  
t h e  i s s u e s  and prob lems  t h a t  m u s t  be a d d r e s s e d  i f  t h e r e  i s  t o  
be a  ' 'Phase 11'' funded  by A I C .  F u t u r e  A I D  s u p p o r t  f o r  t h i s  
p r o c e s s  musr  be f a s h i o n e d  w i t h  g r e a t  c a r e  and s e n s i t i v i t y  t o  
p o l i t i c a l  r i s k s  i n v o l v e d .  

a .  T a n g i b l e  Accomplishments t o  Date  

A I D  and i t s  c o u n t e r p a r t  o r g a n i z a t i o n s  have  f o l l o w e d  a  
s i m p l e  b u t  e f f e c t i v e  s t r a t e g y .  The b a s i c  p r emise  h a s  been 
t h a t  w h i l e  l o c a l  government s t r u c t u r e s  were i n  p l a c e ,  t h e y  
l a c k e d  r e s o u r c e s  and c a p a c i t y  t o  be a c t i v e  p a r t i c i p a n t s  i n  
t h e  development  p r o c e s s .  A I D ' S  r o l e  h a s  been t o  p r o v i d e  
r e s o u r c e s :  g r a n t s  unde r  BVS, NUS and PCD t o  loca '  u n i t s ;  
equipment  t o  g o v e r n o r a t e s  under  DSF, and c a p i t a l i z a t i o n  f o r  
a  l o c a l  development  l o a n  fund  t h r o u g h  DDI. T r a i n i n g  and 
t e c h n i c a l  a s s i s t a n c e  has  been p r o v i d e d  t o  deve lop  c a p a c i t y  
a? v a r i o u s  l e v e l s  of l o c a l  government i n  o r d e r  t o  t r a n s l a t e  
A I D  and G O E  r e s o u r c e s  i n t o  e f f e c t i v e l y  managed development 
p r o j e c t s .  The p r o d u c t s  of t h e  combina t ion  of f i n a n c i a l  
r e s o u r c e s ,  t e c h n i c a l  a s s i s t a n c e  and l o c a l  i n i t i a t i v e  have 
been ( i )  i n c r e a s e d  c a p a c i t y  of l o c a l  u n i t s  t o  s e t  
p r i o r i t i e s ,  a s s e s s  p rob lems  and p ropose  s o l u t i o n s ,  s e c u r e  
e x r e r n a l  r e s o u r c e s ,  and p l a n  and implement p r o j e c t s ;  ( i i )  
l o c a l l y  p l anned  and managed development p r o j e c t s  i n  e v e r y  
l o c a l  j u r i s d i c t i o n  i ' n .Egypt .  

11 i s  r e l a t i v e l y  e a s y  t o  measure t h e  accomplishments  of t h e  
program i n  t e rms  of number of p r o j e c t s  comple t ed ,  peop le  
t r a i n e 0 ,  and equipment  pu rchased  and l o a n s  made ( s e e  
,Annex E and r e s p e c t i v e  e v a l u a t i o n s ) .  The p h y s i c a l  o u t p u t s  
of t h e  p r o j e c t  a r e  i m p r e s s i v e .  Egyp t i ans  a t  t h e  l o c a l  
l 2 v e i  a r e  very  nuch aware of AIC1s involvement .  
Independenr  o b s e r v e r s  who have v i s i t e d  r u r a l  a r e a s  i n  Egypt 
have coze  away w i t h  h i g h l y  f a v o r a b l e  views of t h e  energy  
 an^ e n t h u s i a s m  of t h e  p e o p l e  and w i r h  t h e  accomplishments  
of t h e  program. 



From the perspective of AID'S traditional concerns for 
absorpxive capacity and rapid disbursement and 
iaplemenrstion, the program is also a success. The project 
is well monitored with respect to expenditure and 
subproject implementation tracking. Financial review and 
accounting procedures have been established which, while 
not without controversy, appear to have satisfied both GOE 
and >.I3 requirements. The projects have been evaluated and 
assesse~ by both internal and external evaluation teams. 
The LAD office assigned to manage the projects is well 
informed, highly motivated and professionally competent. 

. Siqnificant, though Less Tangible, Accomplishments to Date 

In proclaiming these clear achievements, however, the 
:.fission has inadvertantly understated the more important 
sector project demonstrations of local institutional 
capabili 
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success in meeting infrastructure planning/implementation 
targets may be seen as clear evidence that many of these 
loczl government institutions can very rapidly achieve 
significant levels of institutional accorn~lishment. In a 
real sense, this shows that local instituiion-building in - 
~ g y p t  czn proceed--and perhaps is proceeding--at a much 
iascer pace than was originally antici~ated. 

Unfortuna~ely, this vital aspect of sector progress to date 
has been masked by the more usual measures of project 
acco~plishment. As a result, considerable confusion has 
been generated between the Mission and A I D / W  regarding the 
?roger f u ~ u r e  approach to the Decentralization Sector. 
Ixporrantly, this emerging evidence of impressive local 
c~pabiiiries in the utilization of locally-available 
resources confirms the zimeliness of moving the 
3ecent:zlization Sector strategy toward: 

various models and pilots to demonstrate effective, 
ii-terse, and innovative approaches to local resource 

. . zo31iization; and 

-olicy reforss (and aitendanz enabling legislation) to r ~nsti~utionalize a more permissive environment for 
effective, responsive, and self-reliant local 
~overnrnent . 



2eaonstra~ions of local ins~itutional capacity should be seen 
ss  serving two rather separate purposes: 

Convincing higher-level decisionmakers of emerging local 
ins~iturionai capabilities as a means of encouraging the 
GOE to consider reform of permissible local government 
resource mobilization and operational activities. (This 
has been che strategy thus far, and it should be continued 
in Sector 11 as part of the po1i.c~ dizlogue/reform effort.) 

Building popular confidence in local-level institutions,-- 
especially regarding their abilities to reflect popular 
preferences for various local needs and to plan/lmplement 
and to self-reliantly finance local development activities 
with minimal recourse to higher government authority. 

Transition from Sector I to Sector I 1  

Sector I successfully initiated and demonstrated, beyond all 
expectations, local level capabilities for identification, 
selection, design and implementation of priority developmental 
activities in services, infrastructure, equipment, etc. It has 
also helped to identify critical constraints and opportunities 
for redirected AID assistance within the overall goal and 
purpose. 

Sector I 1  must now nove forward with additional foci, namely 
the sustaining, operating and maintaining of the local 
development process and the mobilization and utilization of 
local resources (funding, manpower, etc.) at both the private 
and public levels. This intensified focus on local capacity 
building xiil enhance the developmental autonomy of local 
government and reduce the burden of local development on the 
ntirional budget. 

.4s sunpr  i ons 

-m 1 Ine follo~ing strategic assumptions comprise the initial policy 
ngenda for Phzse I1  of the Decentralization Sector in Egypt. 

- i h e  Xission, Bureau and GOE uill agree on the local 
resource mobilization and institutional capacity building 
focus 2nd objectives of the program. 

c Sufficient flexibility in the allocation and control of 
funds by governorate and local authorities will be 
permitted by AID and the GOE. 



o The G3E and participating local authorities understand that 
,419 Sector I 1  funds will terminate at the end of the five 
year progran. (Sector.111 funding would be considered only 
if significant progress is made in achieving Sector I 1  
objectives. ) 

o A I D  and the GOE agree to a decentralization policy agenda 
and general implementation planning and review process. 
The policy agenda will include: 

- Enabling legislation for assigning revenue raising and 
budget authority to governorates and local units; 

- Provision of GOE budget support on a matching grant 
basis to local authorities; 

- The GOE, through the Saqqara Institute will move 
rapidly to develop a responsive program of technical 
and administrative training for local units; 

- Local units will move vigorously to take such actions 
as needed to increase financial resources and improve 
organization and management practices and capacity; 

- Popular participation, local agenda setting, and local 
authority will continue to be supported by GOE law and 
practice as basic premises of AID support to 
decentralization. 

- USXID and technical consultants will gradually withdraw 
from subproject monitoring and implementing roles and 
move t'oward increasing emphasis on achieving policy 
dialogue objective and increasing local resource . 
mobilization and institutional capacity-building. 

3.  2ROJECT GOAL A N D  PURPOSE 

GCIAL: To assist the GOE to establish a fiscally responsible 
v 

ana economically sustainable system of decentralized decision 
mzking, budget planning and revenue generation for local 
development. 

PLJRPOSE: To further accelerate the GOE decentralization 
process begun in Sector I by supporting: 



I .  At the governorate and local levels, 

a) Iinproved systems of resource mobilization and 
revenue generation; 

b) Iaproved systems necessary for operation and 
maintenance of local infrastructure; 

c) Improved systems for planning, coordinating and 
integrating continuing investments in local 
infrastructure and human resource development; 

2 .  A t  the national level: 

a) Accelerate development of enabling legislation and 
procedures for governorate planning, budgetary and 
resource mobilization; 

b) Further delineation, expansion and clarification of 
governorate and local level authority and 
functional responsibilities for infrastructure and 
hurnan,resource development; 

c) Establishment of more predictable patterns of, and 
criteria for, GOE revenue sharing with governorate 
and local levels, with such criteria based on both 
needs (equity) and progress toward local resource 
mobilization; 

d) Acceleration of the establishment of administrative 
and mariagement training, information sharing, 
evaluation 2nd technical advisory services 
responsive to goverorate and local unit needs; 
these training and support services will be the 
primary responsibility of, but not limited to, the 
Saqqara Institute. 

:X?ECTED ACZIEVEMENTS AND ACCOWLISHbiE!<TS 

Ii is intended that project activities in Sector I1 ( 1 9 8 5 - 1 9 9 0 )  
wil? generate the following accomplishments: 

3 ?olicy measures xi11 have been adopted which more clearly 
delineate and expand the decision-making role of local ' 

jurisdictions in planning, financing, and implementing - all 
levels of local development. 



c Enabling procedures will have been enacted on a national 
policy level that expand the authority of local 
jurisdictions to generate retain and utilize revenue. 

s Local models and demonstrations will have been completed in 
developing revenue sharing formulae that can be replicated 
on a wider-scale national basis. 

o Systems will be in place for more effective operations and 
maintenance of local infrastructure/services projects. 

o The Saqqara Institute will be functioning as a self- 
sustaining unit and responding to demands for analytical 
and training services from governorate and local 
authorities, and as a primary resource information center 
for national planning. 

Sector I1 accomplishments will be measured by progress in 
developing a stronger legal and policy framework to support 
local autonomy and capacity. It is desirable that this 
framework will emerge more effectively and visibly at the 
o~vernorate level than at the national level where the 
0 

environment may be less responsive to innovation. Translation 
and replication of Sector I1 into larger scale implementation 
mzy stiil be undergoing institutionalization, perhaps requiring 
a Phase 111. This would involve a focus on refining - 
institutional procedures in order to consolidate on a broader 
sczle what has been enunciated in policy during Sector 11. As 
tkis implementation process proceedes, Phase I11 would feature 
a rather precipitoUs phase-out of AID and central GOE 
involvement in the decentralization sector support. 

D. F'roject Outline and How it Will Work 

.A najor shift in focus %ill occur in Sector I1 of the 
itcentralization effort and this will require a funaamentziiy 
new and differenr approach to how the proposed assistance 
effort will be organized and implemented. In Sector I 
C1980-1984), major attention was devoted to reviewing and 
coniioring subprojects and building design and implementation 
systems within the Egyptian government to undertake this - - tziort. Sufficient progress is being made in this task to 
zliow a reformulstion in the priority action agenda for Sector 
11. In particular, Sector I1 will involve addressing the 
following four activiries: 



Policy Dialogue 

Generating a policy dialogue at the governorate and 
national levels concerning issues which must be 
addressed in advancing and sustaining the process of 
decentralization; 

Saqqara Institute 

Institutionalization of the Saqqara Institute for Local 
Development into a major action and support base for 
policy and institutional change; 

Resource Mobilization Models 

Testing on a national, governorate and local level new 
ap~roaches to mobilizing national and local resources 
in support of decentralized local development; 

Base Program 

continuing grant-in-aid resource assistance, financial 
support and management involvement for BVS, NUS, PCD 
and DSF type -project activities to local units of 
government, on a declining scale of AID involvement 
based on growing local resource mobilization efforts. 

A11 four of the.above activities are interrelated. Therefore, 
the project will need to be organized in such a way as to 
achieve a high level of mutual interaction and integration 
between the component parts. 

The policy dialogue function will involve establishing close 
xorking relationships between the Saqqara Institute, 
,Sovernorate authorities, and key national hiinistries (Economy, 
Planning, Finance, and Local Government). In turn, policy 
ciialogue would be directly linked with the design of 
experimental pol icy and institutional innovations for local 
development. In this regard, it is intended that several of 
rhe more responsive and innovative governorates will serve as 
field sites for advancing and testing new approaches to local 
resource mobilization and development. The Saqqara Institute 
would provide the backup design and technical support in 
monitoring and assessing this effort. 



The Sacqara Institute should constitute the primary outreach 
cenrer aad a horizontal integrating mechanism, with its staff 
engaged in generating policy issues, promoting policy dialogue, 
and designing and implementing experimental national and 
governorate approaches to local development. Likewise, the 
Saqqara institute would serve as a principal catalyst and forum 
%here information exchange and training would be undertaken in 
support of decentralized development. 

The current Sector Steering Committee will need to be 
reorganized to make it a more vital element in the policy 
dialogue process. In this regard, the feasibility of moving 
the Conmittee Secretariat to the Prime Minister's Office will 
need to be explored. In order to further strengthen the policy 
components of the project, an overview Sector Committee within 
the already existing Supreme Council for Local Government can 
play a crucial policy-determining role. The advantages of more 
direct access to the governors has been demonstrated by the 
active leadership of the urban governorates1 Project Steering 
Conmittee for the NUS project. Creating a second tier policy 
forum at the Governorate level will reduce the dependence on 
the national arena where proposed policy initiatives can 
frequently be impeded by bureaucratic inertia. 

A range of measures xi11 be undertaken ro consolidate and 
further strengthen the decentralization components demonstrated 
by the 3VS, DSF and PCD activities. Review and budget 
approval authority for 3VS subprojects will be transferred to 
the Governorates, thereby allowing ORDEV to work more closely 
with the Saqqara Institute in supporting more basic changes in 
ihe roles of village and district units. The DSF type activity 
xi11 be continued on a reduced scale and all new equipment 
purchases through project funding will be phased out. P-athtr, 
DSF funding will be made available for spare pare purchases to 
those governorates who demonstrate significant progress in 
operazing effective maintenance systeEs. The PCD activities 
will be focused on intermediate-sized cities and will support 
sxail-scale infrastructure projects that serve to enhance the 
capacity of provincial authorities to plan and finance their 
o w n  development activities. The scale of accivities undertaken 
will vary depending on the capacities of the local units 
involved. It is expected that larger-scale projects will be 
proposed for consideration by AID under other sectoral programs 
such as water and waste water. 

.A cadre of full-time consultants, financed by the Sector, will 
be assigned to roles which serve to induce and facilitate the 
above mgntioned processes of policy and ins:itutional change. 
Consultant backgrounds xi11 need to include a primary emphasis 



an zdvanced social science skills in the analysis of political 
and economic variables, along with a firm grounding in the 
application of methodologies for undertaking institutional 
change. Special emphasis will be placed on those skills which 
are relaxed to applied institutional technology transfer in the 
fields of revenue generation, financial management, project 
planning and budgeting, etc. 

The consultants will be positioned at strategic locations where 
policy and institutional change can be most effectively 
generated and sustained. It is anticipated that several of the 
consultants will spend a significant share of their time in the 
two or three governorates which will serve as the primary 
learning laboratories in testing new policy and institutional 
innovations. The other consultants will serve at Saqqara. 
Their role would be to establish close linkages between 
Saqqara, the governorate field sites, and key national 
ministries. In brief, the consultants would be responsible for 
assisting Saqqara in building a dynamic set of interactions 
between itself, the governorates and the national ministries in 
order to stimulate and sustain an iterative process where 
lessons learned from policy-inspired field tests are 
synthesized and articulated at national policy level for wider 
scale replication. 



111. F4CTORS A F F E C T I S G  PROJECT S E L E C T I O N  AND FURTHER DEVEL0P:dENT 

The proposed program is designed to improve the capacities of 
rural village units, urban districts ana provincial cities to 
undertake and finance their own local development efforts. The 
direct beneficiaries of the project will .be village and 
diszrict jurisdictions, with the indirect beneficiaries being 
the local constituents who will assume a larger role in 
identifying and investing in the expansion of public goods and 
services. 

Village and district jurisdictions, by most developing country 
standards, are small in area but extraordinarily large in 
population size. Many villages range from 20-40,000 in 
population, whereas urban districts in Cairo and Alexandria may 
have a population of a million or more inhabitants. Similar 
conditions are encountered in provincial cities. Consequently, 
most urban and village constituents live under highly congested 
conditions where social and economic infrastructure is either 
woefully inadequate or non-existent. 

Local jurisdictions usually lack the authority, incentive 
structures and resources necessary to adequately address local 
needs. The central government exercises authority over most 
resource and expenditure decisions and this has served to 
crezie conditions of local passivity and dependency on central 
level handouts. The program is designed to alleviate these 
ronsiraints through institutional reforms (at all levels of 
zovernnent), that will increase discretionary authqrity and 
incentives for local jurisdictions to mobilize resources in 
a2dressing their own development needs. These expanded 
cazacities and opportunities for local retention and control 
over revenues will provide a stronger set of social and 
economic incentives for local constituents to participate in 
selecting and financing projects which yield immediate and 
2irect benefits. 

The BVS and NUS projects have already shown that, with proper 
inducements local jurisdictions can mobilize resources for 
local investments. These demonstrations serve the dual purpose 
sf [a) supporting overall policy reform by convincing higher- 
level decision-makers of the existence of significant 
institutional capability at the local government level, and 
( b j  building popular confidence in the local units' abilities 
T O  efficiently pursue development in accordance with conmunity 
~references. - 



The great population size within these jurisdictions dictates 
that the project will also need to strengthen complementary 
organizational channels to broaden participation and resource 
mobilization at the local level. Thus, efforts will be made to 
explore how local orgnizational resources in the 
non-governmental sector can exercise a greater role in 
facilitating more broad scale participation in agenda setting 
for local action and revenue enhancement measures. 

Equity considerations as they pertain to participation and 
benefit distribution must also be addressed in Sector il once 
the resource mobilization possibilities have become better 
understood. 

Finally, it is intended that the policy and incentive neaures 
introduced by the project to enhance central and local 
contributions to local development will serve to sustain local 
capacity beyond the termination of the project. 

B. ECONOMIC CONSIDERATIONS 

This section summarizes the important economic aspects of the 
decentralization sector to date and outlines essential economic 
elements of the proposed Sector I 1  strategy. 

I .  Fiscal Decentralization: a Recognized Need 

In the 1983 De.centralization Sector Assessment, important 
econ~mic accomp~ishments were cited for Sector work as of that 
date: . 

"Basic mechanisms of popular participation [are] in place, 
[and] ... the popularly elected councils are now 
responsible for setting development priorities and 
approving local unit budgets. ... [While 
cenxrally-controlled resources to implement these 
resFonsibilities] are being disbursed to local units, 
[this] considerable expenditure decentralization [is not 
matched by the essentialJ revenue decentralization. ... The 
GOE commitment to decentralization has been clearly 
demonszrated in all areas except revenue decentralization. ... The major constraints in the sector are policy 
development, local revenue generation, and management 
skills. ... There is a large gap between local development 
needs and financial resources. [Emphasis added] 

;:The USXID strategy ... is based upon USAID'S expertise in 
policy dialogue and institution-building. The strategy 



recognizes that AID'S primary concerns in the sector are 
to: sirengihen community participation and self-reliance; 
reduce local dependence on central government, and increase 
local revenue generation so that localities can assume 
recErrent and replacement costs. AID has made a long-term' 
commitment 'in order that sufficient opportunity is allowed 
f o r  developing sustainable self-help capacity."' (STATE 
199220, 7/17/82). 

. -. 2 .  Diverse Approaches are needed to Local Institution-Building 
and Resource hlobilization - 

Emphasis should be placed in this project upon local 
institution-building and resource mobilization in local 
units of government. This builds upon the accumulated 
experience of sector projects to date, especially BVS and 
the urban-district portion of NUS. 

Because of (a) the contrasting conditions which exist in 
rural and urban parts of Egypt, and (b) the need for 
relatively innovative (and thus initially experimental) 
schemes to increase local capability and self-reliance, a 
diversity of approaches is required for implementation of 
local institution-building and resource mobilization 
approaches in this project. 

In rural villages, the stronger sense of local community 
would indicate that possibilities for local 
participation/involvement are relatively greater than is 
the case in more urban areas. In such such rural 
commmities, even small projects can enjoy relatively'high 
visibility. This increases local enthusiasm for individual 
subprojects (thereby encouraging local willingness to 
participate in the local decisionmaking process while 
stimulating local resource contributions) while enhancing 
local recognition of AID'S role in Egypt's development. 
Srronger sense of community in rural villages also 
increases the likelihood there of important in-kind labor 
contributions, local resident philanthropy, and financial 
contributions from repatriated earnings. Accordingly, 
these sources of local revenues are likely to be more 
important in rural villages than in urban districts. In 
the latter, active political participation is often more 
visible than in rural areas, although the local sense of 
community is xuch less significant. 

In general, local taxes and similar broad-based revenue 
devices built around a taxpayer's ability-to-pay (ie., his 



identifiable income stream from various sources or the 
value of his accumulated assets) are among the least 
promising sources of local resource mobilization. The 
opportunities for tax avoidance are simply too great. 

Resource mobilization based on individually-perceived 
benefits, however, offers much more promising 
possibilities. Particular opportunities often exist for - - - -  

aenerating benefit-based revenues from local commercial 
activities whose earnings would inprove as result of 
implementation of a local development project. In NUS, 
xhere is the example of local merchants seeking to Ifbuy 
into" a neighborhood street-paving project so as to extend 
the planned new pavement to cover the block in which their 
establishments are located. In this case, a betterment 
levy might well have been applied to all the commercial 
properties on the newly-paved blocks to defray the cost of 
the improvement, and--had the value of that levy been 
properly established--each of the affected merchants might 
well have gladly paid his assessed portion. 

This appeal of benefit-related resource mobilization 
applies to rural villages as well as to urban districts. 
Sonetheless, the desirable character and mix of any 
revenue-raising arrangement would likely differ between 
rural and urban areas in accordance with the contrasting 
natures of the local communities. 

3. Encouragement of Innovation in Policy Dialogue and Policy 
Reform 

Policy dialogue leading to significant policy reform is the 
ultimate element 05 this project. Stimulation of 
innovative new approaches to local institution-building and 
resource mobilization can take place through careful policy 
analysis and well-designed experimentation in the field. 
However, actual policy change can occur only after the 
policy implications of this work have been actively 
considered by all imporrant policy actors in Egypt (both 
inside the outside the G O E ) .  

This sort of active policy dialogue may be facilitated by a 
visible and dynzmic Egyptian institution such as the 
Saqqara Institure promises to be. Stimulated and assisted 
by an appropriare nix of expatriate specialists, Egyptian 
"teacher/activist" experts functioning out of Saqqara would 
actively build bridges between local subprojects successes 
and the policy d.esign/implementation at the national (and 



perhaps governorate) levels. (In a more traditionai 
a?proacn, as \;ell, expatriate specialists in local 
institution-building and resource mobilization could 
offer--ideally in collaboration with counterpart Egyptian' 
experts--carefully-defined technical instruction on these 
topics to regular Saqqara cadre. These Saqqara resident 
siaff nenbers might then offer appropriately tailored 
training sessions to local, governorate, and even central 
government officials. 

In part, then, this "vertical" policy discussion would 
inform higher-level decisionmakers of the results of varied 
innovative approaches being implemented, ultimately, at 
lower governmental levels. It may be contrasted to an 
equallq-important lfhorizontalll policy discussion to be 
conducted simultaneously (under Sakkara auspices) anong 
local government leaders and governorate officials at the 
subnational level. This Ithori zontalu policy dialogue could 
involve Saqqara-sponsored experience-sharing traveling 
worksho~s. disseminating successful "hands-onH ex~eriences 
-*la1 leaders w6o had implemented them) t6 their 
local counterparts in other villages (or urban districts, 
etc. ) within one or more governorates. 

4. Revenue Mobilization 

There are several elements of local revenue generation, 
each of which can play an important role in the functioning 
and ultimate success or failure of any local revenue 
initiative. These are: 

- Reliability of revenue flows accruing to local 
government ; 

- Sustainability and growth of revenue flows; 

- Administrative and compliance costs of revenue-raising 
arrangements ; 

- Economic effects of revenue instruments on the level 
and cornpositin of economic activity; 

- Equity considerations for those local areas which are 
unable to raise sufficient revenues to meec their local 
needs ; 

- Policy cradeoffs that emerge among rne above elements 
in a fiscal system. 

- Each of these concerns is discussed'below. 



Reliability of Local Revenue Flows 

In order for self-reliant local government to succeed. 
over the long term, its future financial resources musi 
be assured. Ideally, this would mean that its revenue 
resources would be totally under its autonomous control 
and that they would be fully adequate to current and 
projected needs. In practice, of course, this is 
rarely possible. As a second-best alternative, 
therefore, reliability and sustainability are sought 
through diversity of funding sources and instruments, 
each of which should be designed to be as predictable 
and as independent (from external interference) as 
possible. In Egypt, such a scheme of local revenue 
generation might then include the following components: 

(1) Autonomy is Essential to Local Revenue Reliability 

o An autonomous local revenue base is essential 
for the success of the proposed 
decentralization program. It should consist of 
a variety of fiscal devices reflecting the 
diverse strengths of the local economy. 
Importantly, in contrast co the currently 
existing centrally-designed taxes and shared 
revenues ("sovereignty revenues"), autonomous 
tax bases and tax rates would be esrablished 
individually by and for each separate local 
revenue authority. This would thus permit 
considerable local flexibility and variation in 
the fiscal effort expended by individual 
communities in the raising of local revenues. 
Such locally-designed revenue instruments could 
include : 

o Benefit and user charges which are directly 
related to easily identifiable benefits 
accruing to local residents as a resal; of 
locally designed and implemented sub-projects; 

Local taxes: 

levied on those having the greatest 
ability-to-pay for the common local good, 
such as nigher-valued local properIy or 
local commercial/industria1 activities; a r  



e a r m a r k e d  f o r  a  p o p u l a r  s ~ e c i f i c  p u r p o s e  
which  would d i s t r i o u t e  b e n e f i t s  b r o a d l y  
a c r o s s  t h e  l o c a l  communi ty ,  l e v i e d  among 
many t a x p a y e r s ,  p r e f e r a b l y  w i t h  v e r y  low 
i n d i v i d u a l  t a x  b u r d e n ;  

o  e a r n i n g s  f r o n  p u b l i c  e n t e r p r i s e s  ( a s  i n  DDI),  
a l t h o u g h  a  c a r e f u l  a c c o u n t i n g  a l w a y s  s h o u l d  be 
made of t h e  r e a l  economic  r e i u r n s  t o  s u c h  
a c t i v i t i e s  i n  a  c o u n t r y  l i k e  Egypt  where  t h e  
t r u e  c o s t s  of  some p u b l i c  s u b s i d i e s  a r e  n o t  
a l w a y s  e a s i l y  a p p a r e n t .  

1 2 )  P o s s i b l e  A d d i t i o n a l  Revenue I n s t r u m e n t s  

o  An i n t e r g o v e r n m e n t a l  g r a n t s  s y s t e m  
( c e n t r a l - t o - l o c a l  government  g r a n t s - i n - a i d )  
w h i c h ,  i d e a l l y ,  would i n c o r p o r a t e  s i g n i f i c a n t  
i n c e n t i v e s  t o  i n c r e a s e d  r e v e n u e  e f f o ? t  by l o c a l  
g o v e r n m e n t s  t h r o u g h  t h e i r  au tonomous  l o c a l  - - 

r e v e n u e  a u t h o r i t y .  

o  A l o c a l  government  c r e d i t  mechanism, p r o b a b l y  
d e f i n e d  s e p a r a t e l y  by e a c h  i n d i v i d u a l  
i o v e r n o r a t k  i n  w h i c h - i t  m i g h t  o p e r a t e ,  w h e r e i n  
l o c a l i t i e s  ( v i l l a g e s ,  m a r a k a z )  c o u l d  s e e k  
c r e d i t  f o r  l o c a l l y - d e s i g n e d  c a p i t a l  deve lopment  
a c t i v i t i e s .  L o c a l  g o v e r n m e n t s  m i g h t  
c o n c e i v a b l y  "buy i n t o M  s u c h  c r e d i t  f i n a n c i n g  i n  

. a  manner  s i m i l a r  t o  t h a t  of a  m a t c h i n g  g r a n t ,  
t h e r e b y  s t i m u l a t i n g  g r e a t e r  l o c a l  g e n e r a t i o n  of 
r eve r iues  v h i l e  p r o d u c i n g  i n c r e a s e d  e x p e n d i t u r e s  
f o r  l o c a l  d e v e l o p m e n t  p u r p o s e s .  I n d i v i d u a l  
g o v e r n o r a t e  s p e c i f i c a t i o n  of l e n d i n g  c o n d i t i o n s  
s h o u l d  e n c o u r a g e  i n n o v a t i o n  i n  t h e  u s e  of s u c h  
schemes  t h r o u g h  t h e  s u b s t a n t i a l  1,ocal 
v a r i a b i l i t y  i n  r e s u l t i n g  c r e d i t  a r r a n g e m e n t s .  

( 5 )  The e x i s t i n g  " S o v e r e i g n t y  Revenues"  

o  C e n t r a l l y - a d m i n i s t e r e d  t a x e s  which  a r e  
d e d i c a t e d  t o  l o c a l  g o v e r n m e n t s  s u c h  a s  t h e  
p r e s e n t  t a x e s  on :  

l a n d  ( o n  a n n u a l  r e n t a l  v a l u e  of a r a b l e  l a n d  - 
w i t h  t h e  f i r s t  t h r e e  f e d d a n s  e x e m p t ,  
d i s t r i b u t e d  be tween t h e  g o v e r n o r a t e  and t h e  
v i l l a g e  i n  which  t h e  l a n d  i s  l o c a t e d ) ;  



buildings (on annual rental value of 
commercial and industrial buildings located 
in urban areas, distributed to the village 
in which the building is located); 

entertainment (excise tax distributed to 
the town Lvillage?] where the activity 
occured) ; 

motor vehicles (registration fees 
distributed to the governorate in which a 
vehicle is register;d). 

(Such centrally-administered taxes now 
comprise approximately one-fourth of local 
government revenues in Egypt.) 

o Shared revenues from centrally-defined surtaxes 
on central government taxes which now account 
for approximately three-fourths of local 
government revenues, largely through 
consumption-based taxes on imports and exports 
(plus a surtax on the Suez Canal Authority 
profits tax, divided among the three Canal 
cities). 

b) Sustainability and Growth of Revenue Flows 

Local .revenue flows must be sustainable as well as 
reliable over the long term. Otherwise the desired 
regularity of the decentralized fiscal process at the 
local level will be forever endangered. Ideally, also, 
local revenues should be designed to expand over tine 
(to meet increasing public service needs) in response 
to economic growth of the local private sector). 

Thus local revenue instruments should be designed so as 
to be res onsive to economic growth: as the Gconony 
expands ?e- through the growth of local income), local 
revenues should be able to keep pace in proportion to 
the emerging need. This is the concept of income 
elasticity. At present, the bulk of local revenues 
(through shared taxes largely on consumption-based 
imports and exports) are probably quite 
income-inelastic. They are not likely to grow at a 
sufficient rate to meet anticipated future 
requirements. As in the recent past, local revenues 
inay grow substantially only as tax rates themselves are 



regularly raised - -  a process which has clear iinits in 
practice. Therefore, in designins a future autonomous 
local revenue system, sustainabillty should be sought 
through the use of elastic revenue sources which may 
yield' revenue growth in keeping with anticipated local. 
needs. 

c) Administrative and Compliance Costs 

The desired low cost of collection, administration, and 
compliance of any revenue-raising instrument relates 
both to the government and to the taxpayer. From the 
government's perspective, the greater efficiency of low 
collection and administration costs mean that a higher 
percentage of revenues raised may actually be used for 
provision of public services. From the taxpayer's 
perspective, lower compliance costs should reduce 
taxpayer resistance (and tax avoidance) while building 
popular support for efficiently-run local government. 
In some cases, this desired administrative efficiency 
would suggest the central collection of tax revenues 
for subsequent redistribution to local governments (as 
is now done with sovereignty revenues. In other cases, 
as when concerns for taxpayer compliznce override 
anricipated costs of collection and administration on 
the government side, local collection and 
adninistration might well engender more extensive 
taxpayer confidence and thereby greater overall net 
revenue generation. 

d) ~ conomic Effects of a Revenue Instrument 

Revenue devices can have important effects on the 
allocation of private resources toward various economic 
activities. Excessive taxation may rend to divert 
resources into other activities upon which the 
effective tax burden is less. This rather com?licated 
subject is particularly important with regard to tax 
compliance: poorly designed revenue instruments 
(taxes, user charges, or whatever) can surely 
discourage honest compliance with the law, resulting in 
lost revenues and diminished public respect for 
rovernnent. However, a properly designed tax or user 0 

charge, as suggested above with regard to benefit 
linkages or popular public services, can assurediy 
enhance local revenue generation and public respect for 
local authority* 



, - e )  F i s c a l  z q u i ~ y  anong L o c a l  J u r i s d i c t i o n s  

3 u c h  of  t h e  f o r e g o i n g  h a s  e m p h a s i z e d  a n  i n c e n t i v 2 - S a s e d  
s z i n u l a z i o n  of l o c a l  r e v e n u e  g e n e r a t i o n  f o r  
l o c a l l y - p e r c e i v e d  d e v e l o p m e n t  p u r p o s e s .  L o c a i  
i n i t i a t i v e  f o r  a  c o m m u n i t y t s  e f f i c i e n t  u s e  of i s s  own 
r e s o u r c e s  i s  a  c o r n e r s t o n e  of t h i s  a p p r o a c h .  

T h i s  i s  n o t  t o  s u g g e s t ,  however ,  t h a t  e q u i t y  
c o n s i d e r a t i o n s  among l o c a l i t i e s  a r e  n o t  t o  be t a k e n  
i n t o  a c c o u n t .  Such  e q u i t y  r e m a i n s  i m p o r t a n t ,  b u t  i t  
s h o u l d  be i n t r o d u c e d  o n l y  o n c e  i t  h a s  become a p p a r e n t  
t h a t  a  l o c a l  c o m m u n i t y ' s  b e s t  e f f o r t s - - g i v e n  i r s  own 
l o c a l  economic  b a s e - - a r e  i n s u f f i c i e n t  t o  r a i s e  r e v e n u e s  
a d e q u a t e  t o  min ima l  l o c a l  n e e d s .  I n d e e d ,  i t  i s  i n  t h e  
e n t i r e  n a t i o n l s  b e s t  i n t e r e s t s  t o  e n s u r e  t h a t  s u c h  
rninumal p u b l i c  s e r v i c e s  a r e  made a v a i l a b l e  t o  e a c h  
c i t i z e n .  T h i s  i s  why p u b l i c  h e a l t h  e x p e n d i t u r e s  and 
b a s i c  t e a c h e r s 1  s a l a r i e s  a r e  u s u a l l y  p r o v i d e d  by t h e  
c e n t r a l  g o v e r n m e n t ,  r e g a r d l e s s  of a  c o m m u n i t y l s  a b i l i t y  
t o  r a i s e  f u n d s  f o r  s u c h  p u b l i c  s e c t o r  a c t i v i t i e s .  
Under  t h e  scheme o u t l i n e d  a b o v e ,  h o w e v e r ,  a n y  community 
n a y  s t i l l  r a i s e  s u b s t a n t i a l  l o c a l  r e v e n u e s  f o r  p u b l i c  
h e a l t h  o r  e d u c a t i o n  a c t i v i t i e s  beyond t h i s  e l e m e n t a l  
s u p p o r t  l e v e l  f o r  s u c h  p u b l i c  f u n c t i o n s .  

f )  P o l i c y  T r a d e o f f s  i n  a n  I n t e r g o v e r n m e n t a l  F i s c a l  Sys tem 

F i n a l l y ,  i t  s h o u l d  be  n o t e d  t h a t  i m p o r t a n t  t r a d e o f f s  
e x i s t  among t h e  v a r i o u s  e l e m e n t s  of  l o c a l  r e v e n u e  
l i s t e d  a b o v e .  -4s D r .  Roy B a h l ,  D i r e c t o r  of ST/RDts 
L o c a l  Revenue A d m i n i s t r a t i o n  P r o j e c t  a t  S y r a c u s e  
U z i v e r s i t y  h a s  p o i n t e d  o u t  i n  a  r e c e n t  communica t ion  
w i t h  t h e  M i s s i o n ,  t h e r e  may w e l l  b e  a  t r a d e o f f  bexween 
g e n e o r a l - p u r p o s e  and c o n d i t i o n a l  g r a n t s  g r a n t s  " w h e r e i n  
t h e  f o r n e r  may g i v e  more d i s c r e t i o n  t o  l o c a l  
g o v e r n m e n t s  b u t  t h e  l a t t e r  a r e  t h e  more e f f e c t i v e  way 
of s t i n u l a t i n g  l o c a l  r e s o u r c e  m o b i l i z a t i o n .  By t h e  
same t o k e n ,  e q u a l i z a t i o n  may r u n  c o u n c e r  t o  a  ? rogram 
of u s i n g  g r a n t s  a s  ' c a r r o t s '  t o  g e n e r a t e  more l o c a l  
r e s o u r c e  m o b i l i z a t i o n .  T h i s  i s  a n  i m p o r t a a t  r e a s o n  why 
z 5 e  who le  [ f i s c a l ]  s y s t e m  must be c o n s i d e r e d  [ i n  t 3 e  
d e s i g n  of p r o p e r  l o c a l  r e v e n u e  g e n e r a t i o n  
a r r a n g e m e n t s ] .  F o r  e x a m p l e ,  how much s e n s e  d o e s  i t  
mske t o  s t r e n g t h e n  l o c a l  a d m i n i s t r a t i o n  t o  more 
e f f e c t i v e l y  c o l l e c t  t a x e s  w h i l e  a t  t h e  s a n e  t i m e  
p r o v i d i n g  a g r a n t  s y s t e m  x h i c h  i n d u c e s  l o c a l  
g o v e r n m e n t [ s ]  t o  s u b s t i t u t e  c e n t r a l  g r a n t s  f o r  what 
t h e y  o z n e r w i s e  would h a v e  r a i s e d  l o c a l l y ? l l  



5. Analysis of Local Resource Yobilization Possibilizies an3 
Pursuit o i  Local Government Finance 2eiorm 

Local resource mobilization possibilities (in the contex~ 
of Egyptls.overall government finance system) need to be . 
carefully examined at the very beginning of Sector 11. 
This should be a detailed analysis of Egypt's 
intergovernmental (central to governorate to local levels) 
fiscal arrangements with an eye toward life-of-project 
monitoring and eventual appropriate policy reform. 

This should be carried out by a recognized institution in 
this field which is capable of both: 

conducting detailed fiscal studies of the full range of 
local revenue possibilities in the context of Egypt's 
current overall government finance arrangements, and 

pursuing the practical aspects necessary to achieve 
ultimate acceptance/implementation of the policy reform 
recommendations emerging from this endeavor. 

Such an effort would likely involve conduct of some 
analytic work in the U.S. by experts who could visit Egypt 
regularly, plus maintenance of a resident advisor in Egypt 
to work in close collaboration with officials and 
specialists in USXID, the Saqqara institute, the GOE (at 
central and governorate levels), local government ' 

officials, and other contractor institutions. These 
analytic and policy reform efforts should encompass the 
entire life of this project, from initial analysis through 
monitoring of fiscal implications of emerging results, 
through formulation of policy recommendations and theii 
ultimate implementation. 

C. RELEVANT EXPERIENCE WITH SIWIL.4R PROJECTS 

The SVS and NUS projects wer 
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levels. The following exper 
on nearly five years of proj 
years of zctivity for NUS. 

e designed 
at the vi 

ience can 
ect activi 

llage 
be fo 

irectly aclivate 
and district 

rinulated based 
r BVS and two 



:losz village and district units quickly denonstrased their 
capacity to effectively manage and rranslate BVS/NUS fxnds 
into technically sound subjects for local infrastructure 
development. 

Inizial subproject proposals, particularly in the BVS 
effort, tended to be relatively conventional. In many 
instances, submissions reflected what the village unit 
assumed that higher authorities desired. This pattern is 
changing as subproject submissions assume a more diverse 
cnzracter and reflect what village councils consider 
important to their interests. 

The concept of decentralization as embodied in the BVS and 
NUS projects has generated considerable support and 
legitimacy at the local and governorate levels. However, 
many of the central line ministries remain either 
indifferent or potentially hostile to the concept because 
of a perceived loss of authority and resources to local 
areas. 

The central aovernment and governorate authorities involved 
in the implementation of BVS-NUS are supporting project 
guidelines that restrict their role to exercising a passive 
technical and procedural review rather than substantive 
evzluation of village and district subproject selections. 

Xost of the major administrative functions and procedures 
for 3VS and NUS are being rapidly internalized by Egyptian 
counterpart institutions at the central, governorate znd 
local levels without any major additions of manpower or 
other zhinistrative resources. As a consquence, SVS'and 
SUS are rapidly achieving a position of self maintenance in 
their administrative operation by Egyptian authorities. 
This suggests that BVS and NUS have served to activaze a 
considerable level of underutilized organizarional 
ca?acity, particularly at the village and district levels. 

A significant and increasing portion of subproject funding 
includes contributions in cash and kind from village and 
district units tnemseives. These contributions zppear to 
derive fron multi2le funding sources and indicate 
considerable potential for local resource mobilization. 

2. The DDI/LDF Project 

T; DDI/LDF project provided small scale loans to village 
councils f o r  productive enterprises. It is the oldest, and 
ic napy ways the most successful project in Sector I. From 



-,he Egyptian p o i n ~  of view, it 
cornerstone of the portfolio s 
to fish; it didn't give them a - 
on or ?reposed contlnuaTion of 
L-iz3in Sector I1 as envisioned 

is also considered the 
ince "it taught villages how 
fish". The lack of e m p h x s  
a rural credit component 
by this document should not - 

5 e ~ r a c t  from rhe critical and ?ioneer role played by 
E D I / L D F  in the Decentralization I portfolio. In fact, it 
is believed that a rural development productive credit 
project aimed at stimulating private enterprise at local 
levels should be considered seriously by the GOE and the 
-\iission. Implementatiojn of such a program could also 
occur under the decentralized strategy. Nevertheless, it 
has been argued that Sector 11 should be focused only on 
capacity building and resource mobilization, and locally 
based infrastructure and services. Productive enterprises 
in the public sphere should be dealt with by the GOE, and 
in the private sphere could and should be the subject of 
another project. 

3. The PCD Project 

Tne PCD project, another capacity building pilot component 
in Sector I at the secondary city level, has moved through 
project-funded naster plans to a more substantial, major 
infrastructural activity focused on rehabilitation and 
construction of water and sewerage activities in the three 
target cities. Sector 11 funds, as conceptually proposed 
and presented in this document, should not be considered 
f3r application on major infrastructural needs at any local 
level. Nhile primary and secondary urban areas will be 
included within the Sector I1 scope, subprojects of the 
contemplated magnitude of the Minia, Beni Suef, and Fayoum 
PCD proposals are outside the scope and intention of 
Sector 11. Additional funding which conceivably may be 
needed for ihe water/wastewater subprojects in those thee 
cities under PCD should - not come from the 92centralization 
Sector I 1  program. 

a .  I~nz-range Problems 

iihiie the 3VS and NUS projects have generated a solid base 
of accomplishment, a number of long-range ?roblens still 9 

remain to be addressed that are related to making local 
czpacity building a self sustaining feature of the Egyptian 
development process. They include the following: 

It was originally envisaged that a set-aside 



aaintenance account (10% of BVS subproject costs and a 
variable rate for NUS subprojects) would adequately 
address maintenance needs, but many village and 
district units have been reluctant to use these 
accounts for their intended purpose. As a consequence, 
new incentives have to be devised and tested for 
a2propriate maintenance performance at the local level. ' 

b. Policy Dialogue 

A sustained process of national policy dialogue has not 
been generated by the BVS and NUS projects in support 
of decentralization. Until recently, primary attention 
has been devoted to organizing and routinizing the 
design, review, implementation and monitoring systems 
for BVS/NUS subprojects at the village and district 
levels. This was a formidable task, involving the 
training of thousands of officials and the nonitorng of 
performance as different levels of government learned 
to exercise new roles and skills in implementing 
BVS/NUS activities- The BVS system is well in place 
and the NUS will soon graduate to this stage as well. 
Some attention will need to be focused on system 
maintenance and inprovement, but the central agenda 
should now include the generation of a national policy 
dialogue on issues relating to the wider expansion of 
local development capacities. 

c. Resource Mobilization 

Building the capacity of local authorities to generate 
their o'wn resources is one major cornerstone of the 
decentralization process. BVS and ;?US have 
demonstrated local capacities to mobilize resources on 
an ad hoc basis but no major effort has been made to 
systematically address what local and national 
authorities can do to expand local revenues. 
Particular attention needs to be focused on design of. 
resource allocation arrangements from central level 
sources and expanding revenue generating authority 
available to local jurisdictions. 

Strong institutional sources at the national level have 
yet to be mobilized for the defense and promotion of 
decentralization objectives. Building this base of 
support should consiitute a major component of Sector 
I1 of the decentralization effort. This task needs to 



be viewed as a long tern evolutionary process that can 
only be undertaken with considerable care and caution. 
Given the ongoing progress in building the necessary 
support system for effective subproject implementation 
in BVS and NUS, Mission staff should now devote an 
increasing share of their tine to designing and 
iiiqlementing strategies for inducing and nurturing 
institutional support at the national level. 

e. Institutional Learning 

institutional learning will need to become a major 
component of the Sector 11 decentralization effort. 
Links to institutions w i ~ h  advanced analytical 
capacities in the social sciences should be developed 
in order to begin monitoring and assessng innovative 
local development efforts generated by high performing 
villages, districts and governorates which can then be 
documented and shared through information exchange and 
training with other jurisdictions. Likewise, more 
systematic analysis will need to be used in the design 
and monitoring of policy innovations undertaken at the 
national level. The Saqqara Institute is an obvious 
choice for beginning to undertake these analytical 
functions, but other resource institutions should also 
be included in this effort. 

D . PROPOSED GXXNTEE AND/OR IXPLEhlENTING AGENCY 

iihile the grar;:ee will obviously be the Arab Republic o f  Egypt, 
there will be several units and levels of implementation focus: 

1. National Policv-levkl Coordination 

National policy-level coordination and guidelines (together 
xith zne AID Xission) will rest with the Supreme Council of 
Local Government, comprising the Priine &iini;terrs Office, 
the hiinistry or' Local Government, and the Governors and 
Chairmen of the Popular Councils from each of Egypt's 26 
Gover3orates. An active Steering Committee Program/Policy 
Secretariat is to be established within the Office of the 
Prine .Minister. 

2. Saqaara Institute 

General xechnj.ca1 assistance, training and information and 
sub~roject monitoring will be focused at (and out of) the 



new S a q q a r a  I n s r i t u t e  f o r  L o c a l  Deve lopment ,  t o  Se 
i ~ . i t i a l l y  a d m i n i s t e r e d  t h r o u g h  t h e  - 4 i n i s t r y  of L o c a l  
G c v e r n n e n t .  

3 .  F i s c a l  A d m i n i s t r a t i o n  
- 

AID-f inanced  " g r a n t s - i n - a i d "  w i i l  be p r o v i d e d  t o  and 
a c i m i n i s t e r e d  a t  2 6  s e p a r a t e  g o v e r n o r a t e  l e v e l s ,  Doth r u r a l  
and  u r b a n .  These  g r a n t s - l n - a l d ,  t o  be d l r e c t e d  a t  and 
u x i l i z e d  f o r  c a p a c i t y  b u i l d i n g  and  r e s u l t i n g  l o c a l  l e v e l  
economic  and  s o c i a l  i n f r a s t r u c t u r e  and s e r v i c e s ,  w i l l  be 
p r o v i d e d  o v e r  a  f i v e - y e a r  phase-down b a s i s ,  i n n o v a t i v e i y  
and  c r e a t i v e l y  a p p l i e d  t o  l o c a l - l e v e l  r e s o u r c e  
m o b i l i z a t i o n ,  s u b p r o j e c t  l o c a l  p e r f o r i n a n c e  and c o m p l e t i o n  
r a t e s ,  p o p u l a t i o n  and  a r e a  of g o v e r n o r a t e ,  e t c .  The GOE 
and USAID w i l l  d e t e r m i n e  a n n u a l l y  t h e  m a t c h i n g  f u n d  g r a n t -  
i n - a i d  f o r m u a l e  f o r  e a c h  g o v e r n o r a t e  b a s e d  upon p r o j e c t  
p e r f o r m a n c e  i n d i c a t o r s  and e s t i m a t e d  r e s o u r c e  m o b i l i z a t i o n  
p o t e n t i a l .  

I n i t i a l  A I D  c o n t r i b u t i o n s  v s .  l o c a l  c o n t r i b u t i o n  
p e r c e n t a g e s  w i l l  n o t  b e  g r e a t e r  t h a n  8 0 : 2 0 ,  and w i l l  be  
r e v i e w e d  and a d j u s t e d  e a c h  y e a r  i n  e a c h  p a r t i c i p a t i n g  
g o v e r n o r a t e .  I t  i s  e x p e c t e d  t h a t  i n i t i a l  A I D  c o n t r i b u t i o n  
2 c t e n t i a 1 ,  d e p e n d i n g  o n  p o p u l a t i o n  d e n s i t y  and a s s e s s e d  
c a p a b i l i t y / n e e d  of e a c h  g o v e r n o r a t e  w i l l  be  be tween  $ 1 . 5  
n i l l i o n  ( r u r a l )  and  $ 5 . 0  i n i ' l l i o n  ( u r b a n ) .  

Over t h e  l i f e  of t h e  p r o g r a m ,  AID'S s h a r e  of g r a n t - i n - a i d  
c o n t r i b u t i o n s  w i l l  p h a s e  down a s  l o c a l  r e v e n u e  g e n e r a t i o n  
and r e t e n t i o n  c o n t r i b u t i o n s  t o  l o c a l  d e v e l o p m e n t  p r o j e c t s  
i n c r e a s e .  Annual  r e v i e w s  and  p o l i c y  d e c i s i o n s  w i l l  be a a a e  
x i t h  U S X I D  and t h e  S t e e r i n g  Corrmizcee S e c r e t a r i a t  and w i ' l l  
b e  d i s c u s s e d  w i t h i n  t h e  Supreme C o u n c i l  of L o c a l  Government.  

AID S u p p o r t  R e q u i r e m e n t s  and C a p a b i l i t y  

USAID s a p p o r t  i o r  DSSII w i l l  r e q u i r e  c e r t a i n  c h a n g e s  i n  t h e  way 
3RPS/SAD i s  o r g a n i z e d  and i n  thee t y p e s  of s k i l l s  needed  t o  
s u p p o r x  t h e  p rogram.  

A t  c h e  p r e s e n r  t i m e ,  t h e  AID p r o f e s s i o n a l  s t a f f  i s  o r g a n i z e d  
a l o n g  p r o j e c t  l i n e s ,  r e f l e c t i n g  t h e  f i v e  m a j o r  p r o j e c t s  
i n c l u d e d  u n d e r  t h e  d e c e n t r a 1 i : a t i o n  P U D .  T h i s  p r o j e c t  manager  
f o r z  i s  f a m i l i a r  t o  A I D  and  p e r m i t s  e s i a b l i s h e m n x  of 
a p p r o p r i a t e  p o s i t i o n  t i t l e s  and r a n k .  Y o r e o v e r ,  FSN s i a f l  have  
b e e n  a s s i g n e d  co  e a c h  p r o j e c x  f o r  e n g i n e e r i n g  and p r o c u r e m e n t  
s u p p o r t .  



5.i.3 has proposed a reorganizaiion plan for Sector I1  7;hic.h u s z s  
geographical areas as the basis for delineating line 
responsibilities, e.g., Urban, Xiverine, and Desert, as sell as 
several staff responsibilities such as training and iocai 
finance (see sr'zffing and reorganization draft plan, Annex E ) .  

Part of the motivation for this ~ l a n  is to insure that the 
office 
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skills. This is an extremely important consideration x h i c h  has 
implications for whether DSSII is treated as a "projectM or a 
program. 

An alternative way of organizing LAD would be according to 
major subproject objectives. These would include: 

- Policy Analysis and Dialogue 
- Trzining Support (Saqqara Program) 
- Revenue Decentralization Experimental Program 
- Base Program in Geographic Areas 

it may be possible to combine features of both the LAD draft 
plan and the alternative proposed above. At some polnt we 
would envision that the commodity support branch would be 
phased out as the DSF portion of the present program winds down. 

In terms of types of skills needed, a shift away from emphasis 
on engineering and subpoject management skllls and toward - 

expertise in applied institutional technology skills should 
Nore expe,rtise in revenue generation, financial . 

nanagement, economic analysis, experience-based training and 
related capacity building skills will be required. 

3eveloping organizational support for DSSII goes beyond 
reor6anization of LAD. As the decentralization process 
cczt;nues? there will be new opportuni~ies for AID funding for 
2rojects generated by local units which would be suitable for 
ocher AID sectoral areas of emphasis. For example, USXID could 
support "large scaleM water and wastewater infrasiructure 
2rojecrs in provincial cities, ~ u r a l  health clinig 
rehabiiitaiion and family plannlng acrivities, by providing 
funding and technical assistance directly to governorates and 
local units. The Mission will need to develop some form of 
coordinating and integrating mechanism for insuring that such 
acrivities are considered with the overall decentralization 
s:rategy, even though fundng and project management 
responsibilities for such projects may be located outside of 
i.;il. 



The project will consist of four basic eleaents: 

Policy Dialogue: Continuous examination of inporranz issues, 
discussion of' emergiag findings, and promotion of desirable 
policy reforms. funding will be modest and will increase only 
siightly over the life of the project. 

Saqaara Institute: Combines aspects of policy dialogue and 
promotion oi innovative approaches with rapidly growing 
training and experience dissemination seminars at local 
community level. Funding expands significantly TO i t v e l  out i~ 
ihe fourth year of the project. 

Resource Mobilization Models: Operational centerpiece of the 
project, supporting innovative experiments designed at local 
level and reviewed at governorate level. Significantly growing 
funding to fourth year; supplants phase-out support of base 
program * 

ro ram: Support of selected innovative aspects of BVS, 
projects. 

Over the five years of the project, approximate budgetary 
breakdowns for each of these elements are as follows: 

Tentative Decentralization Budget 
(in 3$ Nillion) 

Policy Dialogue 

Saqqara Institute 4 5 5 

Resource 
liobilizsiion Models 

3 a s e  Program 

All indicated funds are USXID grants. No contributions are 
planned from other sources, aside from annual increasing local 
contributions/resource mobilization funds. 



X ~iarification should be offered concerning the nature of the 
disbursements to individual subproject activities. These are 
to be direct local-level disbursements for which U S A i D  
documenta~ion is prepared for disbursement of funds subject to 
acceptable expenditure/project implementation perforsance as 
reported by each governorate. Accordingly, these fiscal 
actions should not be viewed as advances prior to 
inplementation, but rather as disbursenents subject to 
specified implementation performance. 

G. Design Strategy 

The A I D  bilssion will need to develop the Sector I1 program in 
close collaboration with the GOE counterpart planners and 
decision-makers. A wide range of GOE institutions will be 
involved in negotiating the various design components, 
including the Ministries of Economy, Finance, Planning, Local 
government and various governorate authorities. The Mission 
will arrive at a strategic assessment on which agencies are to 
be most involved in these dicussions. It is likely, for 
example, that several of those governorates who have assumed a 
major leadership role in projects under Sector I will be called 
on to exercise a similar role in preparing the project design, 
particularly for those componets which relate to the testing of 
new revenue generating measures and in specifying the services 
to be provided by he Saqqara Instutite. 

The LAD office will take the lead in organizing initial . 

discussions with the G O E .  Given the magnitude of the design 
tasks and the specialist skills required, and additional 3 or 4 
person A I D / W  team will be sent to assist in the PAAD 
preparation. The LAD office will intiate preliminary 
discussions with the GOE in July and August, followed by the 
formulation of the design team in September to prepare and 
subni t the PAAD in December. 

Yission/GOE PAXD design nay be supplemented with a 3 - 4  person 
s?ecialist team consisting of a public finance specialist, an 
institutional design/rural development specialist, and 
ixstitutional design/urbac development specialist, and a 
management/training specialist. Given the major policy 
enphasis for Sector I 1  it is anticipated that the 3 - 4  person 
team will need to be on assignment in Cairo for a two/three 
month period in order to firnly establish A I D / G O E  roles and 
expectations for the proposed sector program objectives. One 
method of legitimiziag the design process and expanding the 



pclicy discussion could be to conducz a seninar drawing upon 
ocher third i~orld experience and linking the various 
camponents, needs an2 strategies. 

- 

D ~ r i n g  the desian phase, one of the issues to be addressed will. 
be the extent to which this Program has and can contribute to 
increasing productive investment at local levels, and its 
relationship to the National 5-Year Plan. This information 
~ F 1 1  be reflected in the Economic Analysis section of the PXAD. 

H. AID POLICY ISSUES 

General Policy Concerns wiih Local Government Assistance 
Kote: All policy issues are derived from AID Policy 

w e t  in AIDAC, Administrator McPherson, STATE Ol!JgZZ, 17 
July 1982.) 

1. Promoting broadly-based, self-sustaining development at 
local level is a key element of AID policy 

Decentralization Sector Support I has promoted 
broadly-based development, at the local level. Sector I 1  
will focus attention on various elements of susiainability 
as described in the PID. Several factors in the host 
counrry environment are conducive to this shifz in 
emphasis, including a new framework for decentralized 
decision-making, increased resource flows to governorates 
and local units, and demonstrated capacity to design and 
implement small-scale projects. The willingness oi local 
units to participate financially in revenue generation and 
to maintain physical infrastructure should be greater since 
rhe benefits from development are directly felt and are 
immediately visible to people. 
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results.. Xoreover, infrastructure development and the 
ca~acizy to susrain it is a key factor creating the 
tondicions for orderly development of the "the narket" upon 
which private enterpreneurial activity can flourish. There 
is considerable qualititative and some quantitative 
eivdence to support the proposition that private economic . .  
activity has increased in Egyptian rural and ffrurbanu 
areas. Finally, Sector I has directly supported 
nongovernmental activities through the Neighborhood Urban 
Services Project. This concept will be integrated into 
Sector I 1  and applied to provincial cities and smaller 
rural communities, thus building on the strong social 
responsibility ethos found in Egyptian conmunlties. 

3. AID assistance to local government should encourage the 
growth of local private enterprises. 
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fund (Local Developme 
communities to financ 
has been a controvers 
raised should be squa 
DSS I does not envisi 
projects which financ 

ing conditions for 
roject helped to ca 
nt Fund) which was 
e income generating 
ial program and the 
.rely faced. It sho 
on further support 
e publically owned 

the 
.pit 
use 
Pr 
is 

luld 
to 
ent 

private 
alize a 
d by loc 
ojects. 
sues it 
be note 

this fun 
erprises 

sector 
loan 
a I. 
This 

has 
bd that 
.d or for 

The U S A I D  has advanced two defenses of the LDF. First, the 
public enterprises were generally sucessful in financial 
terms, and provided a new revenue source controlled by the 
local unit which could be reinvested for local public goods 
development. Second, by establishing new productive 
enterprises, local governments were establishing "mod.elu 
businesses which were then emulated by private 
entrepreneurs. In essence local governments assumed the 
"risksH of new enterprise development normally assumed by 
private entrepreneurs in capitalist societies. Once the 
profitability of the enterprise was demonstra~ed, private 
entrepreneurs have come forward to build new units and 
exgand production and generate new sources of wealrh and 
eaployment . 
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the iocal level enjoy privileges not svailable to private 
ca?ital, such as lower interests rates, subsidized Inputs, 
and the ability to sell products at below market prices. 
If both public and private entrepreneurs were allowed to 
play by market rules, it is unlikely that public 
enterprises would be as efficient or market responsive and 
would eventually fail. 

Both the advocates and critics of this program have a 
p o i n ~ .  Private capital exists in Egypt but entreprenuers 
have been cautious in investing in new producition 
enterprises. Investments in land and construction services 
have been safer and equally profitable. Wherever the 
demonstration affect has worked there appears to be a 
growing willingness to take risks based in part on a 
gradually increasing confidence in an environment of 
support for private entrepreneurship, and in part on the 
demonstration effect of LDF type programs. 

The review team explored several ways to include a 
restructured loan fund facility which would more directly 
stimulate private activity while avoiding negative aspects 
of the current LDF program. It was concluded that there 
may be merit in developing a program of assistance to 
stimulate and support private productive enterprise 
devel~pment in towns and rural communities in the 
governates. However, such a program should be independent 
of and complementary with the DSS 11. Our understanding of 
the dynamics of local private enterprise development is 
extremely limited and further empirical work will have to 
be done. . 

If AID grants or loans intended to strengthen local 
government are to administered through a central government 
hierarchy (or local government linked to central 
government) there should be clear and convincing evidence 
that this support will not serve to increase local 
overnment dependency on central government initiative, but 

:arher strenetntn eovernmenr ca~acicv to Dronote 
deveiopment at the local level. 

Part I1 A of this document assesses both cemralizing and 
decentralizing forces in the Egyptian context. DSS I has 
successfully blended A I D  funds to support the latter. The 
assessnent/PID team brought to its task considerable 
indepth experience with other programs in decentralization 
A 1 3  has supported in Indonesia, Philippines and Thailand, 
The judgement of the team is that considerable progress has 
been made in increasing local initiative and institutional 



- 4 0 -  

* '  * 
c a p a c i t y ,  b u t  t h a t  :he p r o c e s s  i s  by no means c o m p l e t e  O r  

s o  w e i l  e n t r e n c h e d  t h a t  i t  c o u l d  n o t  f a i l .  C o n t i n u i n g  
g r a n t s  i n  a i d  t o  l o c a l  commnuni t i e s  w n i l e  s t r e n g t h e n i n g  
c e n t r a l  and  g o v e r n a t e  t e c t l n i c a l  and pol i c y  a u t h o r i t y  woul a 
n o t  m e e t  t h e  t e s t  of  t r u e  d e c e n t r a l i z a t i o n .  The d a n g e r  o f  
b a c k l a s h  must  be f a c e d  and t h e  p o s s i ~ l e  r i s k s  e x p l i c i t e l y  
r e c o g n i z e d .  

T h i s  a r g u e s  f o r  a  program o f  w h a t  may be c a l l e d  s t r a t e g i c  
i n c r e m e n t a l i s m .  A s t r a t e g i c  i n c r e m e n t a l i s m  a p p r o a c h  a v o i d s  
ad  hoc p r a g m a t i s m  by c l e a r l y  s t a t i n g  t h e  d e s i r e d  o b j e c t i v e s  
o f  a  program w h i l e  m a i n t a i n i n g  f l e x i b i l i t y  o f  t a c t i c s  f o r  
a c h i e v i n g  t h o s e  o b j e c t i v e s .  The t e s t  o f  any s p e c i f i c  
i n v e s t m e n t  o r  a c t i v i t y  i n  t h i s  a p p r o c h  i s  w h e t h e r  o r  n o t  i t  
moves t h e  s y s t e m  i n  t h e  r i g h t  d i r e c t i o n .  The DSS I I  PIB 
h a s  d e l i b e r a t e l y  i n c o r p o r a s t e d  t h i s  s t r a t e g i c  ' o u t 1  ook. A 
f u r t h e r  t e s t  which t h e  USAID must c o n s i d e r  i s  w h e t h e r  o t h e r  
p r o g r a m s ,  s u c h  a s  f a m i l y  p l a n n i n g ,  a g r i c u l t u r a l  deve lopment  
o r  b a s i c  e d u c a t i o n  can  b e  c o n s i s t e n t  w i t h  t h e  g o a l s  and 
o b j e c t i v e s  o f ,  i n  t h i s  c a s e ,  t h e  d e c e n t r a l i z a t i o n  program. 
W i t h o u t  t h i s  o v e r a l l  program c o n s i s t e n c y ,  t h e  USAID may 
i n a d v e r t e n t l y  undermine  w i t h  one  program t h e  o b j e c t i v e s  i t  
i s  p u r s u i n g  i n  o t h e r s .  

In  t h e  d e c e n t r a l  i z a t i o n  e f f o r t ,  t h e r e f o r e ,  t h e  Miss ion  
s h o u l d  r e v i e w  i t s  a c t i v i t i e s  i n  o t h e r  s e c t o r s  t o  i n s u r e  
t h a t  i t  i s  n o t  e n c o u r a g i n g  e x p a n s i o n  o f  c e n t r a l  government  
h e i r a r c h i e s  and concommi tan t  dependency r e l a t i o n s h i p s .  
I n d e e d ,  t h r o u g h  c r o s s  c o v e n a n t s  and o t h e r ' f o r r n s  of  USAID 
c o o r d i n a t i o n ,  g r e a t e r  pol i c y  i n f l u e n c e  may be a c h i e v e d .  

5 .  AID a s s i s t a n c e  t o  l o c a l  government s  under  h i g h l y  
cen  ; r a l  i z e a  s y s t e m s  shou7 d be p r o c e e d e d  by n e g o r i a t i o n s  
t h a t  c a r e f u l l y  d e l i n e a t e  t n o s e  t u n c t i o n s ,  a u t h o r i t i e s  and 
r e s ~ o n s i ~ i l i t i e s  which need  t o  be t r a n s f e r r e d  zo s t r e n a t n e n  - - d 

1 o c a i  government  autonomy.  

The 1 9 8 3  S e c t o r  A s s e s s m e n t  and t h i s  Review/PID e s t a b l i s h  
t h e  need  f o r  a  p o l i c y  d i a l o g u e  and p r o p o s e s  b o t h  an agenda  
a s  w e i l  a s  a  b r o a d e n i n g  and r e s t r u c t u r e i n g  of  t h e  f o c a l  
p o i n t s  i n  t h e  G O E  f o r  a d v a n c i n g  t h a t  d i a l o g u e .  The 
Mini s ~ r y  o f  Local  Development  h a s  i n d i c a t e d  a  w i l l i n g n e s s  
t o  e n g a g e  i n  a  d i s c u s s i o n  and p u r p o r t s  t o  have t h e  f u l l  
b a c k i n g  o f  t h e  P r e s i d e n t  and t h e  Pr ime M i n i s t e r  i n  t h i s  
e f f o r t .  The M i s s i o n  and t h e  P r o j e c t / P r o g r a m  d e s i g n  team 
w i l l  nave  t o  e x p l o r e  w i t h  t h e  G O E  t h e  e x t e n t  t o  which t h e  
government  i s  p r e p a r e d  t o  move i n  t h e  d i r e c t i o n  o f  
s u s t a i n a b l e  d e c e n t r a l  i z a t i o n .  I t  must  a1 s o  d e v i s e  t h e  b e s t  



s t r z t e g y  f o r  d , ~ m o n s - l r a t i n g  t h a t  d e c e n ' t r a l  i z t i o n  i s  i n  t h e  
: n t e r e s t s  of  t h e  G O f l s  o v e r a l l  devef opment goal  s .  : iowever ,  
i t  i s  u n r e a l i s t i c  t o  e x p e c t  t h e  G O E  t o  i n t r o d u c e  r a d i c a i  
t r a n s f o r m a t i o n  o f  t h e i r  s y s t e m  p r i o r  t o  a g r e e m e n t s  w i t h  A I D .  

5 .  E f f e c t i v e  a s s u m p t i o n  o f  ( r e v e n u e  r a i s i n g ,  o p e r a t i n g ,  
m a i n r e n a n c e  a n a  r e p l a c e m e n t )  r e s ~ o n s i b i l i t i e s  i s  a  .. . . - 

s i g n i  r i c a n t  r e s t  o t  t n e  v a l u e  and  s u c c e s s  o f  rocaT  
aovernment  a s s i s t a n c e .  

I t  i s  t h e  i n t e n t  o f  t h i s  p r o j e c t  t o  a d d r e s s  and f i n d  
a c c e p t a b l e  and w o r k a b l e  s o l u t i o n s  t o  t h i s  i s s u e .  

7 .  S u p p o r t  s h o u l d  be v iewed a s  a l o n g  t e r m  i n s t i t u t i o n  
b u i t d i n a  e f f o r t .  

DSS I 1  i s  t h e  s e c o n d  p h a s e  o f  a t h r e e - p h a s e  p r o c e s s  
e x t e n d i n g  o v e r  a  maximum o f  f o u r t e e n  y e a r s .  The s e c o n d  
p h a s e  ( S e c t o r  11) w i l l  b r o a d e n  and  deepen p r o j e c t  
d e v e i  opment ,  management and imp1 e m e n t a t i o n  c a p a c i t y ,  expand 
1  o c a l  r e s o u r c e  mobil  i z a t i o n  and t e s t  a  v a r i e t y  o f  
mechanisms f o r  i n c r e a s i n g  i n s t i t u t i o n a l  s u s t a i n a b i l  i y .  I f  
s u c c e s s f u l ,  a  t h i r d  p h a s e  w i l l  be  c o n s i d e r e d  t o  s u p p o r t  
r ep1  i c a t i o n  and  s p r e a d  o f  t e s t e d  s y s t e m s  t o  a l l  
g o v e r n o r a t e s .  
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3 a i u a c i o n  of p r q r e s s  on Sector I1 a c t i v i t i e s  should involve increasingly 
intensive psr t i c i p t i o n  of the SaGqara I n s t i t u t e  and any other collaborating 
Sqg t i an  insr i tu t ions .  This should be a natura l  outgowth of continuing - 
;rogram i ~ l e - n e n t a t i o n  since Saclqxa is t o  be the focal  pi~t for  on-going 
xonitoring of each of the other elements of Sector 11: policy dialogue, 
resource mobilization models, and t t e  base program. With such continuous 
i c f o m t i o n  col lec t ion  and a c t i v i t y  monitoring by Saqqara, it should therefore 
be possible t o  con6uct rather  information-intensive program evaluations in a 
very economical fashion. 

The key a-ct of Saqqzra's contribution t o  the emerging program makes it the 
natura l  of any evaluation e f f o r t .  Its cadre of Egyptian s p e c i a l i s l  -- 
working closely with the expakriate contractor i n s t i t u t i o n s  -- provide the 
essen t i a l  interconnection between the Saqqara I n s t i t u t e  and the policy 
dialogue, resource mobilization mociels, and base program a c t i v i t i e s .  Indeed, 
Szqqarats monitoring e f f o r t s  of the base program and the resource mobilization 
d e s  w i l l  assure the essen t i a l  l ink  between these two elements. Thz 
formulation and pursui t  of many policy dialogue i n i t i a t i v e s  must a l so  be 
coord ina td  through Saqcjara, s ince  -- i n  the  long run -- Egyptians themselves 
mst ul t i i ia te ly  promote and secure t h a t  objective i f  it is t o  be successfully 
attained. 

%nchiark information, col lected on a continuing basis ,  should be assemblec! 
( w i t 3  increasinr;ly cen t ra l  involvement of ~ a q q G a  cadre) for annual p r q r m  
reviews. This infomation.wii l  t r a c ~  tmgiSle outputs of the various 
activities, of course, but its ~ r i m a r y  purpose should be the increasingly 
Zcjypian invclvement in  monitoring and snalys is  of loca l  resource mobilizat 
m5els and i r s t i t u t i o n a l  c a p c i t y  building. 

A formal interim evaluation should be held during the th i rd  year of . 
LzplenenLation. Decisions t o  Se taken a t  t n a t  time include: 

termination date 

Necessary r e-design resource 

f o r  the base 

mobilization 

program, 

Greater specif icat ion of th,e t h i n g  and nature of nat ioazl  policy 
kplem~lntat ion of successful 1 ~ ~ 1  resource m b i l i z a t i o n  nociels, 

Appropriate m i i f i c a t i o n  or  confirmation of the longer-term operational 
r o l e ( s )  of t i e  Saqqara i n s t i t u t e  both i n  its training-and-ouueach 
fcnctions a t  the l o c z l  l e v e l  and i n  its policy dialogue a d  analysis  
functions a t  t i e  national l eve l ,  and 

Preliminary 5~cisio,~1JliSJCir,a on the preferred arrangevents fo: Sector III, 
a s  mpr opr i a t e  . 

- f i n a l  evzluation of Sector I1 snouid be conduct& &xiq Lhe f i f t h  ye= of 
zhe program. This would concinue the work of the interim evclluarsion and 
f ina l i ze  m y  p l z m  for  a Sector I11 ., 


