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1. S3MIARY AND WaEOENDATIONS 

A. 	 Project Title: Production Credit 

B0.' 	 Project Number: 263-0147 

C. 	Grantee: The Government of Egy'nt (COE) 

D. 	 Coordinating Entities: The Office of the Deputy Prime Minister 
for Economic and Financial Affairs, the Ministry of Investment 
and International Cooperation (MIC) and aPrvate Sector 
Steering Couzittee. 

E. 	Implementing Entitles: Private banks in Egypt (joint venture or 
Egyptian owned), public sector banks, the Central . Bank of Egypt,
and the Development Industrial Bank. 	 .. 

777. F. Amount: $60 million 

Go Terms: Grant to the Government of Egypt with lending terms to 
implementing entities agreed upon by AID and the CZ.iE 

H. Life of Project: 2 1/2 years (Extension of LOP is 
rcontemplated since the project deuign 

a framework for additional 
financial assistance to Egypt's private 

1includes 
I1. 	 Strategy: 

The goal of this project is to increase the private seotor's contribution 
to Egyptian productive output. Linked to this goal i the development of 
a financial system with the capability Lnd capacity to service a full 
range of short-, medium-, and long-tem financial needs, to support the 
growth of productive private sector enterprise. 

The proposed all1ocation of $60 million represents an Increase In AID and 
4 . . 0CC financing coi~itment3 to the private sector. stile initiating the 

program with short-term and small scale enterprise credit components, the 
project provides a framework for expansion to other components Or the 
credit ,system. The project will not allocate resources to banking
institutions in advance but rather make them available against specific
transactions a3 needed and according to cm'umtment and disbursement 
performance. ' Allocation& will be guided by a simplified system of COE 
official circulars aescribing the term and conditions for all sub-loan 
transactions. In addition, the project conthemplates reallocation of 
amounts between credit components if the newd arises8*39 
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At the out mponntowill be funded: (1)Shorot-Tm
 

Credit sor production imports ($2-0 million) and (2)Small Scale
 
Enterprise leding (7.million) Technical assistance, training and
 

.
studies ($1.0 million) also will be inanced. 


on a transactionShort-term credit (STC) funds will be made available 
private and public sector banks on terms and conditionsbasis to . ludjr5Ii 

described in an official GOE circular. Funds will not be reserved to any 
. ­bank, but rather committed on a diret-cne, oirat-served, 

tranaction-by-ra saation basis. AID review and approvals will be 

similar to those currently in place for the Private Sector Commodity 
-

Program. Procurement will be governed by AID Regulation 1 
requirements..­

iL=11 Scale Enterprise (SSE) credit funds will be made available to banks 
which deMontrate sound lending prcticeandprovide erm-lending-to 
clienta who meeth all scale enterprise criteria, on terms and conditions 
also described by official 008 circulars, reviewed and approved by AID. 
AID Regulation also will apply to this component. The only bank 
initially eligible will be the Development Industrial Baik (DI). The 

include other banks which demonstrate capacityintention Is, however, to 
and have s3all scale enterprise clients. Should the DIB or other banks 
fail to commit funds.at a reasonable pace, the funds may be re-allocated
 

to the short-term credit component, with AID approval.
 
and The
Technical assistance, raining studiesare also proposed. 

Project may fund training activities to Imorove a variety of banking 
skills, including staff project appial capability and bank management
 
capacity to review, approve and monitor transactions or subloans which
 
may be financed. Funds for technical assistance will also be available
 
for credit policy analysis and development of new financial instruments 
for the Egyptian banking system. 

Amechanism will be created to prov.ide private sector program and polioy 
oversight. To be established by -the Deputy Prime Minister for Economic 
and Financial Affairs (DPM), the Private Sector -Steering Committee 

. 

It will monitor(Coimittee) will aSsist in the execution of the program. 
performance, guide the orpiation and management of program components, 
consider new credit activ stie, and propose reallocation of funds between
 
components*
 

In addition to the regular meetings of tUie Committee, the Government of 
Egypt has agreed to semi-annual consultations with AID under the auspice 
of the Deputy Prime Minister (or Economic and Financial Affirs.
 
Discussitons will Include a Lbroad range of issues, 'including the financial
 
requirements Of the bankiIng systemq the business climate and the design 
of new fInancial instrumeait. 

http:funds.at
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J6 Maior__Pre-Authorization Achievements:,~
 

1.1 Agreement with the COE, by the Deputy Prime Minister for
 
Financial and Economio*Affairs, to semi-annual consultations on credit, ,< 

business environment and related matters* 
2. Establishment of' a Private Sector Steering Comumittee with, 

responsibilities for-AID private sector'programs and related UQE private 
sector policies*
 

3. Adoption 	of' a transaction approach which puts private sector 
bnson an equal footing and in direct competition with public sectoz' 

bank~s. 

~- 7-- ---- Development- of'a-design-mdel--which--permits- eay--expansion-tbK12 
additional financial components. 

5.* An increase in the level and prospects for'private sector 
programmi~ng in Egypt and a design model to sustain such growth. 

6. Direct involvenent~ of the Central Bankc of' Egypt in both the 
program and policy aspects of' the project. 

K. Recoamendations 

USAID recommends authorization of' a grant to the Government of' Egypt in 
I 	 . the amount of' $60.0 million on the terms and conditions described in the 

Draft Authorization contained in Annex C. This grant will be used to 
provide credit f'or the purchase of' goods and services, as well as fumnd 
technical assistance, training and studies. 

4 
USAID recommends that a determination be made wider Section 612(b) or the 
Foreign Assistance Act or 1961, as amended, to permit dollar cost 
financing or local costs (Annex E). The waiver is requested because the 
anticipated supply of' US-owned Egyptian currency will not be sufficient 
to meet the requirements of' this project an other obligations of' the US 
Government in Egypt.. 
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one year as of December 1981. Inan uncertain political and economic 
environment where macro-risk variables are somewhat'negative, 
combined with the high opportunity costs of production lending, 

trade financing is very profitable and relatively 
risk-avoidance 'be.i7;tviox' byiaing actiitiestwth rhis'r ee,'-: ::1 7:;27 
ri3kfree), the credit structure in Egypt concentrates onshort-term paybacks,.- -
Recognizing that assistance to the financial sector isacomplex
undertaking with multiple facets having policy implications, the 
project will seek to lay the grouniwork for future intervnttions in'' 
the structure ofthe financial markets to give greater support to 

: fprivate seot productive and-user activities. The Production Credit 
with the Egyptian private sector and Govermnent$ 

2." Macro Setting for Production Credit 

The period from 1978 through 1981 was marked by sustained high growth 
in the Egyptian economy, dramatic expansion in the foreign trade 

setrandstad growth in capital investment in~bh ifrstucur 
and productive capacity.- IR aggregate terms the past five years has 
been a period of' high performance in the Egyptian econocy. Beneath 
the surface, how*ver, lie FLnumber of structural problems which have 
persisted through the high growth period and which have the potential 
to jeopardize economic performance in Egypt over the 1980s. 

The foreign exchange boom of the late 19705 was fueled by the rapidgrowth in oil profits and the repatriation of wages from a large 
number of Egyptians workng abroad, mostly in OPEC nations. Both of 

phenomena were to a significant degree, one-shot quantum gains 
which are unlikely to be matched. While Egypt can probably 
,C0-,slidate and sustain most of the increased levels of FX earnings
from these sources, there are already significant signs that the 
growth ate have leveled-oft (and have even turned negative 'in the 
short run). 
After several favorable years, Egypt is facing serious balance of 
payments problems. The XIf' is estimting a current account deficit 
for the 1981/1982 year (July 1981 - June 1982) of $3. billion. lia 
IM's estimate' for the capital account surplus '(which has 
traditionally offset current account deficits in' Egypt) is$1.76 
billion, leaving an overall balance deficit of over $1.4 billion 
compared to a deficit of only $142 million in 80/81 and surpluses in 
1979 and 1980, An overall deficit of $2 to 2.5 billion is possible
In the current FY 82/83 year. 

The growth in comwdity export earnings, led by petroleum and cotton, 
has been outstripped by large and fast growing imports of a wide 
range ofgoods and Services during 1981/1982. With continued 

' ­
_ .77- :: :. :. :" * ::: :< . 7.: : , :: .:: !;:. ', i: :':: -" ::*. .i -. . ::;7:; : :..!:<.'", ;:!.'. 



ic fodstuffs
impo re e 	 4atreast 4-iIe-t.hasor r 

are among the most,in 	

and industrial raw materials and spare parts 
items
important goods which have to be Imported and Costs Of these 

are rising steadily 	each year, World inflationa'ry pressures# 

population growth, and rising expectations compoun4 the problem. 

of FX, all of which provided significantEgypt's traditional 	sources 
earnings during 1976-1981, have recently experienced a leveling off 

in growth. The Most evident concern is the soft oil market. 
Egyptian oil export 	earnings for 1981/82 have already been revised 

Soft prices plus continueddownward to reflect 	the reduced prices. 
oil export arnings 

............... growth in local petroleum consumption may cause 	
...
years..r-vn dcie-i tecmnt6lvlof 


Other major FX 	 earners in the services account also are showing 
Offioial tourism and 	worker remittance figures are

negative trends. 
down (although 	much of that reduction is probably due to diversion of 

from the banking system into the own exchangethese revenues is the Possibility that themarket). Underlying 	those ConcernsI 	 demand for Egyptian labor in the OPEC countries might drop off,
 
resulting in lowered worker remittances, which are the major earner
 

Tourism earnings are stagnant. This
of FX in the services sector. 
may be a temporary phenomenon since most projecti ons of tourist 

revenues show expansion as a result Of the significant nr.4 
Sue Canal revenues .so

tourist-oriented investments taking place. 


show signs or leveling-off followlirg several years-of vary rapid
 
growth. This reflects, in part, lower levels Of trade, the drop in 
oil tanker traffic, 	and generalized world recession conditions. 

rates of the past few years parallel the FX
The high ON growth 

sources of growth reveal thesituation inthat the sectoral 
prominence of exogeneous infl•ences and the relative insignificance 

of domestic production as an engine of growth. Sectorl growth has 
co ci nications, petroleum, trade and 

been concentrated in transport, 

finance. Agricultural growth has barely kept pace with the nat.ural
 
increase in Egypt's 	population. Industrial grith (at about 7 

percent per year) has lagged behind the aggregate 8.5 percent 
industrial and agricultural growth

increase in GDP. Additionally, 
inother economic sectors.

have been 0t indireot result of growth 
the commodity producing sectorsAs a consequence of 	these trends, 

nave declined in overall contributions to 00P. The industrial 

sector, in particular, declined in terms of contribution (at fator 
now accounts for less tha 17 

cost) to the economy over the 1970s and 

percent Of Egypt's ODP. 

The longer term prospects for economic development in Egypt clearly 
upon improved performance and sustained

rest in significant 	measure 
Increasedgrowth in the productive sectors of the economy. 

:& -
I 



efficiency and 	productivity in the public sector can be promoted as a 
* 	 result of an expadeprivate sector.~This poses a major ohallenge 

to the private sector in Ent in ter'ms of its contribution to 

The commodity producing private sector in Egypt has grown over the 
past five 	years and the private sector now has a dominant share in a 
number of 	production subseotors; foodstuffs, printing, clothing, 
footwear and leather products. The public sector still doinates not 
only heavy and "basic" Industries, but a wide range of intermediate 
and light 	engineering subsectors: beverages, tobacco, spinning and'ii*weaving, 	 transport equipment, and other light and intermediate' 

A 	 subsectors. If the OE is serious in the pursuit Of present1-- investment-polies,_ the - 980s -will-present_ mor-opportun tie3, for__
-...-­

private sector 	growth - both for expansion in areas where they are
4 	 already strong and for an increasing private share or those
 

subsectors where public sector expansion will be limited by the lack
 
of public investment in new capacity.
 

Rfaaization of this opportunity for private sector growth depends

4 	 upon a number of changes in the Egyptian economy. Private
 

enterprises face numerous inequities in the Egyptian marketplace.
 
A 	 ~Whereas public firms can get low-cost, long-term capital from 

* government budget allocations and elsewhere, private producers face a 
banking 'System which isessentially risk-averse. The differences are 
pronourced in the foreign exchange area. Public sector investors 
have access to FX in the so-called Commercial Bank Pool at the 
-attractive ofricial ("incentive") rate of exchange (currently LE 0.84i 
aUS$1.00) while private investors seek access to FX froa the "own 
exchange" market where it sells at a premiwn of the 20-30 percent 
over the 	official rate. The present OE policies on FX transactions 
actively 	work against the private entrepreneur. 

The macro-impac* of the Production Credit project upon foreign 
excange avail.. ilities in the banking system will be a modest one 

At the end of 1981 there were more than $6 billion in private sector 
deposits in the Egyptian banks. More than $2 billion Of this amount 
was .n foreign currency. The first increment of project financing, 
therefore, Will be less than one percent of total private sector 
de~sits 	or about three percent or total private sector FX deposits. 
Viewed In 	terms of impact on loan flows, however, the project will 
have considerably more impact. So $900 million worth of FX lams 
were made 	 to the private sector in 1981. Against this su, the $60 
million in AID 	credits planned for disbursemnt from the project will 
represent something like 7 percent of the historical levels of FX 
lending to the private sector. t., 

%bile attractive Eurocarket rates continue to draw FX out of the, 
Egyptian 	banking system, leaving the banks as net exporters of 
foreign currency, AID project funds will be strictly tied to lending

* . 



within the domestic market, The projeot antioipate3 credit policy 
reviews with-the Private Sector Steering 'COiiittee and COE aimied at, 
freeing up the banking system, identifying and removing bottlenecks 
and increasing uapital flows to the private sector. One area of 
consideration may be how to draw Egyptian generated foreign exchange 
aWay from the Euromsx'ket and back into the Egyptiau economy* 

* Adiscussion of the macro setting of the Production Credit program 
would be incomplete ifit did not move from the question of the 
mantd of credit available for the private sector to the issue of 
ahsructure of credit available to private industry. Until 1978 

virtily no lngtemfundswere avalabl to rivt investors* 

* 

with a term greater than one yewr) has grown 500 percent in five 
ye~r.Toal~tr~U ~ __gnstill amounts to less thani two percent___ 

(430 million Egyptian Pon3--o'I4 -i Iiit t 1. t(E-7---- ---­ 7 
billion), however, and the potential for growth in the term market is 
significant. In an environment where government economic policies 
are generally perceived as unpredictable and profits from short-team 
low-rijk activities are high, there are ralimits to the speed with 
which banks will move to meet the need for' term lending. 

The Production Credit project provides AMUan for AID to participate, 
with the 006 in elaborating sectoral credit policies which will be 
more favorable to team lending. Initial project funding is 
concentrated in short-team financing and in small scale enterprise 
credits; but the program is designed to permit AID to move 
increasingly into team financing as appropriate mechanisms are 
structured and as government policy and the market place nan be 
brought into closer convergence.. 

* 

:1 

* 

* 

An AID Private Enterprise Bureau Reconnaissance To=m report, 
completed in June 1982 states: "In the environment described above, 
the PRE Team finds it tiuprtant for AID to expand its support for'the 
private sector. This conclusion rests on the merits of economic 
efficiency and the critical development role that the private sector 
can play in Increasing production, employment and living stadairds in 
all segments of' society. It is strengthened, however, by the fact 
that the level of AIM assistance is determined by political 
considerations, and funds not provided in support or the private 
sector will go to the public sector. The amounts and approaches 
currently being considered by USAID/Cairo appear Justifiable. 
Despite the availability of funds in the Egyptian econcM, it is 
~appropriate for AID at this time to stimulate longe team inwestmnft 

thrug te roisonormeiu and long t~ iti finnig oerment~A 

policy changes, which ultimately can accomplish this through market 
wechanisms, will come slocly." It is USAID's 1ludgment that the 
project describe in the following pages represets a realistic, 
achievable course fcor AID to support the private sector. 

-
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,~4~Bei Bwr~ing and Credit in.Egyp 

1. .Cedit:Poioy Overview 
&,period OfFinancil ector policy devlopment by the 008 isin) 

set the stage,'o(signi5ficnt omltflfge. in the finnial sector. The .. i 

signif'icant: ritult 30'f~as been the large increase in the 
numb.........fWer o ot ' K 

'-Amost 

Ofinancil i nstitutions, alo;a w4Lch, provide 
' --.~.I4'.services to' the prvt sector, 'D,y -liberalizingrbs**ling regultions, 

9 

00M.theencouraged 'the finam~ial 'systen to fl'exible and 
more oriemntead towrd nevlcingnmacet needs. Inc~ I''~4 

.. . . .

ftverslgioation and 'sophistcation Qofrrdit ald 'seryices is bcmn 

*business@ -4 " 

dvlpe liie financial sector the'fl'OE A'~' t wihin the ceteo 

priateprduaiveelmens f the Egyptlan Sconomy and tomobilise 
'4.. .. savings, 

Othe demn side, the 008 hsW p'urse a oiyo controlled credit 
expmnhion through a policy of' establishing "bands" of' on-lending ....- . 

interest rates, and a aix of' reserve and other req4irementS., The 008---,
hsperiodically raised on-lending interest tratssince 197. The 

Ilatest aidjustment InJuly 1982 modified the "band" 'of' on-lending 
"'~44rates from 13-15% to 13-16% wa mandated different Interest rater.for 

charged for "comerce!' related activities - there Is no upward limit 
in this caeMor). 4 

mlustrative or the 008's Inreasing cnenwt lpoutoI 
is s1iFniOSict that the now rates frome n rd otii 

wererXW no upardlimit,' ThisWllseLWto a minimmof 16Switmenat least one major eet of' borrowers will be responding to
lnterazt rates' with an =perlimit set by markcet forces; and for the' 
first tine in recent history, AMD-spplied fAmds will be on-lent at 
Omusft rates," By setting no upper badon interest rates for 

e and trade, the 0G6 has takcen a signifloAnt step in moving,4-meRu 
or experimenting with, interest rate reform based on markcet force 

The lowera~tes roe' other oategortesp such as industryan
ogriculture, reprsent an effort to stinulte enduse investmt in
'these categores. Nevrtheless, ille the lower andsad rate for 
Industry and ariulture will potentially increase eff'ective credit : 

demnd, efetv supply, other things equal, may be reduced (or atleast would not Increase since banks wiuld perceive, redeptfitab3i In )kNdlng to this aeoy Omera these rchaNe
represent' poitive moves by th OM6 toJrathally reform financial 
sector policy along more azlcet-eorent ie with the objetlve of''. '' 

better allocation or' 'ows rods in' produtie'inve'stmnts' to 
'4 ln '' the rivetQ Metorl' SAMe of 00?. 



SAIDlS Private Sector CZP "program represents Agood example of the
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fiz'ste5tabli~had, rtes wereS pegged at': 2 5%*Thiseee
 
grpadually increased to lo2 ilth@ present.propram. They, will be
 

~4 quick upward moement of on-lending rat03 by A4D When the4 CZP Was <K 

'within te Central Bank bahc4 forthisprogram 

spplysid,
On te th 0G8 has centered its efforts on mobilizingavings by, gradually increuing~the. interest. rates paid on LBdeoisnroig h a ewe oeg n dms i ntarest,rae. h rates Were can'ged in~tdy;1982,) 'To 3tiim*1atae thegrowth olongetamdepoaital, the 008 has allowed higher raes to
bad io netmting e deposits such as, Certificates of Deposi

andIn or funds-tonvetigtin oterwaysLt increase 'tesupplytWesystmL As an additional incentive to save, in 1978 the 008'____________exempted from tax all earnings from-savigsdp it jbJ ru fi.of ~iiij~ n,re growth' In both time rand demand 
deposit mobilizedob heUlfinauialiqatas; 

rates than demand deposits, principally due to the tax exemption ofInterest earnings. ,The 008 has fostered the growth of F%savings' byPermitting private organizations and individuals to hold FX acountsiin the expanded banking system and by allowing Interest rates paid onthe accounts to follow International markcet determined levels. 
2. Recent History or the Bnking Sector 

The Egyptian banilng system has undergone a series of radical changes
in both its institutional framework and operations. Foreigis banks 

" 

dominated th fictora uni th mid-3. In196-h'OO

sequestered the assets or British and F'rench banks after the SuezAffair. Also in 19i56 the 008 "Egyptianized" a number of foreignbanks by acquiring =Jority ownership an control through transfer of>1 their assets to existing or newly created "Egyptian" Waks. 

The M ntioalied he Ntioal ankof NBC an
~pt 
 BaqueMis
 

in 1960. rn 1961 the 008 spun cff the taE's central bankingsubidiry o fm afll-fledged autonomous CentralBak Th E
thereat'ter became Egypt's dominant public sector coamercial bank., By19611,the O had copletely nationalized the entire bankcing systemand began a slow mrger/consolidation process which, by 19731 reducedthe nbe of banks operating to four very large public sectorconuerolal banks, 4thra saller speoialiuzed banks, and two, offshor 

. .1 units. (See Annex 1). 

With complete 00M control of the banking soctor during the 1960s-708,
the Central Biank cesed to dovlop as at traditional centraml bank andbe=am more of a 008 agency which acted as central "cashier" for the00's public sector businesses At the same time, the Ministry of 



u 4ar)d 'idepub to rnscinso* fntonla 

''1973 dhe',mie pankingsectorchdteow enrde withpeahist urin 

4 

tesocialist years* While two' Arab-tinanced Cf-shore banksoperted roman'Egyptian base handling external investmentprjcs
dopmetioc banking was virtually monopolized by the "big- four" public,
sector banks and littleoattention' was give to 3erioing private 

Ssector needs.$ '~~i hrenwlw 
Egypt's Open Door Policy'.had isbnngequivalent'ntreewls
which changed the institutIonal fraimework of' the sector by allowing
aubtantial-txpansion'and diversification*' Through Law, 43 of' 1974,
forign banki were' able to' form joint ventures (initially with public 
sector bank-- subsequently with usny GOE organizatidns) and set up,
to operate.' Law 120 of' 1975* exadd 3Isa.o'teCEs -

eliminated the soctoral specialization' of the public sector 'banks,
and provided the 'entire system with a great deal of' operating
flexiility to service the grol needs of' the private sector. A
of' 1981, 88 banksweepeaisinEvt(ne1)ndcmtngT 

* 

institutions ranging from the 1lrge public sector counrcial. banks 
through various 3peolalized, investment, free zone, offtshore,
Yazmo, forein branch, r'epresenttve of'fice and~ prvt sector 
Egyptian and Joint venture banks. This diversification and expansion
of' the sector have led to a significant Increase In the amount of'
credit and the range of' services available to, private sector 

I; 
A 

"'~ow 

.73. Recent Growth and Perf'ormance of' the DankinZ Sector 

The banking sector has grown ignif'icantly over the past few years.Total assets (including the CS) were slightly over LB 27 billion in
1981, an LB 17 billion increase since 19?7, or an average annualgrowth of' about 30%. During the same perica, total deposits
increase from LE 3 billion to LE 10.5 billion. Tim and other
saviw deposits gre at fter rates than demand deposits reflecting
arwdrIncrease in savings mobilization. Tine and savings deposits

from LE 1.2 billion to LE 7.0 billion; dmnd deposits grew from
LELObillion to LZ3.5 billion. Due to thegsgneral weakness or the

Egytia ondl and the widmning spread on Interest rates, paid on LB 

1977. 



Loan incresed 177t
andadvance rmo rLZi3.0 iO lo 


LE~ iloni.n 1981;f- LE35blinweelasad
110 wic 


,Wihadvanc.espe to tprtebsnssetr Toa ht mlndg
 
mr represen .E . .. :::
(lastanon ea ity) anbovet 3.0 bilo of 


" tota-:In9lp thsle.,pcriO: :s sb nst,,reesn~0:nugi....... .o
1:enlgto s29
::::leding: :tersies' T:io'altermlendi 


trade/
Wi-:aot:resec toPa tal lendn to thtprvthuiess ,setor++!: 


pr sen:::ting! ovresr
and comerc uses........t edminteDI repreby:: 43% odeof le di :::i:
 

thepve ate buies etor. Shorttelzendin t Indr is29
 

abouit 43. ofvtotttrman elenn torte rivdydet:busnes-setor
eet'ate-


r
public
hai otereni nifiant inageg~ttenrspOnlthe 4:large L 


nifrased3.6$ r~,lendng
e:1m~nd o han SSE
econ.-bak aond.thn,-o.7.8, et i s" th ...
 

4 ~44 

44 ' 44 4 4 - madium-tom '4'44en.4 44 jj' 4~44 4.4l4arge4 444444

All mjor to totlaetsrrepoitlon
ndictorsoftese 

(icudn mlan)
andeadvancrers : hveiceae oe heps
 

O~~uly 1982, the on-lending +rate :for traders was estabitshed at •a
 
mainim= or 16% interest with no maximum,.+thus: potentially a true,
 
market rate insofar as there is no ceiling. Rates +paidon savings:
 
deposit, have.doubled since 1977; .and.wihitretere o aig
 
exemt fro taxes, both time and savings deposits now account for
 
-over 53% of all deposits in1981, up from 34%$in.1977. .
 

7ha private sector has increasingly turned to the bank<ing system by
 
incea~ngitstie ad avigsdeposits hedwt ak .Privat
 

sources account for about .60% ofth otal banking System deposit -

Wae.: The average +maturityof LE Limelsavin3 :depo~sit3 iS:12 months ­

":
(CBE estiMate3). FX denominated tim .Savings deposits have an 

+average maturity of2 months. +Inan attempt to-lengthen the maturity
 
structure of+their deposit liabilities, many ak are developing now
 
time,deposit:+instrmnts, soeo hc have 10 year-maturities.
 

While term lendicg has increased from only LE 83 million in 1977 to
 
LZ 4130 million in1981, itsil rprsents ,less tWa 2%.of the total
 

~asset bas of the sector. Ibis 1s supplemented, however,,by
 
roll-over Of short-tem loans, undertaken by many banks for preferred ,.
 
cutomers. Maybnsrl-vrsc a considerable volume of 

+ short-team loans that their portfolios could be considered to have­



an other reduce 	 'exposue.operat-	 interest r........... 


S and foreign branch banks undertake the most active management of 
j liquidity, mainly as a result of their home office ties. 

The banking system is highly legalistic in orientation und
:1 : 	 conservative in operation. Lending practices are predominantly 

influenced by collateral and guarantees. Commercial and peal estate 
mortgages 	are preferred collateral with securities (stocks, bonds,
 

1 	 bills, and personal guarantees) also accepted in many cases. 

14. 	 Banking Sector Regulation
 

I 	 a. Legislation 

The 	Central Bank of Egypt regulates the banking system through a 
series of laws and periodic issuance o regulations. The "Banking 
and Credit" Law (Law 163 as amended in 1974, 1975 and 1977) empowered 
the CBE to () influence credit availability and direct its flow to 
designated sectors (coerce, industry, agriculture, service, et.),41 	 (ii)superviae/control banks' operations, (iii) take monetary 
measures to correct economicdislocations, and (iv)administer the 
GOE's gold and FX reserves. Banks are required to submit monthly 
financial 3tatements reflecting their current financial positions and 
have their books annually verified by certified auditors. Law 163 
empowered the CE to formulate credit policy through issuance oa 
periodic rules and regulations regarding the structure and operation
of the banking system.- The CEE issues regulations on (i) interest 
rates (both for debtors and creditors), (ii) reserve requirements,
(iii) liquidity ratios, (iv) credit expansion control, (v) FX rose.ve 
deposit requirements,. and (vi) banks' participation in projects, 
among other minor regulations. 

b. 	 Interest Rate Policy 

(1) 	Larding Rates 

OCE interest rate policy is implemented by fixing lending and deposit 
rates in officially publi3hed schedules. As money supply aggregates
and economic conditions change, the CE, in consultation with the 
Ministry of Economy, establishes new domestic interest rate 
Ceilings. (The dBE does not regulate interest rates on FX loans, 
which follow rates set in international capital markets.) Since 1975 
th1s has resulted in a periodic upward ratohoting of rates displayed 
in Annex K. Gieon the high levels of worldwide inflation throughout 
the late 1970s, the CE made eight upward adjustments In interest 
rates with three adjustments taking place in 1980 alone. 



Effective July 1', 1982, the CBE set new interest rates for both 
deposits and loans in Egyptian Pounds by all commercial banks.' The 
CBE discount rate, which is'more of a general~reference :rate for the 
banking system since it is not a rediecount rate as with the Federal 
Reserve, was raised from 12 to 13 %. The CBE revised the interest 
rate schedule for on-lending for all commercial banks in Egypt. 
Lending rates previously had to fall within a 13-15% range. The CBE 
has modified this range and incorporated certain sectoral
 
distinctions to reflect COE development Priorities. In addition, it
 
has opened up interest rates for comerce transactions to allow rates 
to climb to market equilibrium. The schedule for on-lending interest 
rates is as follows: 

Sector Interest Rates 

Agriculture Maximum rato of 13% (no minimum) 
Industry Maxim rate of 13% (no minimum) o 

------------- ---S r-e..... -

Cocerce Minimum rate of 16% (no maximum) . 

Exceptions to the current interest rate structure include 10% 

nrefinancing of exports and discounting of export document, 11-13%rates for cotton crop financing and 10.5% rates for low to middle 
income housin. loans. For agro-industries, food security projects 
can receive 61 financing if approved and financed by one of the four 
large public sector banks or the public sector Principal Bank for 
Agricultural Credit. 

In certain caes involving foreign donor funds, the CBE has 
stipulated that the discount rate be used as the on-lending rate. 
This rate 13 used for on-lending in the PIE Fund (263-07). Other 
donor financing packages usually provide for on-lending at rates 
which fall within the schedule seot by the CBE. ThaID CIP program 
provides financing for US equipment imports From 10% for end-Users 
and 12% for trade activities. Using AID and World Bank Funds, the 
DI has on-lent at rates which have fallen within the (as changed) 
CpR interest rate schedule. 

The above schedule of on-lending rates represents nominal rates 
charged to borrowers. For Puny transactions and inparticular for 
sort-tem loans, the effective interest rate paid by the borrower is 
several percentage points hgher due to additional foes and charges. 

.. nx L provides a listing of the types of fees which banks c 
charge borrowers.above the nominal rate schedule. 

(2) Deposit Rates 

Several changes inInterest rates have taken Place since 1975. Rates 
on Egyptian pound savings have morg than doubled from 14% to 10% as of 
July1982. Interest earned on savings also is exempt from taxes. 
The now interest rate schedule for' savers is as follow 

1 W, z~~* ~.~..e 



< Instru e _ten(efaorea__C_ July 1982)
 

certiicas ateoeposits: I' , 
1 15 Days 5.0 

15-30 Days~ 6.0 6.o~ 
1-3 Months' 7.5 7.5 
3-6 Months 8.58. 

aveewe Preou e
 
6-2 Months 9.5 9.5 
2-3 Years 12.0 11.0
 
3-5 Years' 12.5 11.5
 
5-10 Years l.0 .
 
Aaoonnin )ositnhe 

ee(3) Legal Reserve and other Requirements 

As a means acontrolling credit expansionithe CBE requires daily 
average reserves Of 25% of total deposits in LE. These reserve 

and 12 accounts held at the CBE to form the numerator; total bank 
deposits form the denominatoa 

Use of maximum loan/depoit ratios is the CBE1s principal tool to 
control credit expansion. In October 1981 the CBE set the ximum 
legal loan/depo3it ratio at 65% of total deposits (interbank deposits 
excluded). Banks exceedng this limit Must deposit the amount in 
excess with the CBE, at i interest, until the ratio falls within the 
limit. Banks are expeod to meet this 65% guideline on a quarterly 

All banks are required to deposit 15% of their FX deposits in reserve 
accounts With the CBE. Banks ern approximately LIBOR (3 month) 
interest rates on these de it o. 

Although the CBE defines non-om.mercial banks (i.e., specialized, 
investmuent, and real estate'banks, etc.) as those not accepting
deposits, i~t decided in 1978 to allow non-commercial banks to accept 
deand and time deposits 3o long as their total did not exceed the, 
paid-in capital and reserves of the bank. 

2. The CBE restricts bank equity investment in any one project to a 
mxizmn of 25% of the project's paid-in equity. 

C. AID Involvement in Private Sector Credit in Egypt 

USAID has financed a"range of private sector credit prog.-ams in Egypt 
since 1976o The three main AID credit vehicles for the priva"m sector ini 
Egypt have been: 

I 



;1,Annual Private.Sector CIP tinanoing ot private import
 
transaction by Egyptian businessmen. This programbhas disbursed over 

Smillion inshort-term tinanging for US equipment since 179. 

2. A loan to the Development Industrial.Bank (DIB), supplemented 
later. by a technical assistance grant, provided $31.5 million. incredit 
for private and put3.ic sector term lending. This loan has committed $26 

The technicalmillion and has diabursed $21 million as of July 1982. 
assistance grant provided management assistance to the DIB. These 
programs have been Inoperation since 1976 and 1979, respectively, and 

4r have worked inparallel with a series atf World Dank and other donor loans,
 

3. The Priv-ate Investment Encouragement Fund (PIE Fund) was 
autho.ized in 1979 to provide longer term financing to private 
enterprises in association with participating Egyptian bank,
 

ca-f inaricinge Although the program has been slow in getting underway for
 
have expressed
institutional reasons, many potential investors and banks 

The project has a s3helf" or sub-loaninterest in the program. 
+ candidates- which,-Arapproved ..would.absorbabout9ne-hal f 0af the 

y 1 
--

approved $30 Million available. (Since April 1982, USAID has temLporari-
suspended proposed s',b-loans until certain institutional arrangements 
have been put in place). 

In addition to these credit projects, USAID has undertaken a series 
of activities and analytical efforts in the development finance area. 
These include financing an IFC-sponsored report on Egypt's capital market 
requirements in 1980, training for capital markets professionals,. 
continuing small scale industry training and TA support to the Central 
Bank, technical assistance for the development of tho revised Companies, 
Law 1(159/1980) replacing Law 26/1954, sectoral analyses O industrial and 

firnnce constraints inEgypt by Arthur D. Little Inc. and Robert H. 
Nathan, a survby of Egypt's banking sector, and a study ot smll scale 
enterprise ftinance requiremets.
 

it}
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Il. DETAILED PiOJECTDESCRIPTION 

A. Project Summnary 

Th pro ecnw illexpnd h flow of credit to Egypt's private sector byprovidirnge$5 ilin t h $60 million project for on-lending through ab~a ragef Eyptanpublic and private banks* The project is
designed to lay a foundation for provision of a broad an e of AID credit
activity to the Egyptian private sector starting inY 19982 and 
continuing through the mid-1980'. The current proposal seeks:fund.ng, 
tbr FY 1982, but it also sets a framework for additional future year
obligtions, aubject to the availability of funds; Inaddition to credit 
assistanc project'incorp tea features dsigned to involve the CO
in substantive collaboration with AID inprivate sector programing. 

Egyptian banks (public and4rivate for the first time)will be the 
io-iaifi ang eny IYEy i he+projectwth 'Xet pt 
ocMMWerial system and provide USAID with linkage to Egyptian -pivate~
enterprise. Project design incorporates considerable programmati
flexibility. Project funds will not be allocated to institutions.
Rather, through official CO circulars defining the terms and conditions 
Softhe program in detail, different Egyptian financil institutions will
be encouraged to participate in channeling funds to the private sector. 
(Circulars will be subject to AID approval.) The project includes the. 

.. realloction of funds amng project components if the need arises. 

APrivate Sector Steering Comittee (Committee) will play a majorrole * (See Annex M which contains a translation of the draft decreeforming the Committee.) The Committee will engage in regular discussions 
with USAID on credit and conditions for Egypt's private sector. The 
CoMuttMe's responibilities will be broader than the Production Credit
project itself; however, it is expected that a major portion of time and - - j+

effort will be devoted to private sector credit-related matters in the
initial phases. Other responibilities, inter alia, include functions 

'1 with regard to the Business Support and I vimen-projeot and the 
Private Investment Encouragement Furd4 which complement this project.
Future emphasis will be on private secto', development which integrates
credit support and general business sector activities. 

The Comittee Plresi4ent is excpected to be the President of the Dank 
of Commerce and Development; memborship to consist of a Central Dank 
representative, the Senior Undersecretary of the Ministry of Investment
and International Coopramtion (IUC) as wall a representatives of the 
Investment Authority. 

* 

+
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taxlruum grace 
period: 

Maximum repayment 
, period,-

Equit
funing: 


2 year3 

10 years 

Up to :10% at total sub-projectcoat not to exceed $7,00o 2%ototal aub-projeot equity. 

Sub-loan repayments will be in local currenoy at the highest'ottioial: 
e~hnerteo7te- dtof-ea n . ---------------------------------­

- - 3.Technical Assistance, Training 'and Studies: Technicalassistance and training will be made available to meet specific needsIdentified and agreed to by the Committee and USAID. Activities willbe designed to improve a variety~at banking skills, including stattfproject~w appraisal capability and institutional capacity to review,
under this program. In addition, fuJnds will be made available for 

.>1 studies related to credit and the development af new fin~noial 
instrumentsfo h.Eytanbnig system$ 

9. Short Term Credit 

1.. Demand
 

ProV1sion at short 
 term credit, will assist the private sector toexpan its share at productive assets and contribution to GDP. Theprivate sectort has exhibited strong continuous demand tar funds as
evidenced by AID'S highly succes'lW private sector CI. progrm......Since its oauenoement In 1979p this program has opened etters ofCredit ftor aver $102 million and disbursed $93 million formore than320 private Egyptian importers taor a-variety at productie end-useand trade activities. In addition to providing credit the programhas motivated participating banks to be-more responsive to theirpriatesector clients' needs. Importers participati ng in the. program have experienced a gradual Increase in their lines ot creditmocapanled by a lemzainby the banks of their finanoingoonditions. Moreoverl a nurbr ot private Egyptian banks haveexpressed interest in participating 'in~ the program to. better srvice.A their clients' needs. 
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Y averaged oveK$2,3 million;this figure was achieved with a small 
number (5) patciatngbanks.' In the 90 days after letters of 
commitment were oned under FY 81 obligated funds, participating
banks approved 70 private sector transactions and opened L/Cnfor $16 
million. Based on this past disbursement experience and with an 
expanded number of participating banks in the new program, it is 
considered likely that monthly disbursement, Will surpass this level. 
This is reinforced by the increasing number of Egyptian importers
which have approached current participating banks and been turned 
down because rem aininlg funds are fully committed. Therefore, an even 
greater number of private importers will be able to participate
through an expanded number of participating banks which should result 
in fast c anitment nand disbursements. 

The short-term credit -provided by this project will build upon the 
orke t demrand ina partdeveloped bythelprivate . o~rmS,:stw,_ 

-

poffer credit to a more limited clientile, namely private sector 
productive end-users or those traders who clearly service such 
end-users. - Further, it will expand the number of bank outlets
channeling funds to them, With this AID financing assistance the 
target group can continue and expand its import. from theUS. In 
1980, US exports to Egypt totalled over $2.0 billion. Fully one-half 
of this trade Was financed by AID sponsored programs, Assisting US 
suppliers to enter, the Egyptian market and to ake Egyptian importers 
more aware of US products. The short-term credit provided by the 
project will assist in maintaining this market penetration moment, 

nespecialy for US supplied rw materials and manufactured items which 
are increasing as a share of US exports to Egypt. Additionally, it 
n beowillimportant to keep financing channel3 open for spare parts and 

other equipment of US manufacture to service US equipment already in 
Egypt and build olid supplier-user relationships. 

- - 2. Design Focus 

* 
- . 

-The short-term credit program design incorporates a nsthtion-based 
allocetion scheme and an expansion of the number of participating 
banks,spGcifically to Include private banks, which will channel 
funds to the Egyptian private sector. This represents a taiponiicant 

-change from operation of the current private sector CWP mechanism 
which operated primarily through ,allocation quotas to the tbur large
public sector ccewoial banks (and to a lesser extent the DIB, the 
Agricultural Credit Bank, and the National Bank for Development).
The short-term credit program will continue to use these banks. The 
program will expandrby including selected joint-venture and 
wholly-owned private'Egyptian banks. This constitutes a major policy
advance in the short-term by liberali:ing credit acoess and terms of 

, 

access to the private sector. Joint-venture and private banks 
participating in the program will, for the first tiil,be allowed to 
compete on equal terms with the four public sector banks on a 

~ ~ 
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an e aatraatioln basia byjbeing allowed t,(),ari ipat ha 4 >' 
Sto AID3upplied fuds' and(i). pmit fndM according to their,~~i
capablity and client demand' Inrthe earli,1'private sector CZP 
program I private ba~nks participated in only .a'limited -wy ,trough a 
public bank. AoCce3 was limited to clients and 'trastionswithr 
which the public sector 'banks were in agreement, and toes/coauls3ions 
were, split. Each partcipating bank now will beableto serve its 
clientele indeendentl 1 at its own pace and to Ms own profit.
Other banks, not initially eligible, will still be able to 
participate through banks wlith access to program funds. 

exAID considers expansion of this program to have uitnicmnt program
and policy ramifications. AID funds will move through a widened bnk~ 
network. The nuber of potential private setorc end-uner -rient 
will be greatly expanded. The amount orresources available to the 
CCE which are directed at assisting risk takers, will be increased, 
Comitment at finds should be rapid with correspondingly quicok 
d13bursement A-portionotADUswiUbchannaldto. prvat ­
sector trmder at potentially market rates since o erco related 
loans will carry a minimum 16% rate, with no upward limit. Experience 
pined from program implementation should provide Impetus to farther 
exparx l uodcredit acss to larger portions af the banking sector. 

pertuorme by the private sector banks should provide increasing
 
motivation to OEauthorities to acquire confidene in private
 
banking elements and to eventually equalize treatment of the private

sector through moe of the tinanoial system. 

3. Institutional ResonibiLitie 

a. Private Sector Steering Cemittee Cmnittee) 

The Cocmittee will provide policy and prgam direction and will 
meat periodically to (among its other duties) review the statu& 

address any problems which 
ao the short-term credit program, 

occur and recommend solutions. It will assist representatives of 
describing terms and conditionst and it will mkttrecomendations 

participating banks and ADn will set free approval limits
flor transactions and will review and decide on all transations,
above these limits. 

As representative at the CM tlr the program, the Comittee will 
review Finctng Requests (FRO) =ade by the MXIC to AID to open
Bank Letters or Comzitment, in US correspondent banks. Apart from 
these specific actions, the Comittee will monitor program 
pertonsanco, and as neded select additional participating banks 
and modify the terms and conditions of the Circular. 
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T 's~>1>-~4-b. Technical Screaria~t 

f F\This a:roup will give technical-nadmnstrative support flr
CoWUDttee,. ?he Secretariat will support the .Comittee'sF 
op*oBtiofl by gcrdinati the. flow or Intarwlation1be tween 
partioipsiting bauks,- the Comitteel the, MIZC and AIDe It will
isintain propgju records, pimspwo the aenda for acitite 

matnpodistribute reports, and provide goorl back-UP 

h 

F 

0,9 Participating Barks 

Bak aiigibility will be determined by the DPH, an advice or the-
Copittee, The *bw' large public setor comerlal banksn 
addition to svrl(3-6) on ventur'e and wholly' ow~ned p rate 

F Wtan anks, are exetdt aticipate nitially, Bans 

proposals. This will include'datem'inatiod or eligibility orth
sub'wJwv the ocoodlty and, transac~tion under the guiding
circular, and appraisal or the sub.'bo'iowers, general finncal
standing and credit-worthiness. For' all transactions banks will
bear repsycent, risk. Partiipting banks; will .mifltai records 
or all transaotion. Banks will be rfaponlble for 'submission or 
a package or uaterial to USAID describing the' proposed
transaction (Annex S) indicating coVI~ano* with the circular,,
After UiMID review and written oonou'rrtnoe, the banks will enter 
Into a loan agreaornt with the importfr 0Ismu a letter of credit
(I/C) for the US supplier' dhoben by the sub.-borrower, and provide 
a copy of the L/C to USAIDO 

d5. His of Irrmstuint and IntentoaI omato 

4P 

This Ministry will serve as the OC ount opr agaency for 
opotiosand alo3ng with the technical secretariat, will 

proidesupport totehemite.D Undorortr fRt 
for Goonomic Coopemtion with the US3 will wonth 
Comittee, The WIC will be the approvd applicant fbr openingLetters or Coaitinnt. The KIC also will coordinate, the
technical assistance, training and studies oo~onent of the
project with advice Crm the Comittee and with final review and 
approval by I13AIDO 

e, Ministry or Finance (MCM) 
ft HCW will establish a sub-account In the Central Bank to which 
participating banks will maks LE repsyMnts. This Is the current
mechanism for resymonts tde by public sector' banks In the
Private Sector CI? program and is readily adaptadle for'raw'
private sector bank psrticLpant, 

. 

4f*wms a 
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s.Ex 

aU onUWD will reew All- ctriaa proasuid by participatingbanks, an inthe practice under curnt private sector CW.. 
pr"ogas This rview will f1bou on comliancewt the terms 'or

themntAgreemnt j onfirmation of Schedule, Bnumbers I review*of pro tlora. Invoices for ompliancoe with goo comercial
practicel and mintenanc of records on the tmnxsaction, After 

ie~ USAI Will advise the participatingr bank by letter,whereupon the bank will open aletter -or credit 'in f'avoror the. a plier. UWAD winl retain copies of all letters. of credit. 
issued by barks and will record4 the dollar a~mount of .ammoditlesactually shipped,. 

w aintain records fb' each trnatinn 

The US supplier will be required to comply with AID Rtegulation 1by submitting to SERNOWAID# an AID Form 11 (Application flor
Approval of Comiodity Eligibility) and signing an AID Form 282
(Supplier's Certificate) in addition to the other docuents
required under the letter of credit. 

. Funds Allocationr 
cution of the Grant Areent by the Deputy Prim Minister florEconomic and Finria. Affairs and satisf~ztion of the CPs willinitat the flaw of fbnda flor the short-termnTh e Grant 

Agemnt will earmwk $52.0 million for short-erm credit through++ ++4
elfiible participating banks. 
Funds will flow to participating banks on a transaction basis with no

prir alocations or reservations or ftmds mdo for Individual 

AIDwill be defined by acircular, &rculwar e par bnd dbytheOMppr, ID ponreoowmaendation or the C=intte Incooperation with the appropriate reprooentatives of the Central 
Bank's offices of Foreign Relations and Bank Control. The oircularwill be mado available to pticipating bmnkcs and their clientsthrough the M11C and WSAID.W 

The3 MIX will be the appod applicant for owning of tAtters of 
Comitment; theVndromtry of State (of 6i 1IC) ft Eonmi 
determining bank eligibility, teCommittee will "eloct asao Ubanks with extensie orrs. pondent relations In fgypt. Mwn large
Egypian banks and especially the lImp public sector and private

bnshave correspondent relations with ntwous U3 banks. Funds 
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will be made available to participating Sptimn banks through, a 
series of Bank Letter's of Commuitment w~t thaae US, banks. It is 
excpected that not more, than five to ton US banks would, be required 

' 

for Odequate co0VerageW the prop'm, . 44m 

Interest rates will follow the on..lernlreg rste schedule set by the 
Central Bank. This schedule is periodically revised and was lat 
amended on July 1,1982. Section 3Bl4,b.(l) discusses this new 
scihedule. Short-term credit transactions for traders will carry a 
miniu nominhl inteaet rate of 16% with no set maximum rate, 'Any
traations involving importation or goodsfequipmsnt fbr an 

* agricultural or indutrial end-user will carry a maximum 13% nominal 
interest rate. (As dimcssd in Annex L, the final effective 

X 
* .. 

'interest rate which the importer pays Is usually several Points 
higher due to additional bankc fees and charpa. 

* 	 ~All Importern will be required to ake a 25% down0-pmet on the 
amount or their transaction. Funds will be We available for up to 

. 

three-year matuitIOs. Actual terms, conditions and mturity perod
for each transaction will vary accordingf to deterinationu orcin 

* credit-worthiness by banks and aotual fizma=1ng needs. 

All banks will bear risk fog' every tmnation until themofe 
repays his debt obligation, The Lmoet'r will repay his dolrloan 

r in Egyptian pounds at the highest official exchange. rate .In effect 
wtan the USsupplieris puid, 

* AID Repdlatlon I ptocedwes will govern Proemen'~~t of U3 goods ad 
4equipmente 

Th proJect will provide the Egyptian Iqzo Vie' with flexibility in 
shipping, arrangements. for cargo preferene oapiso onl70the 

J1proect 	 will be tied to Loan Agrein 26305 (MeParm., or 
STATE cable 17839? contained at Amex P). 

C.. &allScalbe Entewlraes Credit 

Privatelyownefd =alsaeoopia 	 M wrenly on~tribute 
only 23% of total "gro4sanu turing output, yet Uft we 
responsble for' 755 of all privato seorw innufactw'ingg and 
nu'cally represet 94% of all public iand private indutrial 
*torprises In Egpt. Amaee' of problem exiat which prevent 3X4 

* 	 income generation for Egypt's long-tarm p'wtb and pwopertty. 
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a. Small scale anterprises are neglected by existing < 
policies which-mainly encourage the establishmuent of new, large, 

S-bo' The growing credit mrkcet isocurrently, dominated by 
difficulty,in.obtaining MaX local currency credit, ~ 

0. Past regulatory goverrmnt attitudes discouraged small. 
firms from~ deloin and maintaining of ficient financial and 

The, Problem is to attack those constraints, andulo the latent 

continudviability',in "the Egyptian oonomi an Pomotae <9 
constructive relationship with'tinanaial institutions. Pi" Xof

the SSE credit activity,is coqWised' of $7,0 million, inoluding: r ),

Ar'$66347.0 million aUb-loin propia whiclV will~ provide market rate' 
fo'reign exchnge loans to SZs for expand5ig produation capacity 2)
 

-indequate loan collateral to Increse their equity bass and obtain,
 
access, to, credit. Participation will be limited to Industrial

enti asaWi less than. LB 350 000 In fixed assets, excluding land
 

and buil Duing Pa.. I, the Development Industrial fn

*is expected to be the first bank to participatebecuse ofIts role 

as Egypt's leading lender to &VA. fte Couttee Will ivsit 
the feasibility of other financial institutions, and sub-lending will 
not be expressly limited to the DIB. Because of the cmitments
banks must make to participate in this prapgm Lettes at Comitment 

*will be opened in amounts which (an finance a ntuffb of stib-loans.
 

P'hase Il will consist of further expansion of SSE activities to other
*credit institutions and the implementation of new activities, These
 
institutionsl as welas innovative banking approaches sucoh as a
 
Suarantee ch&Aaism cor redicount. facility specifically directed at

SS2s. Phase I results will determine the appropriate level at 
expansion and the choice of now activities, 

(1) The 82 definition Is similar to that used on fuands loaned to the
DIV by the INID for, 8 on-lending. 

2 



2~. Constaint toSE It 

-An AID rundd 3tudy, through Arthur D. Little, identified a number of­
high Priority constraints which impede the growth and expansion ot 
private small, scale enterprises. These constraints are presented in
Amnex R. They can be clas3ifiedr as (a) constraints requiring changes
in Q= policy; (b) constraints initiallyr requiring soMe torm Of 
technical as31tanoe; and. (a) constraints requiring some torm ot 

*credit Intervention, h three major crdi onstraints wre: 

a, Lack at medium: term working capital,
b. Limited channels, for landing to SSMs 't-a.-

- ... .a. Ianadequate response at financial institutions t 
~. speo a problems of M ~lendin .rd 

____.. .. 

.b aProduction Credit project Will serve to initiate dsu o and 
encourage GM actions regarding the tlrs set of constraints, The-a 

M~B is currently receiving technical assistance through the USMID 
DI-31 project and is expandingatcnalsstne r tr 

Wold Annex Q),SSU L%;anksuport(se Anew initlat!~'3 In 
technical assistance my be started when specific needls can be 
~clearly delineated based on experience acumlated in the current DIB 

prraw. Use third set ot SSE constraints will be addressd by this 

The limited Phase I effort results from the need to address the 
following concerns: 

1, As the analysis In Annex 0 reveals, private sall scale 
* enterpises need increased access to credit and, over the lancer 

term, technical support in order to fulfill their potential In 
cant ributIng to ecoomic developeent, a 

early Initiation of an SE credit extension effort. Idhile the DIBD 
pefrance on previous donor loans Is generally considered good, an 
evidenced by' continued donor support, its cpit o arktn.. 

nwnrowly targeted, sowal1y priced fhnds tied to US procw've isuntested* The Initial,Phase I perod is desiowd in part totest 
-~ this capacity, 

Other Institutions, with a mandate or desire to extend productive
loan to small enterprses, may wish to use AID assistance In 
pmoiding F%and TA for the M2 se t. DO=s Institutions will be
able to participate according W amst anw conditions described 

.In*. the small scale entaWprie leniding circular to be distributed to 
Iaks 



4. Termu~and Conditions, 

a. Funding Arrangenenta . 

'<Funds 

3 

1br this activity will be granted to the GM. These fu~nds
will then be available to qualif'ied banks through the opening or
letters or coittment requested by eligible banks. (The DIB isalready qualified to participate in the program,) The
participating banks will request AID, through the MXIC, to open a
Letter of'Couittwent with an approved US correspondent bmnk.
Letters of Credit for approved SSE sub-loans will then beissued. As other banks are approved by AID, similar. procedures
will bedeveloped. 

.«& 

m .b.____Cmpo3.nt3 

Of the total $7,0 million available, no more than $0.7 million 
~,. can be used for' equity finning,

are: . 

The two cmponents proposed 

(1) F%credit for medium-tarm working capital and 
purhe of new machinery and equipment. Total funding: 

(2) Equity fund to beconverted to Land used toe'
Insing total euity and thoeh Imroe2S access to
credit., Total funding. up to $0,millin (L.E
equivalent). 

.'', IF . Eligibility Criteria 
Participation will be lmted to small =sl enterprises defined 
as private tirms with less than L.E 350,000 in fixed asse

excudngland and buildings. Applicants will meet conditions 
borrowers, uniess otherwise agreed by AID, will be as tbllows: 

Inteestate:13% (or 3111511 allowable by
CBE for industrial projects)

Win=pus erio: 2years
ftxu1 repayment period: 10 years
AX~IMPu loan size: $350,00
ftbLnu debt/quity ratio: 2:1 

Minimum loan 5s2.3 none 
Repayment will bo in LE with the borrower aasumln fulriskof 
an official exchange ut dng*. (flus, the I.E amunt requiredto neet FX repayment obliptIons will vary according to the
highest official adange rate in efftect on the day of repayment.) 
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d. Euity artncitdtion Criteria 

Banks will limit equity fOanding to Sa with a debt equity ratio 
not exceeding 2:1. To ensure that a bank does not becomne the 
main sponsor of an SSE projet, an upper limit of 105 of total 
project cost, $70,000, or 20% of the firm's total equity, will be 
used, Equity will, be available onily to SSE which borrow from 
the PX loan component of this project. Failure to repay by the 
enterprise will not abrogte the bank's responibility to repay
the am* 

Mould any equlty remin uncommitted by the ot 11oP the 

of the size limt on equity participation and the_______ 

fianin mytake the form or the Islamic banking concept of.... 

______,_____Because ________ 

K.. arah. Thin is a partnership whome the bank's fuinds are 
managed by its client with profits distributed ao~rding to aCUBdiro arll~wte'=s to shr tohela 

a, ThrMs't the Intemediary Institution 

Banks wLil pay for use of projSect fuinds at an Interest rate 
determined by subtracting JI.5 percent from the CB lending rate 
for industrial projicts (which in July 1982 wia 13 percent.)
Funds will awry a 3-year grace period and 20-year repayment
period to am~ble participating banks to have use of reflow LB 
funds for more than one SSE borrower. A0.5$ commitment fee may11 be charged on uncommitted balanes. 

r. Sub-lendins Policies 
To snos that relending based upon the AM loan will be for 
viabl* projcsb-oans willb required t eeaea 
adequate financial rate of retw'n. (Finncal rates of return on 

limt" were betwen 20 and 58 percent.) Sub-loans will be made 
only to enterprises to arry out proects that reuire the 

. . .importaion of productive capital equipment. Sub-loans will not
be made to finme the importation of commeiaal cami ie s for 
resale or'for recuring requirements tlot mterials. 

It is anticipated that 25 toS35 rivat# sub-projects'wlll be 
u financd from this aotpo.nent and the equity Amnds will be

utilized to apitaIUte 20 to 35 ccais 
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.. ]short-tem 

Scredit 

A 

Do Technical' Assistans a , T eini ,engand Studies 

The technical assistance, training, and studies sub-component provides 
important resources to create the environment in which a broader credit 
poliy dialogue may emerge. 

A pr.jiot objective is to widen disoussions between AID and the OE to 
work cooperatively tonad a more rational credit structure in Ep. T 
do so effectively will require improving the credit data base :chw will 
underpin such discussions, and which will ultimately serve as the basis 
for new policy directions. The existence 'f a sigificant ap in this 
area was confired in the course of prepartion fc an AlD-financed. 
Banking Sector Survey. The survey, coipleted in July 1982, sought to. 
consolidate diverse informtion, relating to the Egyp.tian banking system.'
It.was a major undertaking primarily because there is an injadequate 

analysis of available information. The problem is compounded since no 
GCE entity (including the CBE)sesistsisfecvlydanguh 

Aeu ly futnioss oitteor oiargeand hiexm e 

individsals concerned with credit have tended to address operational or 
isses Thenrro. has not included analyzing new credit 

approaches or mechanis s,or developing a long-range credit policy
strategy. Thus, in-depth studies of a discount mechanism, a guarantee 
fund, alternative long-tem credit vehicles, and analysis Of the e enti 

credt cntiuumto develop a framework have not taken place in any 
r+ "onize mann y maing $500 thousand available to respond to 
prooals designed to provide better analytical data or better kn~owledge
ogf specific credit alternatives, AID will Improve the prospects for 
putting in place the building blocks for a construotive policy dialogue. 

An effbrt to rationalize credit or make more efficient use of existing 
should include some capability to Improve technical skills. It iswidely recognized that training is required at both the macro-credit ,commercial bank mnagement level. With regard to macro-credit training, 

aproximately $500 thousand of AID funds would be available to respond to 
proposals. to train CBE, Ministry of Finance, and Ministry oconomy 
staff in key aspects of banking and credit, auditing of the banking
system, as well as monetary tools which might be applied in Egypt. Such 
training could be aoco4plished either through in-country sminars or 
shorttr overseas training. With regard to comercial bank skills$a 
weakness In the existing syte ha been the level of middle managemen~t
expertise in project appraisal techniques, portfblio management, and even 
In dealing with basic international banking instruments such as Letters 
Of Credit. Funds will be available to improve the capacity of banks3
participating in the short term credit program, or those which might be 
considered for eligibility in the small scale enterprise program. 
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Though DIB; has:1 th caaiyt SreS USAID has no experiec wt
 
ohr potential edrs hs pirt AID approval'of,.additional+bark
pription in thse o Ds55, 	 an nal of the banks' 


procedure,i 	 to anayz evauat SSEloa ppiatos
ts caact 	 and.......

radmtr an approvedublon
and+:+ability to assist a 	 =.br 


would 7berequ ired;. Further, AID would- require asumm.ary audit :of any 

i : 	-such:bank by an outside profesional :Techical advice: inways: to :...
 

improve a bank's capacity :to appraise projectmand service an SE 
: ~portfblio would be grnt Nnded under this sub-copnent,.:. 

ins3otion VI. ,C.
 

component, the Pill $1.0 million should,be :made available to either 
::+ o--eor and.-,.ov evaluation,-idepending -upon. ao tual_+:eral-.proct 

E.- FY 98-84 Program 

Teproposed FY 192 project obligation isan important stop inmoving 
AID into position to provid~e a broder assistance pakage. During 
implementation of the FY 1982 prorm, AID will seek ways tO Use 
additional assistance to iruoe p31tiVO OCE actions to stimulate lonerp 
term investmnt through the provision of medium- and long-term financing
to the private'setor. The estabishment of a fulnd to support analiysis
and assessment of, private sector, cedit and other Issues represe, to major 
progress. Artgreement on 'semi-annual consultations with the CC a, the 
Dputy Prime Minister level on credit, investment climate and private
 
sector 	matters also0 i significant milestone. Expansion or the­
3hort-tem creditr program to LnoludO direct private sector bn 
participation and argeneral allocation ;.-o=ss are similarl, 
3ignificant. These rfeatures, cbwined with oprational experience pined 
during implemntation and technical assistance, providing insight Into the 
credit structure. and longer term approach1suggest, consideration of 
Niture year private sector credit requests as amendment to this lroJeo , 
mtr than now proposals. 

USAID 	 proposes seeking Incremental funding for continuation of the 
short-teamcredit componenul, th.small :scale enterprise program and a 
sizeable medium-tamn credit component In FY 1983-84 under the umbrella of' 
this Prodution Cretit projeot. The PID described a multi-year,Iprogram
 
inthe order of $25 million. ce 	 0
While onsider itpremature to pro
funding levels at this Juncture, tUe order of magnitude contifs to b 
Inthat rne. 

• 	 Various follow-.on proposals and mec.anisms, for providing medium- and 
i~ong-termi credit and for establishing a joint venture rind, a disiemn 
mehniu, and a guarntee fund, have been suggeted in the lID and tis 
PP .for Cuture rundingl. These Include (I) a restructuPrn or 

!,!'14 
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http:follow-.on
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* 

I 

st ra. .' A 'a| .j: 	 .. ...Vi remorpnizatino k. I ud(i ueo ul iacae 

:!~ : a new funding mechnism, and (iii) development ofl waso increae'h 

~~~~ytmsdpstmaturity structure :to permit more trm:lending,::::::::::::::::::: 
iaou ,3teAI-
otnut the Most proi:.g ppoacesfo 

continuing and additiona a tivteswill be iAdentifie by mutual :::....reement, r a modificatons.to the credit system, which a een 

wa 	to provi de innovatiAve: assistance.: IA: largerp;mre structured : :: 
ra n d ' i tni osl assi stnce,: trani ng andi studios :prom for: the: creditt 

onsulttions uiess environmn 
Prdutin reitprgamdimple bs entato.Sic heiiiaor p oftvahe:: : 

c:::: on credit anhnth 	 orhe.p~vt 

alouo~n °	 ln nlude such isePs: as+;! i: 	 ,redit :a p.tefrt yemar poliyag~nenda to Inte:nta :.o he: ::!::sal~A 

:; Foreign exchange risk** identifying the bearer (3ub-borrower, bak
 
i:::i or GOE); analyzing the effect of FX risk on business development;
 

Compettion in banking fees and ch~arges-. the impact of bank fee
 
iii!:i plicy on business efficiency.
 

&ulbroesadth akn ytm al.ternatives to the onerous
 
Scollateral and compensatingbalac requirements which keep small
 
:,+ cbrivwer3 out of the banking system. ..
 

~Reviewing CBE operations (intereat rates, discounting;, liquidity and
i rules) 	 ..~reserve to better support business expansion. 

prga acett oicauri l dtadsel aeetrr 
As th prjt moves P e into implementtion the agnda fo V. . 
dia n un o e a nanolalodion toe rou he f aled Egypt­instuaon deveaopment. V* aispsions be undertaken reermedao 	 USADbonsrnt oe the zudae from the Admonsatpro thagprojcets aicr+rtyacrdt eepc h 	 oiyaed o nld uhise s 

jnvolve++++++;"+1 ...sustanatlexhag resoure Ident.. y.n must ir.' r"+Foreign:+:+ . +ik 	 wiransfers r ­ther 	 beare+ (ub borrower,1bank, 

provide those resoures in a sound market-wiented eoomic policygretorm whi u produce such an envtronmenti::i; context or In ways which1 lead .the host country to undertake the 

Sstr4ithdn the oate ain ce. a p ,stutuonal 
techiclapa sity its bas develuent problems; t.. ato aolve i 	 t c 

D 	 result In the application o productive technoloy wi- aueleraes 
t Pr Cr oductiondoam , employment and incee. i 
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USAD expects that the dialogue will be carried out within the framework 
of the Private Sector Steering Comittee. We anticipate that,
periodically, the proc0ss Will warrant moving items up to the agenda of 
the bilateral economic r lationship the enor-mostrbetween US 

* 	 representatives in Egypt and the Deputy Prime Minister and his three 
economic ministers. Indeed, the agreement to Smi-annual consultations 
provide an institutional forum for 3uch discussions. Proposed basic 
changes in the interest rate structure and the development of new capital
market institutions are examples of changes which will inevitably need to 
move from the credit sector level to the national economic policy level. 
The- runction of this Project will be, IIn part, to permit the competent

A1 technical elements of the 0CEand the Egyptian private sector to have a 
hand 	 in contributing to and developing the recoamendations and options 
which will receive national level review* Much of USID's frusrMtions 
over 	the past years has resulted from our etbrts to pursue policy change 
at the topmoat level in Oovernment when the relevant stafwork was
lacking- to-permit -the-G -to -make- infored-choice.--The Project-does 
pr*mise to finally and fally reolve all outstanding issuS in the credit 
sector. The project does establish a framework for initial credit 
provision, credit management and credit policy to be introduced at the
financial sectOr level Io public and private sector managers. It also 
permits policy evolution at the sector level and more informedjmacro-policy 
review and development at the national level. 



l - 2$4!,K2IV,I PLANS 'IPD 


SA. Siort Term Credit 

1.Implementation Arrangements 

The project will be impl.ntmented over a 21/2-year span. This life. >'-project copie -month period for satisfying conditions
 
ifprecedent and a 2-year period for disbursement of -funds by


participating banks (represented by payments to US supplier3:under 

USAID expets that virtually all f the ohore-term credit will be 
Ii? Y::flI Inadt1Olo- : 11onuitted' and disbursed in~a' much shorter period.-::: III AI~ot):Jtto11nS eP g 

sigature-o -rantFollowi ng , thoe -Agreent -initil--i---mplementation
arrangements for the project will be undertaken by the Committee 
supportedroMIC by the and USAID. The first major action will entail.1;...final preparation 'ofa detailed'circular which describes the short 
term 'credit program. The ,Comittee may fdruan operationalI sub-ccmmittee to undertake this' task,' composed of representatives of' 

2'the tIIC, Finance MnarEooi Ministry and Central hink. 

~2j.Simwitaneoius with preparation of the circular; the 00M will select 
21 the group of public and private banks which will participate in the 

1 progrm* This selection will be 'based upon a set of criteria+.Lettersatnore'iit) ad+aria P,.oftoods/e met i t-poHodweve:r,*acceptable to AID. It is expected that 3-6 private sector banks Will
be direct participants in addition to the four large~public aecota
banks. Following discussions with participating banks and agreement 
on the term of their participation, the Committee will select US 

4 corrspondent banks for the program* The MIIC then will submit 
I Financing Requests to USAID, requesting opening of Letters of 
I Commitment In favor of the US cor'respondent banks in amounts 

pre-determined' by the" Committee (An Egyptian bank diroctly. 
corres ndent' banks 'for opening letters of credit. "After selection 
of botilidirect bank perticipants and US correspondent banks, issuance
of the circular and promotion of the program among partioipating bank 

'olient~le,' the'mjor program elements would be in place. 

USAID's Office of Finance and Investment will discuss the program andI review the circular with each new 'participating bank to acquaint themwith AMD regulations,'.procedw'.sO and the mechanics of the review' 
process.' This contact will liklcy be in the bank's Documentary CreditsDepartment. Dqft3sis will be placed on understanding how to complete

I ' '~required documents, adherence'to the 'circular' and evaluation 'of the
importer's credit-worthiness since banks will be bearing all repayment
risk for each approved transaction. Banks will be introduced 'to' AID
Regulation I' and its asooited requirements which will govern
procurement. In addition, standard formats for' reporting transactions 

http:regulations,'.procedw'.sO
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L .... ~.b, &aub-Loan Approval Process 

Importation of capital goods muat be approved by the GeneralOrpnlzation for Industry, Ministry of Industry COOFI). AfterGCFI has completed a relatively detaled eauation of an 
investment proposal, the DIB undertakes its project appraisal.
This procedure will undoubtedly' be required (or any aub-borr~wer
through any now financial institution.
 

AID may initially review and approve proposed loans from banks,

other than the DID, which exceed some, as yet unspecified amouint,
until such time as AID, the GMB and the Coittee agree that the 
loe ankp. 

Funds willibe disbursed by the US8 Treasury to a US bank__
dO~i9~at~db~fthW6- -or~iiAID--Lett40UCt-O 

Documentation requirements for Ltter of Commitment and direot

reimurwsement financing will be, provided in ciro Lax instructions
 
ag e o beCandAID.
 

EXIsting lus for development of the circular' governing use of
 
ft"Sale Eterprise funds'and rogress to date on its

development (See Anmex 0), asewell asi planned Atzning 1eVels 
shown In Table 1,satisfy the requirements of FAA section 

2. !lementat ion Schedule 

The project. provides a 2 1/2-year disbursement period for 
implementation. 

Dat 

09/1982 

03/1983 

03/1983 

07/1983 

06/1984 


09/984 

03/1985 

The implewntation schedule is projected As follows:
 
Maor Actions 

Projeot Authorization/Siguature
of Grant Aveems, t 

Completion of Initial Conditions 

Initiation of Program 

Initial Disbursemait, 

Evaluation 

Project Assistance Completion
Date (PACD) 

Final Diaburcowt/Termimal 
Disbursement Date (TVD) 

ResponibilitX 

USAID-OC 

Banks 

Banks
 

USAID-OC 

GOB
 

Banks
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11, Implementation Arrangements 

=1
a$ Study. ramo riigoTh Prvt SetrSerngCmitewilapoea 
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proid thTriigo assistance, developanechnical StdMe
 

consulantto raneet
 

consltatinwihUSidgadinisee oud biie, put forwru ipemstudyoStcudnin rooai ninacerils er t eithe-ri bry! the i 
- : + I r '+"  + ' 

Comitte T ch4nical Sr t ariat owlI. AU sudli es win be l
 

rve -y-AID -pio -t e-tl
--ap d o ta t-eeu ion-n _o aadminisetries,bycpricate orsiublce sctivrtbaskig Intiuios
Private Sector Steering Comittee'sTcnclSceaitothe nils rUADhe 

will reIersedciistull cones apoed byggesiooan 
'Tecoptgesmeof worl incdfialngrtoeeetere. contione 

thewimoden deeloed anteottdbepniuerntit poroposnig the 
Sioscnl bae, drake ither bloor expariateniI

ad bthprat31oals ayincud ocl adInIlIds foe Iin+ 
exchgeI finaning.I0 Studios ill geneall be of shr duato 

to assure that adequate administrative rA~ehia asistc rneet 
tha one y os i l50,000 m"+I"I C,?ear), moderai,,te (undet ,: designed 

torqur mnmu diitratwi sport.I:PP Nevertheless,: should : 
excrangeefinarein Stu piodiesbllreerallyt of MshtdrtoIntoi~AI ,r'ee it. wouend be ui pojcproiis hi 

b Technial sistanc and Training
 

http:finaning.I0


plans for: tyeof;udia, tec~hnical as', -tanc and training;.
 
JV ~MMana (r initiating and approving'such Ia4ivitie3, and 


pr'ocurement of servi~ces necessary to 1iplementation; and fu~nding 
4 

levels set out in Table 11 satisfy the requirement of FAA section 

2
 
b' 
 DuImontationSchedule 

*Implementation will takce place over a 2 1/a-year period to permit
sufficient time for identificatioun of study propoaal31 technical 
assistance and training needsp and completion of these £0 tivitbleso 
that experiential data and other inf'ormation can be factored into the 
design of Phase IIand subsequent provrma. 

Date M oAtion 
 .R0PonsIbility 

or arant Agreement USAnD-=C 

03/1983 Completion or Initial Conditions 
Precedent GMB 

04/1983 Initial Proposals 'Identified GO-US&ID-Others 

06/1983 Initial TA Needs Identified OO-USAD.Othra 

06/1983 Initial Training Needs Identified GOE-USID-Others 

08/1983 Initial DisbursementsfTerminil 
disbursements date (TDO) GOB-USAID 

04/1984 Final Identification or: OE-MSID-Others 
-Proposals 

TA Heads 
-Training Needs 

06/1084 Evaluat ion OE-USAID 

1 09/1984 Project Assistance Couplet Ion 

03/1985 Final Disbursemnta/DD GOB-MSID
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ne~~ort datofn opni alty perod,~Wapojc 
component cuohte toencank~reW~ 

comonnt.thougt e cnicalilry Pet4riod th.t*R t Sector 
u , L e o C 

2. Letters or Creitt(L/C~t) 
/Cnu be (source n nwo /r and amuns ..... .....
.... 

+~~eotnllbe sotandardize r4dthe+ shr-tamO?and~sriml scale+ "+ 

tandrzedtb the sort-term andand conditionso 
entpiseleninrn ac ve.Tee reports wllr includ the ..::+Reot ilbamount (increases: and, decrease) smal sa U3 bar 

or client, name or supplier
of'opening, validity period

disbursements and, balance or L/C 
-date 

-I 3.Problem encountered and issues requiring resolution,
additional information. 

These reports will be presented in tabular flormt and modeled after the 
I. current DI5 reporting tormat used in the private meotor CIP propsa.­

p3rtiLipti.Under both the short-tem and SSE credit t mc 
bank will be required to subamit monthly re ortto th1etcin1l 
sertariat or the MIIC with copi" to WAID. The )CC will be 
responsible for collection and aggreption of these reports by component 
and their subsequent districution to the Private Sector Steering 
Comittee. In particular, the MIC will be responsible tbr doo ting 
amounts or L/C's opened under each Individual L/CCI tbr all 
participating banks. This will assist in control of luids and help 
ensure that each I/DMt is not overdrawn.
 

For the Technical Asistance, Training$ and Studies component the 1MIC
 
~Would prepare a quarterly status report containing the following

Information: 
I 
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1. Proposals received during the period and short description of 
each. 

2. Surinrized coments on 1 prepared by the 4IC and AID. 
3. Pro-fora budgets of each proposal. 
4. Proposed implementation arrangements for each proposal for 

which approval is reccrminnded. 
5. Recomerdations for approval by the Coemittee. 
6. Draft standardized rsponse letters fCr (i) approval, (ii) 

disapproval, (iii) request for additional inf'rmation from proposal 
sponsors. 

These quarterly reports would serve as agenrdas for Ccmznittee deci3ions on 
this ccmponent. The Technical 2ecretariac would inform MIIC and AID of 
Committee decisions and undertake needed funding xar-angetnnts with AID 
for approved propoa-ils. 



4 Lon~~n.............
 

V. -CONSOLIDATED FINANdCIALPLAN mlin>O 
total cost oth3 prject 13 es$timtd at $77 milo, rti.,.The 

oost, AID will provide $0 million and the program participanta (public ~ ;j-

and private sector banks, importers and investors) >will provide $17 
million in local curency equivalent, in the (ormi or subwwin 

~ donamentao investor equity, ad. nstretiv costs and so forth,. h 
total consolidated cot liprojeotis will be considerably higher than 
$77 millionl ir project equity is included. As a result, signfiiat
leveraging or AID fuinds is expected.
 

The project will have an Initial two and one-halt yewr implementation

period, begining ini FY 1983 and continuing throuO the second quarter or
 
h~ 198s, it amendmnts are made at a subsequent date, a longer time
 

faecod be involved. 

Tcin ua t-sohedule-ror-eah-o--ub- c oensa-wia 
Inthnsection. As previously stated,' th rject makes provision for 

trnsfer orf gUxds. between credit co-,mpo-nnt, and among Technical 
Assistanoel Training, and Studies when the progrm management and USAID 
management deem this necessary. Inter-activity or sub-activity transfers 
are not certain but rather contingently provided Ibe' in the event progr m 

prrmianoe warrants such reallocation.-I~m 
~ .~ Auzns will be used for all estimtod fbreign exchange.AID's 

requirements. addition, a section 612(b) determination to allow for.Inlocal currency purchase* up to $1.0 million equivalent with dollars is 
bigsoghtforlocal currency *xpendit~ures rlated to Technical 

Asisane#Trinngand Studies as well as small scale enterprise debt 

USAID has reviewed, the tijwancial tplans f'br each sub-component, and has 
determinoo that these plans are co"mprehnsive and soundo Each 

andthoerll objectivessub,cmonent, Is considered fin~ancially vibl 
. 

ot the project (an be &aived within the estimated cost and 2 1/2-year
lite or project. 
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TAMIEZI 

CONSCOLIDATED COST ESTZMiTR AND FINANCIAL PLAN# ,>:12i 

I, Swort-Twem Credit $52OOO 1 13,0$5M 

_ si~oml Enerp~a~c_7,L000 ,50 0,750­

and Studies $loo M . $1940L~. 

Project, Totais $6M OW44O# ____ ______1 c 1 b fce $17 

donamn mdbyte iill A cipe p'robably w 

'1I=1 currency contribution for =all sca~le triterpri! credit 
iband *nestinte 2 db-qi mtW or all projectso actual 

* ~Lol crrecy f lis qassessoet2%ontribution ~or ther credit
&Wtranin byisd he i Wofr A-ctualsericet povdeby th G 

an soala coymnt all sfwcequalstw 20%ufcAeDiorry ibutioo 


otntributio i
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TABLE II . €

Bo CONSOIDATMED AID OJW I?DISBUR~SEMEtNT PROJEMTZNN 
(US$ 000) 

SFY,83 FYf5 F-884 btala' 

II. Short-Torm Credit $200000 $2,000 $10,000 $52,000 

Credit 

A-Cre~dit WIU 39W 21000 7100 

11I.Technlcal A33istance,
Trainingl and Stiodies 

anTainings~sa 100 200 200 5W0

4 'sa ton:" 

.... 00 be@Oilt 1 200200 tc 

4'tS t-Term Credit C=1n tents will becmltd1'Af ftrCSw 

&alScale Enterprise credit comitments will be coqleted 18 months 
i :.after CPs are met. The project will tend to finance standard machinery, 

4 * which will mean relatively rapid disbursement, 
4 1aftiol Masitanad++),++:+m++++++++!:.Id+ +ra++id :4!k++, L,,+ ++ +++++ +++?++++?+++',+ii,+++ TrainingW and Study 1(ands will+?+all be comittedi+: ++++ in++ P.lv m '+++

*the f~s 18 month~s autv Iitial Cs we moe 

A>: ?++++++++? ++ +++ 5+1 ? ++++ ++ + +: i + € +++++ + ++ +++++++++++++?+++++:'+? + +++ ++ 

<A, + + ++ : ++++++++ +++ ++ + + ++ : : + ++ +( ++ ++ +++:+++++:.++ : +++ ++++++++ +: ++++( ++ ? +++ ++++++ +++++ +++ / + +: +++!+++ :+ ++++++s<i ++ +'AA"A A 4AAN ... ++++++A++++,,..+.....++++
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I 

K43 

VISCALINVROMEA COSIERTIN 

A. Social Analysis3 

By providing credit for the creation and expansion of productive
enterprises, the Project will fbster increased real, remunerative 
einployente 

Although Egypt's official unemployment rate is low (2-3 percent), the
counitry faces a variety of employment problems, hny popl.e,
~particularly women, do not participate inl the work force. 7hlb shortage
of skilled labor poses a problem, as well as diminishes the usei bness of
the abundant unskilled labor supply. Thzoughiout the economy,' jobs are
difficult to find and wages ire low. Educational background and.'work
skills often fail to coincide with job responsibilities.' Underemployment~
is widespread. 

Increing productive emaployment (and hence waelevels) is a necessary
step to ameliorate the underutilizatlon of Egypt's labor force. The I.roots of the employment problem, howevel are complex and embedded within
the economic system. COE price a~rLig hiehly reulated business
climate, and uneconomic human resource investment decisions have created.
economy-wide, policy induced economic distortions which cannot be
addressed in an significant way by project level oolutions, such as
inclusion of employment geeration as a short-term credit sub-loan
criterion. Az noted in the small scale enterprises sootionphoweverl the
DID does evaluate employment benefits for eac medium/long term project
application. Based on a World Bank analysis of $111.3 million DID loans,
13,900 direct jobs at an estimated $24,400 per job, (in 1980 prices) were
created. Employment creation as a result of.all DID loans was 6st iMated 
at about 27s500 through 1980. 

Recognizing that substantia changes are required to correct Egypt's
employment problem, but acnowledging that direct confrontation over
major policies, at least in the short-term, is not politically feasiblel
EJStID has based the Production Credit Project on a long-range goal:
expansion of private productive enterprises through augmented credit
acoessibllity. The commodity producing and export sectors are the most
likely candidates for sustaining high levels ol" economic growth and for

4providing a large amuer of jobs.l/ As these and other sectors engage in 
new projects, there will be an increased demand for intermediate goods, 

1 The manubcturi sector provided over one-fifth (21.9%) of all newjosduring 19 rdc je~iatrenerally have a high
domtic incom elasticity of deisndo tho pows billty of export

potential, and good factor substitution prospects Lb.' Increasing la0o 

u*=age.s
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urther generate employment and capital investment. Aswhich 4il 

industrial and other comodity producing enterprisesIoprivate sector 
credit access and undertake additional investment,bene ftnrom increased

employment gains should be significant. To the extent that womenparticipate in the work force and Increase their prticipation in the 
future, the Project will enhance employment opportunities for women$ 

B. Environmental Analysis 

The short-tem credit component will provide CIP-type assistance to the 
a nuner faintermediate credit institutions.Private Sector through 

Knowledge of the speciioc sub-projects to be funded is not a prerequisite
to finanoing. The disbursement of (lunds for individual sub-loans does 
not require AID approval. For these reasons, the SIC component 13 exempt 
from an environmental analysis under the provisions ot 22 CFR 
2162(c)()(ii), an 22 CFf 216,2()(2)(ix) and (x) 

The SSE component will provide support for intermediate credit 
I-AMtitutions..(initially- ,he.DZ5L-other bank participation possible in the 
j 	 (ture). The objective is, In part, t 1o11ait,-nte-cptlzto f
 

the institution(s) and does not include reservation of' the right to
 
approve individual loans made by the institution. Therefore, the SSE 
sub-component is exempt from an environmental analysis under the 

2162(o)(2)(x).provisions of 22 CF 

I The Technical Assistance, Training and Studies*component will not include
.1 activities directly affecting the-environment. For this reasn this 

component is oemt from an environmental analysis under the provisions 
of(22 CFR 	 216.2(o)(2)( I) and (ii). 
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VII. EVALUATION 

AID will monitcr the progress of loan and equity implementation and 
disbursement by reviewing periodic progress reports and by ftequent 
informal cc,:;ultdti01nS between the IFirties in Cairo. AID will monitor 
the ratte of iean di;bLrs-w:eent by reference to AID's internal financial 
report:n. wAIp/csiiroconduct quav'trly if(ltingnwi to revi, w the 
progrIeN::'n of l )1 in:pIt T:natiozi with the C(-o),uittee and 2E p-articipating 

. , ,pt, t r\3t~h i revieowed atKe; reo ii 'UUrCtcr juig will bhe 
lea:t. qu:,tKer!L,to uncover implt:men]tit iou '[Plt:.:2 toiat r,;uire action. 
Givenl tht i 't i:p1l12r1t~ti11 t ifne a1d the ncar u: of thi' ,r'ojcCt, a 

5e~IPit~V tit ICfl:wt ivitv i, rinot C('W1 i(10rd ne2WyoP, fea: ible; 
regla:', y:tt,:,.it iC monitcr ing i2 con2 icvPed :;u1fiielnt. 

A di screte evaluation activity will b,! undertaiken in June 1984 in order 
to a tt- iTpact of this project and to assist in desi!riir follow-on 
effor't.3. 

http:y:tt,:,.it
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Vill. 	CCNDITIONSI COVENlANTS AND N~EGOTIATINO STATUS 

A. Conditions Precedent to'Disbursement 
Prior to diaburaement or issuance of doouentation pursuant to which 
disbursemnt will be made undre the Production Credit program, the 
Grantee shall have completed the tollownginCndubstan e 
satisfactory to AID:owig trand bae 

i. Oeneral: 

a. A statement of 	the nae(3) of the person(3) authorized 
to represent the Grantee and a specimen signature ot each. 

b. Evidence ot tormal establishment of a Private Sector 
Committee. 

20-------_o 	 each separate compnent or the Prodution CreditI 
Mec me Graneesha copete th drO"Wl 

.a. Fo' SortTom Credit: 
Issuance of a circular or other offioial doiwment, which
describes in necessary and suffioient detail the terms,
conditions and requirements necessary to operate the program. 

. b. For Lending 	to Sua11 Scale Enterprises: 

(1) Issuance o a circular or otherof'tlial document 
which describes in necessary and sufficient detail the 
terms, conditions and requirements necessary to operate the 
progran. 

(2) Issune at a letter by a bank or other financial 
institution, concur'ring In the terms# conditions and otherSi 	 requirements for wall scale enterpriso lending. 
0o For'Technical Assistance. ?rxininc and Studies: 

Agrement in necessary and sufficient detail on the conditions 
required to operate 	the prop'sm. 

a. Covenants 

1. Grantee shall undertakce periodio discussions with ArD on 
ways and means to develop credit and other support to theprivate sector. 
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2. Grantee shall undertake at least bi-annual discussions
 
under the auspices of the Deputy Prime Minister for Economic and
 
Financial, with AID on credit and private sector development
 
matters.
 

3. Grantee shall discuss with AID ways to expand numbers of 
private and public banks and productive enterprises 
participating in the fhort-Term Credit and Small Scale 
Enterprise Credit activities.
 

4. Grantee agrees, for, the Technical Assistance, Training, and 
Studies activity, to empih-aisize propor'ls which are supportive of 
private sector development and which improve the skill level of 
private banking and other institutions. 



PRODUC~TON3 CREDIT~ 

(263-0147)r
 

ANNEIXES 
At COE Orant Application
 

B0 Statutory Checklist
 

Co, DraftGrant Authoriation 

D. Section,611(s) Certification 

. 

E. Section 612(b) Apliato 
F. Logical FrIwrk . 

-~Thionl cable contained In NE/PD and USAID/Cairo, files 
H. PP Development Status Cable- CAIRO 114459 
I. The Egyptian Banking SYstem 

J.4 Sectoral, DistribUtion of Ba,* TeOM Lending 
K. Interest Rates Structure 
L. Additional BankFe and Charges 
I. 'Draft Decree Establishing the private Sector Steering 

.

Comwitte 
N. Dr'aft Circular: ahort-enu Credit 
'O.Draft Circular: ball Scale Entrprise Credit 
P, Cable STATE 17839?: 50-50 siping af IdFnded Ooods 
0- The Development Industrial knic and Small Scae Enterpries~ 
R- 7he Role of Small Scale Enterprises in the Egyptian Eowncq 

S- W~r-TomCedt Tansctin:IWInpentation Events 
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Cylkesee 

flow Of l5~Thecoer"nof gyt(Gt)wishestoepn tUhM 
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* 5'to the prouctive private Octor$. we believ 
rivae sector banksrSthis objective a broader rams Of public OW 


7whis purpose,

should be more active in providing such credit# r* 

of $60 mlliOn
the 00r requests AID grant assistance Las the aiount 


S for the Initial phase of this effort,
 

* 	 The U.S. grant can serve In establishing a mechanism for allocat' 
r the ftyptian se",sWbroad spectrum of credit needs*fuhds for a 

in the Latital phase the Production Credit program willj
Nowever, of c ssi t 

Credit gor produti eOI prtte i81111001m((1) 	 short.tam 
credit for small scale enterprisesMi million)$ and I

(1) 
ai am inix& (61 mllion);(1) 	 teohnical asita 

can be shifted fromeos cedit eategorytoconsidering that funds 
ianother s ay be detersifd meessar am useful* 

The funds for she..tam credit wlUlh*3 ZoreSEldit, 
so~e -to Import goods fop

be ade available to beprivate 
devei enpeit PmrPoses, t be described In go off+a :.':",.:++I'produetive* •+€ladm4lleo|OZIIMem:mmr.:i.. m/ :amll''*+" 
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"**"+":i 	I:IIIII+mPilid €Im. '+ ;+ " 
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changing sirommunee. TMe Cimlar would b, 
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* 

* 

*~2 

.. 

~retly~~foneeoriheirvesuSrctrs and prramctos . 
Su-ovasn ereiet procedbe InIw uld nc at1 t~e ghest 

affcle exhneoaeothe "imdtmoto ofm(C)r aeptthtaw 
compnie woudIsc eigile widsthinmal scadeions develope 
willthe med aalsadbe toreole fponbansuprdi orgbl 
to erachtrswhc in, roduasctiesmin scaleetpieof $IOQ,@@'t 

ornks an singlroesb-orIwetilyo reuveoses of,000,000 in 

a eartwo. the0 Epi~anwouitten Mroad ot azzclm e 

-

" 

*~r conditeqireo rnsatosoJonl 000o eswill beeveeanddvlpdl te asx 

wlillb md albleporticipatpon banksIntioprovi ig er1"60 bo" 



mma~nyor wycrvicn 

eosrt on
whic haesalsaeetepiecinsad 

'dsr
led~gprckcs An exml sthKeeomnt 


Ban (ID) 	 whc ledyhs npae cetbe u-r'
 

approva~'lLprocedures
 

-wA - b -a 

Intret 	 3%(o Mxiumalowbl b 
~~C for 	suchA
projects
 

cuency he~SnSubloan 	raepasmll wilsnlcaleneris a hteo 

inphnsce asistanc3an Technica whiare ad T"as 3 	 oet 

need idntfed n gedtob h atistshtratAreet 
Amonghas*activties L1I b (tmdesie ato mproe & aret 
of ~lllankng L~luingstaf oaris peotsll
 

and "p raeie* an rnscioso
bank at aprv ontr 

su-lwswhchmy fenfinane undp %ho p0r.ogrtoal m. w~cc 

To prvepicy &ssisana dreint teia assucionCeditand 

~~: 	 a raitie uandethe enralnk o1f Zemadevale of Ineetstc­
mntesiefeand M1 "ta rhepsntavestInentoaoeton thais 
Ao the etenties vl .be btthe shordt h1sm'Goid i 

*0 osakin sal., enerpie srdtf opoets tphesa sapiit 

seview, 	 fc~oitranpaikIntptrg h den bak Ao.etr 

of coitsiet gid al adiection $otem n odto 

Thenan 	 oosmndpere (IIUC asll as frpOesmaprovCotiatial 

and smallrealeocateio of efdltw compoentshe Cmybe sapl j*t 
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Or tJVCSDZC9 
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unes oteris 

iahe 

agee 

prcs unde 

undesh Priat 

in 

thi 

Sctr 

wrtig 

grn w3 

Th 

rg 

b 

aeview and 

imlr 

apprva 
a'-ctotht*sal 

.-. 

baseonncrieri se frthherin 

<a 

'aa.~~ ~~i eg4to~i l ~~'vr 
aaoprtmwt 

. Its4' 



45C(2) PROJECT CHjEKI4ST 

Listed below are statutory criteoria ~ ~ < ~ ,i; 

applicable to~projects.', This sction x j 

'Thincluids cr~taria. applicable to all 

~ projeots. .''art B.0 applies t~o projects
fue. ,pm ,specific sourcesoly

B,1. applies to all~projeots. funded
 
Swi th 010lolfet .AS5iStance Fun1ds, 


, *B. '2., applies to projects tunded with 
. 

ESF*
 

DATE? WHSTANDARD Y03 

~A MVY'IWED FOR THIS 

A. GENERAL CRITERIA FOR PROJECT: 

182;LFA 500 OO
 

(a)Decrie ow athorizing (a) Congress shall be notified 
and ~appproprlations i oo~re wt ea 

=mt orwiente an agency proeures. 

project;
M(b) 3rs assistance within (b) The intended, obligation, is' 
(Operational Year Budget) within the ,level of funds 

conty or international appropriated fW Wpt, 
'allocationo~'pnibon

reported .to Congres (or not 
more than $1 million ove 
that amount)? 

S Prior to:2. FAiA 1s(1. 
.$loot=O will there be: 



F2 

(a)~ ~ fiacilrn'norn or' 

U-Se:Oof h aazitafe? 
A;j))
FA Soo if 


Srequired within: eiin
oUntry, What Iis basis' for 

~ ~F4'T such: action wilb copleted
Itimes to ,prmit, orderly,., 

~~ ~.K4 the assIstance? 

and criteria as set Ibe'th Inthe Principles and standards 
fre Planning Water and

K.,-. Related lInd Resouxce, datedOctobr 2a, 1973? (See PMD 
guidelinesw 

FAAPSea. 61().I project 

m0~tuon) ,adam u .S,~
"B~a"rrit will exWed 

A3 mllon, has Misson 

Administrator' tuaken into
O00MIderatlon tbe cowtyss 

* capability etteotively to
maintain and utilize the 

4' 

a 

None reqluired 

-4 

UA 

* 

i 

1 

. V.t 
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6. 	 FAA Sec. 209. 1; pro 
MUcOpil to sxqOutiona 
part, o regial or... 

Awl4 noourg@ regionalI 
..,dvlpnt programs 

.	 FA Sa. 0(a. normation. (a) Proect will' increaseth 

project' will encourage jo'flotiit Vb 
why 	 ;i ia prjeto 3efforts of th~e country to: financing for the expansion of ~ 
(a) increase the, flow of the private sector. 
international trade; (b) (a) No direct encouragemnft is 

of' 00 peratves crdt prdato 

Aft oiatip.": , (d) discourage
monopolir1tic practices; (a) 

sub-looiis 
activities 

for 
in 

productive 
areas o 

improve technical efficiency'
or' industry, a iculture and 

nuty
aric1ulture. nN, 

n 
m 

free labor unions. provided* 
8,AASea 61 nformation Mlost of prjc fud will 

4.5 

conluiosn -ho 
project will encourage U.S. 
private trade and investment 
abroad and encourage prvt
3*Ms participationl inl foreign 

fnace 
services, 

U.S. gpods and 

(incluing use of pr vas 
5- ++ + + + + + +++++++t t ++ + +++++ *+ ++++ +++ .++'+ k+ + ++++++r+ +S+++++ + +++++ ++ ++++++ + +++ +++++ 75,++++ 

4- 5f ++ ++++ ++++++++ ++ ++++++ i ++ + ++ + ++++++ + +" ++ + + + + +r?+ + + +++++ ++ ++ .++ ++ + ++ ++++++? + +' +++ +++ + ++ +++++ + 5services of' U.S. private5. 5 ++++++i+++ ++++i !++ ? + P +!+ ++++i+ ++++i+++++ +++++++++++~++++++ +++++i+l ++~++++i+-­++enterpi5.) +i++++++lG 	 ?++++ ?+++++++i?++?+++++++++++++++++++++++G+++++S+++++++++++++++++++ +?!i/!++ ?++++++++++i++++?++++++?+ii++ +?++++++++!+++i++(5f++ 
+ +++ +++ i + +'+' p + + ++U S +"++ + +++ i m + +.+ +++ + +++++++. + +.+++ ++. (. + + + +5+ + ++ ++++++++.+ + ++ .+ ++++++++ ++++++++sj+++' ++++ 

5 	 5..:;: + 

5.4 ! r ; ?: 	 2) : 2 5}: 5 2 

+ + 	 - ++ 5+ .9:++? U.-.. 
555-+:++ 	 5 

Is : 5 + ++ + + : + +:+ , +:+ + ++ + + 1+ + + +-+ + .5 . : +++s ++ +] +] + +++:+L + 



___________________ ________ 

9,FAA Sea. 612(b) 636(h) FY .Participitin banIs and 
SRb-.borroweri wil oontr'iute 

th~A. t the: maxium~5v33ue 

~~ 
c 10091>777777oQntribtin33 


t costcurrncies tomot 

curences wned by theiO S
 
dars
 

att 

ot the countrY and fully proprAmmed for other 
7,curenoy i notit so, whait~arrangements have activities and-

been made for its roles..? . available for this project. 

no1 AA. ec 0 1) Willthe, ye*77. 
3iFUr"Ll oMetitiVo 

otrcs .awrin f OX*P 

ueeapplicableprceM
rules &nlow otherwise? 

12. 192 A.to q -HoY-

th prdtion orat ny 
cMotY for "port, IIs Uhe 

oormodity likely to be in 
an world wkiet$ at 

7surplus 

7 .the time the re~euting
productive capacity beomes 

anm is such 
7 . .opeativeI. 

assistance likely to Os 
substantial injury to U.S. 

.aiar. or, oa ting777 

.7comodity? 
wo ts, of this 

77~~7 

ad -(!t owth Y,13. 118(c) - MAe ameaheWA 
777. 

Rep 04-lft pr. 1 2.500 Section YLIn 
77, 

I
 
'47,77~ 

i

in 16 

7.--

W-7 77 7 ~ 777
New77777777 77'' 7~ 777 



SDoes the' projec o proam NA 
tae-'nto consideraionQ the 

problem Kof the destructioni of 
troaplforests? 

14 FAA 2.21(d). If a Sahel NA 
1iojeotl a;, determhination 

been ,made' that the. host 
Sgovernment has adequate

3yst*M: for accounting for and 
controlling, receipt~ and 
expenditure of proect funids 
(dollar's or local currency
generated therefrom)? 

B, FUNDIHO CRITRIA FOR PROJEC 

involve te poor i 
by extending4development, 

access to eoooq at local 
level, increasing labor­
intensive production and the 
Use or appropriate
tehnolog7 spreading 
investment out from cities, to 
a:,d insuring, wide 

partciption or the poor in 
thebenefits at development 
an a sustained basis, using
the appropriate U.S. 
institutions; (b) help
develop ocprtives,
espeially by technical 
assistsncel to assist rul 
and ubn poor to help
themselves toward better 
life, and otherwise encourage
Geooaratlo private and looal

gWetlunt institutionsl 



'aof 

_a, 

* 
*being 

*tfort3 lof deeopn 
d~ntiw (d) pr~oot e he~ 
participatio or in th..eS!
 

improvement of women'3
3tatUs; and (0)utiliZO MWn 
enoourage regional 

countries? 
b.,FAA So. 13, IO* 10 

1:-lo b.- D"3 the , y10 +: 

funds (functional account) 
being used? 

FAA Sea. 12* 1s eq*4asi 
twcnology (relatvl
smler, ooat-saving, 
labor-using tec..ol9ges that 

am ~generally ms
appropriate for' the sil 

, 11 busi..s.e and
 
=mI Iincomes of the powr)?
 

d. FAA Sao. 110(a). Will 
the recipient - ountry provide
at least 25% of the oat& of 
the prograng project, or 
activity with respect to 
which the~assistance is to be 
furnished (or Is the latter 
opst-*Wminig u'mtr*

waived a ora 
*reatielyleast developed 

00untrN) 

'
 



as FAA See 110(b) Witll'~ 
grn:caia a.1 Moeb
, 

disbursed ror, project . over 

Justification satisfactory to. 
Congress been muade, and 

KO-0 1232.1) defined a
capital project a3s th
construaction, expansion,
equipping or alteration or a 
physical facility or 
facilities finaniced by AID
dollar assistance of not less 
than $100 1000, including. 

related advisory, manageria 
not unidertakcen as part of a
projet oa predominhntly
technical 'assistance 
character."4 

the acevoit giv ecnoM
promise of contributing to 
reswotes, or to the increase 
or productive capacities and 
self-sustaining economic 
growth? 

g.*FAA Sao. 281(b),
Desoriboexwtent to ~h~ 

pariaar needs, desires, 

of th ouy; u tlse the 

andtainW in skills 

jy ; K7I ;Q 4; 

<
 



_____________ 

,reuie for - effective 

;: ~ ~ ~'particiLpation in governmental'
 
0030 essential to *-w
 

2. 	 DVSop!2lt Assistance > t4.A* 
Prac0 Critra (Loan 

at 	 FAA Sea# 122(b). 
Information cndonclUsion, On 
capacity of the country to 
repay the loans at a 
reasonable rate or interest$ 

b. FAA Sa. 620(d). if 
assistance is for any 
productive enterprise, wih 

enterprises, is there an 

the U.,of more than 20$of 
the 	 enterprise's ana 
p~roduction during the life or 
the Ian? 
a, ISDCA of 1981, Sea. 7241 

Nicaragua does theJ loan 
agrement~ require that the 
funds be used to the maxita 
extent possible for the* 
private sector Des th 

Project provide for' 
monitoring under FAA Sea.V 	 6241(g)? 



a.A Se. 31a . Wil t s 

44~o FAA Sctiort102?u 

assitanc una Funte 

2~ ~ ~ 
c.FASc 3.Will thS 

ud155 51107 rom ecncuW 
ctheetnrsaiiuSction 

.. ... ynofFA~ci!lful for,.a 
suea fale y I£, ha 

thePreidet ertfea hat 
bec use (o miliary or 
nprmlitaryativiobtives? 

Proec wil cnriue t eooi
 

Pojetwl@ ib oeo~ 
antoiialsaiiyanee~ot
 

102 polic directions
 

c. FAA Se. * W i58eaosI 
nte
fundts finao 


...construtio ofae, oeratwionll:. 

auu tothe
Prsdneiieta 
o u styae ofeiafundsuis 

(on esare a remntd. 

been ad.? 
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Liatdbeow re te, tatutory is 
jj7which normall w111 ;be~ coverd
 

rOtinly in thms provilona ofa
 
asatanoe apgrement deaflng wih ita 
imme~nfffft~ation,: or covered li the 

agmeien by posang: imitn on 

A, V:OCRE V 

lohFA Stea 602. m theY asprADtwaf. Ara~ed 

~ena~ eablyg in the frurenisin
R'of oc iis n eris 

2. FAA See. 602(a. will ane Yes, a e Wsadrs 

7u0Wlitay gnthe the Ushln 

except AS otherwive 
determined byi the ftesident 

3. 	 FAA ........
 

coratingwi Couwn"A
 

discriminates apinlt rw' ne
 
insurance 	 oupsnles
-uhois to do business In 

the U,3,, will ooinodlties be
insured in the IWited ftates 

iK*with mh~... . ++t ++/++++++++++++ :+:+++++++I+?Y +++..... ,,+++ 	 ++++++++!+:+Yapinst mr~zw......++............+..........+++... ~ ++:+ ++++::++:+:++++++++++++++ 

:: 	 +;:i:iI 

13 o .....++++: proom s ++++:+:+:++++++INo mad 	 t is+planned.l + .++iii!+++++i++++ ++++++++t+..+ .+++:++:++: +:+++i~ 	 ++];+?:+:++ 
arliltwa3" commdit or 
produt in to be t'immeds s 

+++++ + ++++i,+++I- +? ++++++++ :U $ +++ + 
+++;++++++++ + +-. 	 + +++++i, ?+?+++++ li+M>I V+++++ +++;i+ ++ + :+ ! 	 +++ <V+++++++++++4 



Q~i p'o~son of~ suchpriceaaistdometioe 

party (Exception where 
comodity finaImed could not 

Em Sa.1Dh W60 BIO Wil 

construction or engineering 
services be procre fromq

firm of countries otherwise 
eligible under Code 9111, hut
which have attained a 

coptitive capabiity in
international mimctsi on 

-7 --o ionst arm?---,. 
6. 60 is the

IP"nhea" fo
cithliance 

the
in sctinof 91(b
hwdwMarne At of1936, 

per ooftm o the oa 
tcnnme of commodities 

(computed separately for dry
hablt carriers, dry cargp 

* aaurw1 and tarics fianced 

pr'ivately owned U9S Clag
ommercial vesel to th 
extent that such vessels are 
available at fr and 
resoble rates? 

7. A e.61 If tefticu1 
4"Isand isfinanced, will 

such assistance be fumWnmhe
by private enteWi5s an a 

conrac basis to the fullest 
extent practicable? If the 
ftoilities of other Federal. 
sgenoies will be Utilied, 

~ ~ ,.~ 

.<. 

, 

-h-a-.3------405(e 
Hoe however f' cargo pre ern6 
compliance only, the pr*oot will Nei 
t le to Loan AU'emNAt '6-K_ 
am ofStae cble178397)0 

.*. 

yese 

. 



made availa'ble without Oundue 
in~terfrenc with domestic 

8. International Air, rnpr.
Fair ~CO. tItIVe< Practices0 11. ir air 

spartan, af Per'sons Or 

~ ~ 

Y1 

;.-~; 

~ l4 

4: i 

s 

J 
used 'to thW.e xtent 
services is available? 

9.FY 1982 Appr lrat ion 

such 

Act 

gvernmnt is a party4 to a 
contract for pu~rement,
does the contract contain a 
provision authorizing.
termination of such contract 
for' the convenience ofth 
Un~ited States? 

: 

-< 

*~ 

1* F e.60() If capitaW 
~ (eg. (ij;7iiii i n) projects

wiIl -U.S. eng$nwing d 
proatsslal servicez be used? 

2. EM Sa 61o* it 
oontreors for cons rution. 
ame toabe rinanoed, will they
be loton a comptitive basis 
to maxism extent practicable? 

N*A. 

111A, 

.4 
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3. FAA Sea.~ 62(k. If for~ 
40 5tVQ~tion ol proucive 
enterprise, willk aggregate
value .or assistasnce: to, be; 
furnished@ b ; h' 0S o 
~exceed $1W0 mill.ion (except
for, produotLye sn.p in
Egypt~:t~1twere descr'ibed in 

A2~~~;the CP)?, 

N­

~*~~i FAA ee. 22(bo if N*A 

deeomn 

annu 

Inerst raeatlas 

durin grc 

Iai 

ero 

$ e 

n 

s 

thereafter? 

2. EA-..eaNd. If fwnd is 

conftributions an1d 
administered by an 

does CmtolrGnrlhv
audit rights?, 

N.A. 

L L 

5not 

United States foreign aid Is 
used in a mmmerw ich#b 

ootrrytoth beat interest 
-f thsnie tte 

pt te r asit h 

bloo o=mtries? 

4. Will arrapumits 
use of tinanoingt 

prooude 

abortions as a metbod or 



'
rp a. PI'rioi brtioniss to 

as
 
* aa'."nvol.untaY strlzto 

H faaiutmec4 l I netv o- any
 
undergo


j~aY.a'. ~p erson to 
steliton-v()t a o 

any~biomdicalki c hc
 
reltes, i1n wholeor parts to
 

or, the, pezWrfA OfoSmethods 
aabortion or involuntaryaa 

for aborion?
 

.xpri'1tod nationalied
property? 

tran-5-go adiceor provide
 
any financial support for
 
police, prisons Or other law 
entoremeflt forces except
for narootics, prop'wm 

d, ea0 CIA Yes,AA 620For 

0. Asc.O L For Ys 

or Mae o otor vehidles
 
wmtaotwoed outside U0301
 
uraem a waiver to obtairwd 

a 19M riatCA esAm
*T pay 

a ~ a~ dj-22L 

........ .. 

pay or sd,' . retiremen 



srvice compensation for 

g. FY 192 Apropriation 

arrearages or dues?
 

h. FY 1282App~opr'4ation Act 

~209(d) (Transfer Lof FAA funds~­
to: mltilateral ..organizations 
forlending)? 

Q-r-to-ran- forei nr'At ionals -,~ 

Act %40 DII W1 

ass istance bO Car'7_pr3"Vioed
Mhe purpose of aiding the-
efforts or the govrnment of 
auch count" Lto reps'oss the 

~,legitimte: rights of the 
- population or such oowmtry

contrary to th Universal 
Delearstion-of IHan Rights? 

k*Y 182 eprpration 

purpose within U.S. not
authorized byv Con~ -ss 

Yes~­

'' i" 
,~ 3' 

-

yea 



______ 

NE 
AUHRZTO
PROJE~~~~~r 


Reulco 	 rjc:Pouto Credit,-Namor Country: Arabw~ 	 aeo 
r1YPrTet 

Nuber of' Project: 263-0147 

1. 	 Pursuant to Section 531 of the Foreign Assistance Act of 1961, as 
amended (the "Act"),' I hereby authorize the Production Credit Project 
(the "Project") for the Arab Repblcofyt ("ooeatn Conr" 

Dlar'($6 O O00) in grant funds ovr two aiid one half yeaw prio
sarting from the date of authorizationt subject to the availability or 
fnds In accordance with the AID 0Th/allotment process, to help in 

services required for' the Project, 

2. 	 The Project will assist the Grant*e to expand the flow of credit to
productive private sector enterpries in Egyts throg a brocad range of 
public and 1pivate sector banks, 

3. 	 The Project AU'eomsto which my be neotiated and executed by the 
officer to whom such author~ity Is delegae in acrdmnoe VWth AID 
repalations and deleat ions of authorityt shall be sbfw'4 to the
followngasential term and covenants, and major condi'os together 

14' vith such''+otherii' team and conditions as AID my, dem agruiate. ++ ..... Y " '...++~ ' 

at 	Su.c and Origin or Goods and S'arvices 
Goods and services, except for oemn shipping, iacdb I 

under the Projects shall hae t*elr ow'e and origin in the cooperain
Country or In the United States, except as AID my otherwise agree In~ 
writing. Ocean. shipping financed by AID wider the Pro~et shall, wwcpt 
as 	 =I my otherwise agree in 'writir.5, be finmnced on rag vesseiss or the 
Unites 3tates. 

b. 	 OndItions Precedent to Disbursemet 

Prior to any disbwnent or to the isame or any comeitt 
dec 	 to wnder the Grant l th oprtn Country all 9except as' th 

Partins my otherwise agree in writing, furnis to AID in atisactory
torn& a ft~tanoe, 4 statmnt of the nun and titles,, or thepesn
who 	vill act as the reprewtatives of the Cooprating Country ogther.
with a qpwcium signature crew*h person specified in such sttemet 

4ob dn the J stfiction set ftth in the Project Paper, I heeb 
exipenditure of United Steits DcUArS ft%U PWW mt~thIoat the 



service,-' in~ EgYpt i5; re~lUired to fUlfill the purro~sen of this Project; 
the pur;K-)ses of tU,7 I'Pv,)jQ(t caIl.lwt t- '%e ".tct4velyt tilroll~i the 

expend itul- 01' 1C tr1'f2iv 1! wi)rxcurcmt -nt.; ana( tileotU-;v 
~ead~mini:'. rit vt- oIXl g1c± t~ ~' w. n ls 

det~~n.tti~~i:; Ii d:$0: tCCtot I1C~t 100 i't rIeO by 2e'Ct, ion 

612(tb) ut' tht. Act. 

Date 



~~-Ct-fiatio CrI1 OPursuant to 
5oction 611(e) or~ the77 

PbepbasaoeAto 19oL1Mu nw
 

Is .MCYWkq$ the Actirng Director fo the Ago fb Interninalsm
 
Developent Ui4Wt havirg takan £Inacout, a other thnpe the 
=Li~ntemnoe and utiiztion or projects in I4Wpt previously (innoed, or 
planned under this projeco do hereby Certifythat in My JMV~t' 
has both the rinanolal ~sL 1 t and htmn resources sltY 'alpital and thnoiansatm.rr~~~owv.1y1the cananan 

~ o 

, pbrovid d to t M ii Itat
 

effootivelytonaitan ~ tmsntta 

I, ,, , !i~!iiii!i!iiii!!iiii~ii!~iiiiiiiii~ii~!ii~if!!~ ,,,,,,,, !i ~i~!iiii!iiii!~ ii ' i!!ii,~ii! !i~~iiii ~~i i !
?riDateio 

ii
 

i i'I7 

::;: ? ,q ?I
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ANNEX E 
RecoMImedtlons to Authorize Purchase of Egyptian Pounds

Swith US Dollars 

Oer the life ofthe Project upto $#oO,0will be'used to support
* local currexenditures for specific pods and services in support of


this project, Dola funds wilDoue Ln anscoaton with 006

disburoeset of Egyptian pounds for funding the following costsj: 

1. ~or equity contributio*b banks participating in the Si 
S~ai-Merprise program. Doe to -te relatively =aI, size of

sub-.lamn in this program (estizmted to be $350,000 or less per _ 
project equity), participating banks my have to make their equity
contributions to sub -projects by purchasing Egyptian scurcm od and 
equipmnt with project funding. Authority in sought to purchase 
Egpinpounds with US dollars to provide sufficient flexibility infadiitring the Sull Scale Enterprise equity ooqonent.

2. ~for payments to Egyptian orginnization and Individuals for
assistance, training and studies. It is expected that

several studis, smtechnical assistance and training will be 
. 

Provided by Egyptian sources Authority is sought to make payments
In Egyptian -pounds to provide flexibility In administering this 

Jutiion frnttmiato Pleguired Uinder F.A.A. eto61() 

UUID considered the use of granting US.o;Aned local cur&ency for Egyptian
ponscosts. 3uch exces currncoy howr in o itted to other

projects and is now In limited suppLy.i 

The use of local wurenoy would also add no additional real resources to
the Egyptian ooncm'. Uinder the term of the current I Standby

Agremntwith Egypt (*ich the Uinited States and other donors have
strongly suppoted) and the related needs of the 0= to restrict the
Smwth In the money supply to cor iod to the growth In real resources
in the eooncmy, the Inflationary iatof using US-cwted loco' currency
would have to be offset by reduced 00M dieb0wintse
 
Ibllar fW44d uWe In onjuntion with Egyptian pounds costs represent an

additional real reoweem the ecoq poIde means fbO speedy
IspleMmata.tion of the project and oer nicentive for the 0M to

Isplent new initiatives that it might not otherwise be able to
 
undrtace. %u 



In view of t~he above con-siderationfs and the fact that the project 
!;upr.:rtt ttw U." ' -1 n cl c11,ject. ve oi ercr !X1 . i'i-vate sector 
d e ve .! I ( qt.%, .,!': W.c" !l ::: . L~ )_e%' l :.Qje c t1, I i,, ' 
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ANNEX G
 

The NEAC Guic'.inee rC-ble for the Production Credit Project is LOU 
STA:IF: . 

fl~i!n NEFl !' l t* 'ind rthe USAID/Cai:'o Office 
of C..-'r~.::2c~' (L.AIJ).c~'14li(cC!0'a 
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Dr VEEC#45901181 
P 1lfl919Z~Jut) e2 UO;IDP/96. CHG eaR:D*bROFMi AMTMBASSY CAIRO A'AID 

TO SECSTA'E WAS!1DC PRIORITY 7991 DPRV;D D/AiDIBRLN
 

UNCLA CAIR 1445DISERs 1, I T: RS EiA 
,AIDAC CHAN iUO/IrU 

BTI-o 
ELO. 12085:14/A
rSUBJECT: PRIVATE SECTOR PRODUCTION 

REY: MISSION/A4GMAID DISCUSSIQNS 

CREDIT PROJECT 283-0147 

WEE OF 24 MAY 1982 

I- 'THE~ PURPOSE OF TIS MESSAGE IS7 TNORM .THEBURAU OF
ADJUSTMENTS TO THE. DF&JGN Of lME ELEMENTS OF VE PRIVATE 
,FORtY'82 FUNDING. TISE ADJUSTmENTS REFLECT THE NrAC
 
GUIDAN~C ON TEEPJD# DISCUSSIONS HELD WITH DAA//B:

IPANOMAID DURING HIS VISIT, AND 00T RESPONSES TO MISSION 
I11I II YEXSON PRIVATE SECT03 CREDIT PROGRAMMING@ 

~SICTORRT.! OH CR~D1TIPACA0I1.5 CIILE!P S EDODD2, THE ORIGINAL VISSION tISIGN PROPOSAL AND. TOE NZAC
 
,FlSPONSr ILLUMINATE.D THE TENSION 1JTVTEN THF ASSUMPTIONSI 
WRICH HAD *bEENGUIDING ISSIO1N AND BUREAU THINKING ON
 
PRIVATE SECTOR CRFDIT ISSUYS. IN A NITSNJLLo THEL
 
M.ISSION HAD ?SIN WORKING TROt' THE ASSUMPlION TBATo1 N
 
ECONOMY THICH IS S2RONOLY 1LISTRUD ANJD HEAVILY D6MINATID 

BYTOIE PUBLIC SECTOR THERE ISA PRIt'A FACIE CASE FOR 

I 

,FINANCING THI ZZYANSION OF THE PROrUOTIVE PRIVATE SECTOR

Td SERVE AS A GROWING ALLY IN 1TF1 MOVE TOWARDS 
LIPFRAIIZATION. THF BURTAU'S ASSUMPTIONS5 POSIT THAT IN A

STRONGLY DISTORTED ECONOMY It IS IMPORTANZ TO INSURI AI 

, 

IIAI N0 TO+ ANY SECTOR (PUPLI C OR PRIVATJI) BX ON T-FIrS 
iVUICIDO NO? IINCORPORATE ORZREINIORCi iTOE . DISORtIONS4. 
IN OPERATIONAL TERMS THIS TRANSlATIS iNTO TE. DI I ,.RINC.
.T...N PROVIDING rINANCIG TERIMS VEIC MhlEI TOT rARcj1

AS IT IS vT RSUS F INANCINO T IRMS VEICH ME. TB MARIT AS 
IT OUGB TO It Wt ACCIPT 3 E URYAAS DITEtKINAfION TEAT 
01 INAteCIN@ TO TIE PRIVATE SECTOR WILL HAEt TO ROVIDI 

RSOUlCES TO SUI-kORROVZRS AT COSIS WHICH APPROACH A
iYPOTIITICAL 1ie MARI?? RATE. IN SO DOIN0, WE . 

RICOGNIZE IDI THIS WILL ALTR E?SCALE AND. SCOPEOF OUR 
?NTRY IRTO T81 CUDI? MA9ltT IN EGYPT, SNCI COMMERCIAL 
RIALITIS WILLI ONLY PERMIT OUR TUI11S TO LO yII 7iBENZ I

I A IASO1AJIEI CONVIROINC I1ITX TRN ACTUAL WitAt AND 
TV? HYPOTMHTICAL FREI MARIT s m PRINCIPALLY TEL SIOk-'TRIm 
O J"MZICIAL .AKET.. 

3,. VT AVI ADJUSTED OI 1C810! FLANS IN TBRIt E UNDAMENTAL 
WYS TO RECOUCIL T PROOtAK ID TRY NFAC GUIDANCE 

SA) WY WILL SZY( ONLY INITIAL TTAR ?UNDINb RATlER THAN A
MULTIYAR AMORIZAoON. FTURI FU1Eteo YILt IL rlARED .... 
TO IMPOVleXT7shiIR 11t PAC9ACY, OOOf 00 ONrT0 PDLICIIS 

S+ + ?! 
UNCU331 IIZ CAIRO 14459 1/1 
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WHICU IUTLUENCE CREDIT INYISTIVENT. V INDANT ICAN
 

LEVEL 0 ABOUT D+OLS
AUTHORIZATION -AND,FU4DIN 
5 

ATEI+ All++i+1 ION %IT AN ZNDOCA IVE PULTIin1IARUDOtT RUNNING T0,aRAL THAT AMIOUNT,TiII 

3) V WILL CONTINE:TI IIAL PTT CEI
 

A SHORT TERM COMMERCIAL CREDIT PlUCK AND A
 INtRVrNTIONSI 

SMALL 551 COMPONENT* THIS REPLECTS TOR TACT THAT 115
 

11RS AND THI
? ITFN.ARK.TREALCLOSrST CONVFYRONC
TERMS IN TOE TOCPTIAN MARKTTPLACI ARE IN SHRICThRK TX
IS TRE OKI AREA WHEN) VT ANUICIPATC THAT
TINANCJO. I1I 

AID FUNDS CAN YLOW TO THU PRIVAII SECTOR ON A TIMtLY IASI$ 
AND IN WAYS VHICH DO NOT INCORPORATE OR RTINTORCT
 

.SIGNIFICANTICINOMIC DISTORTIONSe. V DD NOT -NTICIPAT
 
THAT. LARO? AMOUNTS OF TITD DDLLA1 FUNDS CAN It MOVID %D 

557'S BUT WE DO )'ERLTHAT A SMALL PlILOT PROGRAM CAN 
IS
 

IVflATD~VIR~iE~D1) E~PLCX AARDPRIATZLx RISE 
-

CHAR393 SOUND INIMST*AZA1LTON THE RORROVER9 
TAILORED TD TOY 551 SU2-IOR3OVER. JIt TIT DII RAS
 

RECENTLY ACCEPTED 0ERNAN DIVILOHENT CRIDITS WHICH CAN 
it
 

IILTNT TO SMALL SCALT VOTIRRISFS bi AN UNTIrD 1ASIS FOR 
* 

WORLDVIDE PROCURENT AND VITH ht 72 R15. TO T11 10ORROR 

C)Vt ARE ACtJY1TLY ZISCUSSING WITI TOE 001 ?Of 
.h .) USTAPLISIMFT 0F A YRAKYWORA IDA RICUJAR POLICY RTIEIIS IN 

TRE BANKING AND FINANCK SICTORS aRJCS iOULL PROVID9 
A 


of MAD CONCYRN 10 till 
. 

FORUM F0R RAIS ING ISUMS 
AS VILL AS A Pl-ACt To 0D11

US/IGTP1IAN FCO1IOIMIC DIALOOVE 
ON TROST MORI KURDANE POLICY ISSUIS VHICH VILL CONDITION
 
Tor zVOLUtiCH or let kit ROLr IN PRIVATE SCIOR CRZ01?.
 IN Tur AG@R1OaT isI!+tNI)4. Ter EFzECT or fToS? CHAmoI tILL.THE LAC& OF A rKULII'TUAR AUIWQRIUATZONSURSTANTIAL* 
 WIS"3E AND

AUTOMIATICALLY AlOUdf ANY DPORIUNITIZS TOR 
 irEstoCs
POLICY INPAC? 0F AN AID
VILL. GENERALLY LIITI MH 


IlE Vt UNDERSTAND ?UPIXURFAUPS
VOI~i++*
IN THY CREDIT SECTOR. .... ; ... . :II]L UIAI 0 *AZI~I+I IN 1t ASUKO 4T0 VAE( A rULTI-TIAR COMlIKENTRI.UCTANCZ "'o"gl." I o s1+,- g.+,gc I." +'""0 
0f fl ANI PDLICY PROGRESS,0IT MUST It UNDERSTOOD IIAT 

iiIP?3 AND lAhkOt OF OUR F1UTURZ POLICY1813 WILL IMPI)I? THE 1+ +++ 
AND &U1 AIZZYT TO STuctuRY ruRsnaVs AGAINSTIIAJ.IGUf A YEAR- TOR AT LMASTI ROAD NATIONAL FINANCIAL SYSTEIP
13 


i~i+CJl +EOIU+ l O l++ N ++il ++++++++++++++++ ++;++ .. .. +++i+++++++;+++ + ++++++++++I
OF ++ | +i IUNTIL V1 CAN SUCCID IN TSIAPISING A POLICY IJACRItAD* QiSIMIILARLY# THE INAR1ILITY 10 ENTER 11E TtR9r CREDIT

ii I"ARMh 
! .i +++ i'::;!il;;,i4£OIF I!+++Z ~ ;+ +:i! 

++++++ +++++++++ ++++++?++++ 1/2 ++:'I! ++Lt'I~ l ++++CAIROl 1 145 4 +++++-UJIO A+Gcri4i''+NY+tt: D P NCLASSIIli I IZI+T~ID t ++ ~ 
++ 

+ Vl ++P + LIC ~tPJ+ ++.+i:! ++l !!€!}: +:+*++4R +++:+k w.. 14+L ++O t+ti ,LL + L ++*+1 :+6 : £. 



------ 

c AII 1p Acid= ti IJ. 

TOD,? AN.'tCAUS 

111IMJ'flU N0-a4VY-! LIS STRUCTURMDAC419W1 FLrIQfMTOY
 
Ir ll~ITH51 T SEEK, s-D 1, SURS ARTI AL 

DY C14NA-. rl ?VRTUF LONCTIRMO.% A
 
flOVT3? ODf3"LAR IMO@)tAM LARGIT CONFlND TO Or.MFRCtAL
 

SCRIFDIT U1. 11'A AU114719 ARIATION ON TIM1 'TIl,*F OF TON 
PRIVATY SECTOk CI? PROCAM WRICII IT SUPPLAN151I bUT OF 

SSOCU1LP ALL bF WLAR1 00 ?RILIlZTEAIM)PACT THIS5 13 L1~tLT
TO RAVIO~0111u CRUPT~lhAl, ISSUF3 'A1CII 1.1AIIlit, 1)0,~ 

ALL JUOULONTI'D 0113 TUr PAST YXAH.G 

so, ?pV PR0DUIION CRRJT. PRiOJECT WILL STILL~ IXSU14I1TTXD.­
-Y3C3IE ~A A FCR AN~ r-ftTUAI )'ULLACAL SCCIOK CAMDT ~ 

OF Tbt. FIRST TIP 111103DA1. VE 'ANT CIrMT USING OUR 
PARflCIP4?hON W1111 TRY~ CFNIRAI. PANC I INITIAL CMFDITU'#CII 

-, L?1MiFT Aq A 04315 111 PI'IILiMIf Till: WPRSTAUNflIEOS
NFCFSSAFT 10 JI;Z1JT tPOOhAti tXPANSIQhbINTO OTR),J( AWA5 OY 
PRIArl 5I1001 )*It1ARCF, %FCON13l1U TP fFLIfVX THAT 

­

-A550181114 i1 (1IFPIT 3$TV)4 10 14OVE I7S HlORIZON'S OUt
TOVAR2 LO.IUP 2fltI Limrtac IN~ "UPPOAT 0r &IDDUCT11A 
wipcrcrs is A iukow1'url comI or TNV PRCJLC1. A
W5kT-y).An pg0CgAfl jjrIG11j1C MOWARC ORTVk Trait LVIID1140 
rorS NOT ftFr 11CI A SHIFVT 10 CUP 5)039 OF PhlIhTH8. 
sAlaye 1SIANIS TR P30GW' Orr m~ r'osig ARIAS worIas-
V'F IFrumv TEAT RELA ITTLY T0U28 L),NtIIQ Tfrnms VILL. NOT
 
SIIILI ICU0 TOAARD A WNPMT PACMOtEENT~UALLY COMII:;AID ST 


orW
vARious m OTrpmtimANc?. 
­

-

. MISSION CC1MTtUrS To ANTICIPATF VP 5('IiISIN 0 A 30 
JULY 10CR. TAIS IIISSAG iNIIWEZ To krrp FURLAU AH

OF DFIJON FACCISeNCT AS AN ACTION 3*OCUflINT. ATHERITON 
IT0
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ANNEX J 

Se ct o r -. . .. .. . ' F-1 c embe r-V;,7. -- ;7,,7c-

Agriculture 1241 27 85
 

Induwtay LO 65 111 185
 

Co0 rx c 6 11 21 27
 

servicQ: 21 ~ 45 70 33
 

11 430
TOTAL 82 229 


/ ,- .y not a*t to totu41 because of rouwng; 
inclwU(te 1catz of over one year turty for ezicz : . 
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ADDlIIAL bAHI FEES AND CHAROESY 

favor or the bank (thils contract~givs legal title to the bank 
of the goods and equipment imported until the loan'is repaid by
the 	borrowr; effectively establishes imported item as 

2%of loan &mun~t to revokce the above oontmaot when the Ioan is 

2%of IOmnamount to open aLetter of edit in favor of, a U 

*%fa, telex charges 

I$ 	 bank comalssion for undertaking any studies needed for the 
transaction. 

.5%bank omisuion to process and review loan application@
 

3/ .5%comi'tment fee an mnused balancesi charged each quarter.
 

1/CVariable) other cagscomprised of OM8 taxs, custom duties and 
fees, *t. 	the charges accrue to GOB, not bank) 

Note 

Ii: These fees and charges are comony levied on fhrrt-term loans, 
fur, private sector CIP transactions in which DIB participates* 

Fesand charges are not alay billed to importer depending an 
tetype of transaction, poods and equipment being impoted, 

credit standingof importer an4 term/lo itions of loan (Leo 
term are neptiab3e), Othe banks charge similarfees. 

1/: 	 Size of ommitaent too varies byr ban; am baunks charge higher 
or 1Eww fees on shorte, or longer periods. 

.3t: 	 Cutst fe a m t to 40%or wn of CIF value Almxndria;
other custom handling chage can swunt to S-10; OM, also 
I,---e UY;to fetorea wonmptin s~sIdy" (if Ite is ib 
r) and a 3%'saritimewibaidy' to xspport f4WPtia 

shipping. These are 005 levied charges which do not aocnm to 
particpatn bank thyorstevr aheseicargesto-	 of= 

theaddionl.,mof an imor 	 inutintona ns awnd 
are 	financed bythe participating banirn adtoa on n 
imorters 	pay the highest interest rates ich an be charge 
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ynstew adh of eigandnter Ztownml onpey,investmeto f'uAra 
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giin his voud ie* Soet 

* ~ ~ ~ ~ ~ ta n~~f'hnm3Ma~m 

antsrei ovneral 

I' 1~wproject s ee irie accoprdong toattedIts sios iout
 

prevt*r' worl the Aevelopmentutas farwms 

reoltleso:eai m iit cn ndIvsan 

2*AiiOstor Mand atrolervIn theverl eeopntatasfOr S 

pro~eots and propvm mentioned In the previous Sti. Thes projects
and progrm an thos Witch ame the Ajeot oragement ttwa 

3. wnlCg the unsary teulmical and mnsmwial massures res"rIng 
pr~ i1rther on ahimt, usdlta or lugt" basis, in sorao 
ith heogna plan (r =l scale %dUvelopmt. 

(a) Esablishing the nomsasr scedule flor executing and nifg
roin-mtthe~~~j~~eo.0s Un and Inidng the 

adeinPr~strUwovem~~~ r~uosviftt qsrd to the fiUumfial,
ad~iistett"dadteoawial aspects of the projets without 

%eIn rustscted Oclntbrum to the mmavuowal (Intrnl)
UeWAt~ and deCrees. 

(b) Asign diretors to the projet and propi reftnted too AS 
well as fth employe nocoesoary to Insur reang the aill
required.of thes projectce 

(a). Famn eh oamlttees to tics the poects resp-p-lbilities,
ammlngtothe pa sot bythe Caiitteea std in this 

http:required.of
http:the~~~j~~eo.0s


4~~~~~W ..- ~ von"4 

Othe5NrN~.. sujects whc the' Prm Miise fo Eoomcan Fnnca 

Afar and Miise of Stat fo Inetetadnentoa
 

Cooeraio may prps otecmite
 

I7 her subtecwillh ente, eoireqed oItniamthne Paimenha for 

preidet, Sch eetngwill be considered valid only irthe mjority of 

Article III 

COm1ttee decisions will be subte3d to the Deputy Prim Minister for
Eeonomic and Financial Affairs and Minister or Stat for Investmt and 
Interntional Cooperation within a week of their issuance. He should* 
state his opinion within 30 days. Inthe event wherehe woud ojet t 
a ocamittee decision, it would be returned to the comittee for 
reconsideration, and the final decision would be the Ministry. 

The OCumittee's decisions will expire after a 30 day period if no opinion
Is given on these on the part of the Minister, 

In the first meetng, teo itewil 

1. Establish an Internal policy for the organization of its duties. 

2. Establish a technical comttee restponsible for subjects and studies 
to be submitted to the comittee, remoring the meeting, and 
responsible for the docimtation.
 

Article V
 

All decisions; and regulations retarding thes PIE ftW and Feasibility
ftudies for tOe Private Sector feiLity (or the private sector"mntioned 
above are canoelled. . 7he omittee wil peum~establish the poposed
action flor the reorganization and execution or these proet. 

Article VI 

7hils dwee is effective starting at the tim of Its Issmnme, ad 
cancel all CpW1 decres 

Deputy Prim l~nister
for UIAN"t4 iofxesal 5,, ­



DRAFT#.
 
GENESRAL CIRCULAR OF 1982
 

Concerning Rules for Using Productive Short-Teom Credit 
for US Imports by the Private Sector 

* 	 le In order to encourage the 5gyptian productive sector to participate 

in the economic development according to the natial priorities, credit
funds will be mikde available to private sector importers from the 

-a --	 oodstuffst nduistry i-apicltur.F irription) I­.. 	 aProduction -- --


be Production services (transporation, Umns of ouication,
 
* 	 housing, rehabilitation, constructions utilities, roads, tourism) 

0. Comerce (oioities aimed at contributing to development and 
augmnting production capacity). 

d.Private entrepreneurs (e-,g., doctors, engineers, accountants, 

2. Such 	loan financ the importation of capital gosand intermediate 
cov~dlt (awuaeil and sprepatas. well aslight cptl1 

xoods) from the United States. They do not finance luxury or consaet 
gpods or 	floodstuffs, no do they finance comodities to be re-exported In 

, 441;' ., - . ,. • • ' . ,. -!-:'.. ; : 4.' ' 4444.4 4 4 : ".4 L: : L 4''' 4"' ' ' - :' '+ : "'' 44.4 	 + 'their same condition, but they nust constitutesa component part of the 
final product. 

3. The 	 importer must have a comercial. registry and a taxation card. 
The latter suffice In the caeof private entrepreneurs. 

* 	 established under Law 43 of 1974~ and its anents. However, the 
4-. The US comodity loans are not guEtay available to companies 

*Undrsecretariat for Ecoaono Cooperation at the )ZIC my approvcaLw
43 companYls participation, on a case-by-case basis, In light of the 
Imports 	necessity for the nationa eoonoq. 

5. The 	public sector's camrial and speialized banks as well as 
specified 	ggyptian and Joint venture barks (and other barks working
through 	the-public sector's commerci barks) who are authorized am of 
money of 	the US AID fwtds are entitled to re-loan thin to their oliente 
in the privat sector referred to above to use suceh loans for' fins- zing
the comodties which play an effective role In expanding productiats. 

!aI5m'art from Oase upon Circular 2 of 1952 Used for the Privateo C??. 
't'aftfrom unoffic 1.1 translation of Arabic ciroular. 
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private s T ar. obligated to pay t th M s of FinanOe's 
(priias bank shall be idbe to:: th Ministry of Financ for +.:? 

that have benisur d hi the aullmdlit at thoe t i o + -pening+i
ofcatethpcedto thedbassotemn, of excang. The client.+++ 

lEgytns Pouon, anrthe ssno th am rts fwWp 

trt isr thCntasceac homnsp one escondovalul o, ththt itshallof4 ?P aen o bentariate m6.iton tbhi &*on oat 
ricoiaON* on rparticipat bankssnh!r~l sele ttan bal~nceo o 

t0, amou ,,nt alidithylan thevanced to irntstth
 

athe cien ing eneb to theedMinistry Finane(oeach 
x tmof nuse heir l 

tortheMinistrpivsalate st heyarsequobi tedt a cmo~tie inortmaances:9yumor ra aora an 3 Yom fo rodctv
WaU om effectean *2r the payto the coettes nundi 
bththe beenisasur itithe anke hisits ait theec time athoeng
Iteredtdonb the baisatothe Ministratof exhane e clien 
clhenl tlo dheposk.itt thenaerateras and thaned donsymnt inal 

Poundbasistheat samcia aoechnetoc6ypte nonotian pa theto rates7he1 pati lpatngbnsal anlntees F-th Miisr orlyo 

shallI Abrotato&&ngthemnof5%th

dehofhpant'sbvaluetin the Miite 1atsFinances con at theCet
 
74o p. IcIpating baks requetlearkth rate of1 owihgrdt .rawPter andcomodie an servie 

Imte bytirthepodwtiven pmprivatetsorit for' IW ao us, and' a vnasettlin or dew*intrethe cntaletashallseatl dhe WoutnLaac 

t Iles l|/aid fnorUI to th
 
8.# The participating banks shall aythren inter of testory tI
 
Fice'acont ktdrwithw theienral theouandinoalInes ad
 

of~161wthrearo the reslnelld 

wi*tho 
issuedby th eral BoarkolOl ,M mm~m 

9. in th iofpl banks piding crit facOilites t foemt n lts 



installaunts due by them to tOe Ministry of Plmnanes, and f#tnis the.
Ministry or IFirm (the Central Adinistrntion for~Finning and Loa) :wih tth sdat~i~ainepann! the details.reated, to.:i,
the Letter ot Credit which was drawn 4aim by the amnet or the Bill of 
Laing, the Bill ot Lading amount, and date of settlemettbydrawing dom
f'ro the loan's aoCWunto 

12, 	 fersona of the private sector desirous ot using ns of money thethe 	short term US commoity loam directed at produotive enterprie
shall apply to the participating banks (or finanoing their Imports. 7he 
Cooperation at the Ministry or Investmnt and International. Cooperation
In the event the ea of money requested exceeds $5OD00. 
13. 	 No single client may be allowed to use == ofat money exoeWing
85W 000 or finmncing the purchase or the same or similar e dities
within any 12 mocnths peiod In the absence of the oono 1wenoOr the U3Othwereoetarlat for Econmic Cooperation at the Ministry or Investment
and 	International Cooperation. 

14. No C4 Ile client wy be authorized to use amo Inmey exceding one rilon,dotlars within i, period or twelve montho starting from the dateof opening the first credit without the oncu rrn IO the
 
U, 4ecreWwitariat for loonomic Cooperation at the KLIC,
 

15. 	 Each o the folowing Is o ideed one client -hen calculating the 
l o
amof to s= of to beCadvanoed to aolent uneOOauses 13

and 14 of this ircl*arwhenever either or both of thm apply lr
 
beetiling by such lam:
 

A. 	 Anatural person 4o Wsbo~ 	 to a partnerghip ompany, and the+ 	 ielt l. 

I. 	 Apartnership coqsn and another partrship compny to whichh 
the first oany a soribes, 

C. 	Natural person together with muhers*or his tamily up to the 
ftw'th kin, 

16. The bank shal request the lient, to present a rarable nm e o 
otters, by ditwwt U3 supplies ot the cooditie to be is1rted,togethe with a sary of oters &Md his recomondetion, tales theprovIsion Aof eAelation oth is.AM 	 I aloI 

17* 	t bed shiall sen to M-Cairo, by trrmittal letter oop es ofall 	otters received rom the loan applicant, a ompeted Transaon Oand 	the bs* certification that this propsed transaction ooqilies with
the 	requimauts, o th circular. 

...
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16, U~rD/Cairo shal funs eligible b-anks~ wit a lit fth i 

that may be fiane by thq US fund and Any A=nm~tI ntodI 
thereto, knrks &W eociitted not to open any credits for the 

toor thoso ItsmA inserted on the sold list ....... .... 
as well as to forward as copy or the Traation Fo=' to the USAI/aro
the priva~te sector otherAL...UWI J o 

for review, %~ould USAID raise any objections the wstter would to 
refe ed t tW oirerM etwist' r coot1io Cooperationatd t­

a 

Ministry of Investmnt and International Cooperation for final 
arbitration, 

19. Approvale 'issawd for' financing xomdIty import for the private..... 
sector by the inistry of Investment and inferational COoreratlon or 
banks shall be valid for a maximm period of twomonths from tho date or 
the issuance of the approval. howevaer its renewal . to onidered 
according to the circumstances )f each oae individually and with the 
ooncw'renpce of the parties no Issued the approals, provided that the 
importer suits a request to thii effect at-outfifteen days prior to 
its expiration date, 

20. paicip banks mnot issm letters of credit for any 
peSonMother than the wne ini4oi na the proforom invoice is Issued by 
the US supplier. Nor arethe banks authorized to amod any letter of 
credit n a urner ofntrry to the contents of the proform invice 

ts uich migt be 
excewithin the limits of minor technical.m Utprocedureroat,fr facilitating the usly
authorized. Authorzations issued inm favor of anybody may not be ceded 
to another.exein o imortaton previ)ously 
21. Credit opened for the impUation of raw mterials am' intoediate 
oomdlties shall be valid for a period )f tim not toeoed six (6) 
months twbresa credits opened for the of utortationcapital Iod shall 
be valid for a period of time not to exoe .- A (1) year. 7hese tins 

limits ame not subject to reinewl. 

Coopniton ith ~deai monathly statemnt showing the credits already 
opnd4wlnsgthe oedin month with a copy to the Ministry of Finance 

(The uflsl Adiitration for FPinaning and LOM) and to USA. 

23. IMe bank &hallnot Ismu Form (A)addressed to the Custens eatn 
except after ascertaining the cofcn of the Item stated In the 
6-mamto to the It*&specified in the credit. 

24, AUl the fcrmllties and contact required for the utilization of the 
sheet tw US cowmdity lans by the Pivate sector shall be carried out 
in~ cionformity with the rules set bytiaro.w and the AMD Rslation 
I through the bosuedhak 

+:': L::::.+++ :? :'' :::'::" :.::::: :: :::;... ::+"<:+I
::L::::+' 1' :'+' ?+::-*:+: ++:+1+.':+::. :", :+:::::++++: 

. '........................+""++"'. .. . : * "......... +'... ++++:: .+?:+I
.. +.++*+..........+++'++++ 




ou une hscr~rb h let h 4 ,aloi t in 
toa setl the~ cos ofra the~a shpet receive apinta~a tM oaaaaaaO creditsa 

frm i own2aa mans ad re~v th. cos totei s & amt 

th iityo n tm wW laeatm C**Mti'--to.aj.. 

outdr tis crouar bn tAM crlen-or,the bansal oblip%-the client 

27. The rules set tbrth in this oizwlw guill bom valld in rspeat t 
the credits openod after the effective date of Its ismo A a&W 
othr rules oontra,' to this circular's provision canou'ni, Pxf
credits Ame =SAm 

Deputy Prime Hintster
For bermnie amd Financial Affirs

and Hknister of Intmtaaul ZIwestesot adCopperst~a 
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lll~ Dan 
G -O CI'- WD 

-mrnn Rue UigteU i rla 

for 3=13aeEnepie 

b*Um)fOW1nfrosmt the U~ dw ilrgrmdsrbe Urei ds b made~ 

wilb aeavalable to private scale (dUvAribsmal entropwreopsdnthe 
_-- a -- ------ _ __tivitis ­

a# Production (foodstufft industry, agricultureg irrigation); 

b. Protion aervices (trwisporetion, coamwlotion, housiaW,
omntruotiui. tourism) 

2. tligible private smal mntprnw are Weined as those 
antrepenewrswhich have a comerialregistry, and assets, exluding lond 
and buildinp, of L19 350.000 or less, and ilio are anppgd in activities 
described in paragraphL. 

ft credi famb will finnc the imporation of capital scods as 
wall as sarui parts. Vwy will not (lnmm luxury or amers goods orj 

ftM#nor um omoities tobe re.e*iporte4d without value added 

written Opprova of the W IdRIsemOtwilat ft.' oonomio Wp'tion at 
tft Iisi of 464etona and Interntional cooperation (UIC) and 
USAIa (huica obtaining such alprval are hereiafter ,!eftrred to as

andl s~%ligilbebmiW,) Al &: pivte montor' bod lt jon
ei bmocs but Oldng braftbfh 9m be elisihir forts' af 

t* private oliwat "adend in 29above. At the Itim of'
Isemas of this,circular, mnly w"I&ustrilkI has 

Obtaied suh approvls w4d qualities as ads eligible buai c tors wich 
ill affwt eligiblity and materials which not be eviswed, Include: 

a. copies of the articles or smociaton (or statutes),I Obater 
tau lenft g udsm state~mts of policy, and other docments
"af t the .ug.Nt,m latna and polols f hebec 

be Astatmet as to the binic' paidwin capital, buthoaSa capital
OWd type or "M*1O. 

as Ividmnoe that the buuc geo"n eligibility ha the, juWraIstaft ftsl rmoao and (beilitiw required to carr ot productiv,
slmw to MU mO" enterprne e This shell Ioid ee 

meading, accouting mnd other &*port serlics.otwda oporastlmms 
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d. Evidence of pr'eviousexpince with a cmons of the type
ocntmylated uider this prp.I~a and a reie of that por'tfolio, aong... 

", 

wit~h 4 teres, conditions, as we3X as collection proceue Instituated 
by the bank. 

-
. ++ '<a o,0 Acpof. .....the.......moot Mecnt anovl. report of the bank iseeking
 
eligibility It ror'mnth loan/deposit ratiog other Inomtion

avial othe Cetral nko gpt., 

f e i ntert o t ba In the 

,<>. WeOFS~canh take the form or a letter to the P..... 
3teeing Coittee concurring in the ters and omnditions of' this 

. .. .. .. .. . . .. . .. .. .. . .. 

.5.... e banks be ....t ......iniati' of Fine ftr the 
amontsofmoney borrowied. for' loans advanced to their clients. Credit 

Issued within the allowed limits asiged at the tUn or-opening, 4411 be 
on the basi or the current policy rae of uxcne..' 

.6, ligible banks shall pay interest to the Hini~try or Finance's 
account with the Central Bi* for' the outstandinbalnce at th rt 
described in pamapap 7 below, within 20 years Imflig 3 years Or 
gume IMh sel soal enterprise client aft"settle*the outstanding
balance; of eac loan' valu~e to suh bank within a .main= of .10 yws 

Inldin~ t ac, provided that aettlmsnt be efetdb 

7,IMeligi l ansr*l pay Interest to the Ministry of Finaces 
accont iu*for' the outstanding balance at the rate ofiththeCenna 

4* percet below the Contral Ban rate for' industial Ioa *ichs as or 
JulY 19521 Wss 13 Percent, provided that bankcs d'am theirclietsup~on
reoeoning at the interest rate for' Indutry fixed b h eta ak 
Plus ba*UciwomIssions according to th uuusoial. bank's taiff. 

.s~wduas IsAuedby theCentral buk. 

8. Conce et or interest vaiiyadtedtrligof' the Lurst 
irstal~lnt,an h isfluents . tr the tading-S balance 
*al beom effective on the date of psyint of the omindities, nauen 
bw aebe lon M t. Iois in e to 

de I,* he ththeintres ans t Miis r rvIsnW or duaeby th
clients to the be tl Initially, the interstand the lIstalmnts shall
be cacltdIn EDwptian pouds on the basis or the official rate of 

+++++++++S++++
+:+:++ ++:++: +++++m +++,+ + ~:+++, ++i
4< ++++++ +++::++ +: ;++ +++ !+ - %a@o the date of U3~ seti a of the'.oomodites' valu from
the loa. $ igible buics d*Ul, without delay, request banks abroad to 4 44l 

adieU of Um Wte of psamnt by debiting the lom's acount as4 44 -4,'-. 4-4'+++++++++++++++4444444444+.44 444444 
amo us these am effwcme Incrider to eable Ume to specify the dates 4 

44 ..444 <444+4+ t *halon *Icl the Interest anW In olut Ml duo *eequsnt lMVal 
1~eto shall44 be Nodean th ais of the official rate+of !eahmg i on............4 A'I
++.: + 

danor payment. 
+ 



-- 
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9. The eligible banks shall authorize the Central Bank to draw down 
their acouts with the amount of nterec and Installments We Wthen 
to the Ministry or Tianance, and furnish the Ministry ofFing (the
Centra Aminitmti for Finmn ind Loans) with a' ow or th said 
auhorizton, explaining the detailsarelated to th Letter or Credit 
which was draw down by th mut o the Bill of Lading, the rBll of 
Lading amount and date or settlewit~by drawing down A=o the'loan's 

10. 'Eligible oome0roila aspeialized bako" n to assiasmal 
business clietstostegthen their financial base Mya". use'the rfud 
for s=3l amiounts or equityfinancior partner'ship assistance, IM 
equity AdnowihmybisudiEgpanPoundsr My only be used 

.In conjunction with the fund for private, smll scale entreprenws. fl 
11, No single smll scale entrepreneur client may be allowed to use a 
of monesy excoeeding $350,000 in loan funds and LE M0O00 in equity fUnds 
for financing a projeot, The equity funding may not oxoee 10 pret or 

Whichever Is less, 

1*. Projects to be financed by this fund mst show an adequate financial 

-. 

total project cost osr 20 percent ofr the project or company equity# 

rate of retuwn to the client, Justification for the' use oftfunds must b 
demstrated by (a) the anticipated Increase inemlmnt, (b)' the be
 

- .a 

the usage of these funds, and compliance with the criteria in -pmraugag* I,

dditional value added, (o) additional -foreign exhng reationUwouOi 

13. Compmnes. established or' being established under' the Arab and 
Foreip Investmt Law 0113 of 19741 and Its awients my also benefit by
the fund if they meet the ealIibility roquia ats of parau'sphe 1, 2, . 

and 3. 

Private small *Wae entrepreneuws desirous or going sm or soney-111. 

frm the fund should apply directly to an eligible bn for financing.
The bank will apyfuor the funds on bialtof the client and wileUe 
approval from teCentral Bank or the US soecretaa'iat for' Doomlc
Coopeation at the Ministry of investment and Interational CoopmtIone 

15. No single client my be re~authorized to use the ftwi without first + ++,+ ....................... ................................................................. '.............
............................................................

having li~adated Ito prior flrnnoin =1 WneChe 

16t. Glven oogglao& with the criteria In . Wspsu1 21ad3, each 
O&-tmU0OLWoof' the following is coste ame client WWluu~ 

the amn of mnyto be adwood to a all=* underpraq 141 of this 
~or Wwwve either both of thm apply for neitin by saab 



of natura ~ A. perso who susclbs to a44.9,si ompnl 

~ 4444th copn itself* 444 

b, A pa'nershi oo.w and~anthe, patesi o~ to whc 

?ithe firsts444e oompany 4 4 

4 
hi thil up*4nr~o to thea, Mtr~ perso4 ote with 

-~~~outkin,.~...'. 

17.44' elgil ban shl reustteclettosoweieneo4. 

. A pershall snbsacobe of paeertersi cantheieatuil 


a btmt Ao athenstrycorpn nd anth aIterahiona Copatio n
 

with1. NSI/aur pson toheliibeak 
indus foiesth myinotbiaoW h 

1?.tued eraoligible balrkustshel linot 
thedesriaedsetoAbregtoIndsre1netda.hesi 

1E ligible bac shall sen~ada copy of the 

hista~o ~r~ptthe 
n n 
o showceiens foh 

it 

ofs aindF tohe 

ibte othe and International Cooperationim muministry of Inveestent 

eligible barks ltesfceit ao20, tII/Cioshl £nswiay to lofawth 
othrtan thae on Inwtobe riaoc the fran d nvc isnsse th 

introduce the re tlihe bas haize no open ajcredits frate 
Inoaion o eqptonth onevics o bhe debitd toie excepdtfo 
wthnpvte lisecoffor tecnduicl amnse, onithe snidblist.ien 

rvosyatormted

Athoriaior Isvied. Inul theanthe


forligiaissalfn$r the oyoprcdr loanpoansation th 
favoDofaanbdaynobection 

would beWireerepon th the portai or tal oodi Coop eraida 

22o The eligible bak muy ofmsorn heU rw rtra 
of Investment and InteratolCopriofrtlmomfrEooi oprtnatthe Ministry

ooertan th onentaile mnthepro foma singie s lewe by te 
1 ulri tor are monthowihedo m aniLetr of Credih bsc to 

form nv ointaCecntra iitoatheontnsothpo4Las iimn exceptS
ith of thets W4tiai mit e einwillirothe ligilakofmnrtcie 

Urcseedrvoul aiad 
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The bank shall not issue Form (A) addressed to the Customs
23. 

Department except after ascertaining the conformance of the 

item stated
 

in the documents to the item specified in the credit.
 

24. All the formalities and contacts required for the utilization of the
 

US funds by the private sector shall be carried out in conformity 
with
 

the rules set by this circular and the USAID rules through the 
concerned
 

bank.
 

25. In the event of establishing a violation of any of the rules 
spelled
 

out under this circular by the client, the eligible bank shall oblige 
the
 

client to settle the cost of the shipments received against 
the opened
 

credits from his own means and reimburse the cost to the loan's account,
 

advising the Ministry of Investment and International Cooperation 
to
 

consider denying the client the privilege of benefiting by such 
funds in
 

future.
 

26. The eligible banks which opened the credits for such funds 
shall be
 

responsible for executing the rules and regulations contained 
in this
 

circular without breaching the rules or decisions concerning 
the client
 

eligibility procedures.
 

The rules set forth in this circular shall become valid in 
respect


27. 

to the credits opened after the effective date of its issuance, 

and any
 

other rules contrary to this circular's provisions concerning such
 

credits are canceled.
 

Deputy Prime Minister
 
For Ecomonic and Financial Affairs
 

and Minister of International Investment and Cooperation
 
(signed)
 

Mohamed Abdel Fattah Ibrahim
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ANNEX Q 

The Development Industrial Bank anJ Small Scale Enterprises
 

The DIB is the only Egyptian bank which has historically provided a 
significant level of services to small scale enterprises. Private sector 
banks are generally uninterested in projects of less than $500,000 and
 

public com:ercial banks are principally engaged in short term commercial 
lending and have little experience in term working capital or fixed asset 
lending. Since its establishment in 1976, the DIB appr ved loans 
totaling LE 318.4 million of which LE 291.1 million (91.4%) were to the 

private sector. Of an outstanding loan portfolio of LE 153 million as of 
June 30, 1981, LE 51 million was loaned to SSEs. Most of these SSE loans 
(67%) were for medium term (5 year) credit. Over the next five years, 
the DIB will increase the share of total loan approvals for SSEs from the 
present 30% to 40-50% by 1985, as agreed as a special condition for its 
$120 million FX ]oan from the IBRD. 

In 1976, AID provided $31.5 million to the GOE for onlending to the 
DIB as support for industrial development. By mid 1982, the DIB had 
disbursed approximately $21 million from letters of credit; had opened 
approximately $24 million in'L/Cs; and had loan contracts totalling $26 

the DIB's projectmillion for use of AID funds. Uv*r this period, 
approval authority increasec from 250,000 to $1,000,000; US flag 
shipping interpretations were more broadly defined, and a pattern for 
working with AID, and its regulations, emerged. 

As a development bank, the DIB has placed a strong emphasis on
 
its clients. In the past, assistance'extending technical as" istance to 

was limited to fielding engineers who would provide advice and technical 
support to clients. This support focused mainly on ensuring good 

the DIE, with Worldperformance of equipment and machinery. Currently 
bank support, is substantially expanding its technical assistance effort 

to its clients. B'-riefly, this program includes the formation of a new 
Client Assistance Department which wiJ.l work with Egypt's Engineering and 
Industrial De-ign and Development Cente-r (EIDDC) and the Productivity and 
Voatiorial Tr-ining Dcpartraunt (PVT) of the "inistryindustry.M of 

The DIB'2 i' ef currently a recipient of' technical a1sistance from 
the ED an i the AID D- p!ot, . The i;- has provided. a full time 
con.sultant advi scr for tht. DiB" .. Departmi..nt and the DI1 i. Froject is 
providing a":Astance ,or stmgthenr tht over-all rrinagement and staff 
capacity of the i, ink. 

A ntnr'er of dcnc::. are currently h,elpirir, the DI11 reet its foreign 
A " 2.,.cment P;t.k and Ger"i n 

.... l 1taw .... ,.. uau.,,. ( ' "., Ltaink wi 1! [mv de about $160 million 
: , , rrijorit' o." dernorin un i ted ,x r::;' i. : i' . ThTh-i % .1ndn are 

exFpeet'd tc 2 and private: wi£':; Lrr'r, LEr:.ml' um 1TC:If f th th;i 

350,000 ,, ' 1"ixed c-2,tt. The World ,,ink hs ,.served 1.0 million of It
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small SSEs with less than LEl50,O00 in fixed assets.funds for very 
of credit atLocal currency loans are financed by a LEIOO million line 

the CBE. 

There remnins a gap in foreign exchange financing for SSEs in the 

range of LE 150,000 to LE350,000 in fixed assets. Phase I of the 

Production Credit SE activity is designed to help meet the foreign 

exchange needs of SSEs in that range. 



_____ 

_____ 

YANNEX R 

The Role of Small Scale Enterprises inthe EgyPtian~ coriorny#
 

I.Introduction:
 
The purpose. 01r this annex ±5 to provide a brief background overview 

Four main questions are addressed:
of small scale enterprises inEgypt, 

1)what are S$E3 and what do they produce? 2)how have SSEs participated 

. 

inEgypt's development? 3)what isthe rowth potential for SSis? and 4) 
what are the main constraints faced by M~E? 

II.SSEs Defined:'
 
aitrra3 

those with no more than LE 350,000 infixed assets excluding land and 
bulig.*TeADL-ARIOf std onratils n j.dln~eaoal 

full time workers. Firms with less than 10,workers are conuidered 
artisanal -and-were -not- ncluded- n thO-study. ---­

eie yteDBa __________eoeainal 


7Th05 -two -cpita ­

labor parameters will form the basic definition of-SSEs for the purposes
of this paper. 

Firms that fall within these limits tend to share'the following les3' 1
quantifiable characteristics; ownership is usually limited to a single 

individual or~small partnership; the owner functions both as an 

degree of mechanization present; workers tend to have specialized tasks, 
work full-time and receive payments Close to the minimum wage$ 

The concentration of ownership, management and entrepreneur roles in 

individual is a key feature differentiating SSE3 from otherone 
enterprises. In swall artisanal, enterprises with less than 10 employsees, 

tools. The owner or shopkeeper therefore has little of his own capital 
at risk. An SSE on the other hand, is formed when an entrepreneur pools 
his own assets with those of family and/or friends in order to maket a 

*The main source of' -information tor this annex is the recently completed 
study on small scale enterprises by Arthur D. Little and Arab 
International consultants (ADL-ARICOtI). This study was firwnced byi USA= 

The final Phase II report wasunder Contract Noc 263m0078.-00-10'400. 

completed in May 1982.
 

"Th1e DIB raises thii upper limit each yaw in proportion with changes in 
the price index. At the tim AIL conducted its research (1981), the 
liit~ was LE 300,000. 



subtanialinvestment in -productive capital, asslets. By personally 
assuming, this, position of risk ',ith- the hop ofeater profit, the 

citalowner-manager. beomes'a true entrepreneur In, 1a~rfis 
reqirements usually necessitate ' greater number of 'shareholders.~ 
Ownership-then becomes divorced from managenent' and the risk faced~by an 
owner islimited by incorporation*
 

There are an estimated 7,795 industrial establishments inEgypt with
 
over 10 workers. Of these establishments, approximately 7,290 (9a4%) are
 
privately owned SSEs as defined above. Mnother 120 (1.5%) are large
 
private firmfs with over 200 employees, 148, (about 2%) are Law 413 
companies, and 265 (3.4%) are public sector firms (See Table 1). 

- --

Although the proportion of SSE3 isvery large, their relative share
 
of production, like that of the private sector as a whole, ismore
 
modest. This reflects the fact that Egypt's largest industrial firms are 
publicly, owned. Of an estimated Itotal manufacturing output or LE-6.l 

aii 980723%-LE,1-billioft)-7am-fromSs-and.29%frowom the 
private sector as a whole (Table II). 'This shows that SSEs aret 
responsible for the bulk (78%) or private sector manufacturing in Egypt. 
Table II shows the relative contribution of SSEs in the different 
manufacturing sub-sectors. On the whole, S5SE produce 13% to 20% of 
total output in each sub-sector. Leather goods is the exception, with 

90 of output controlled by SSEs. Table 11 also shows that except forI 
the chemical industry, SSE3 share of private sector production ranges
from 65% to 95% across all sub-sectors. In terms of absolute levels of 
output, SSE3 are Most active in the leather and food Processing 

eindustries (LE 405 million and LE 360 million), followed by textiles and 
metals and engineering (LE 280 million and LE 210 million) and finally
 
chemicals and building materials (LE 121 million and LE 26 million).
 

With respect to geographical distribution, th6 ADL-ARICON study 
estimates that 505 to 555 of SSEs are locatid in the greater Cairo urban 
area and another 15-20% in Alexandria. A 1977 World Bank Study suggests 
that smaller firm with less thM 100 employees tend to be 3omewhat.less 
concentrated in the Cairo-Alexandria areas than larger firms. 

Rlegarding employment, the ADL study estiMates that the average SSE 
employs 20 to 25 workers. This means3 that the 7,290 SSEs in Egypt employ 
roughly lq6,00 to 182,000 workers* 

MI. SS5s and Structural Changes-in the Egptian Economy: 

To understand the potential for SSE contributions to development and 
the constraints impinging on that potential, it is necessary to review 
briefly the changes in Egypt's industrial development, and the economic 
role of private sector industry.* 

I&. MO! 
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The development of industrialization in Egypt during the twentieth
 

century may be described in terms of three principal phases. The first
 
phase started in the 1920's when the country began to pursue a more
 

vigorous import substitution policy to offset declining exports and to
 

protect emerging national enterprises. Egyptian capital and
 

entrepreneurs, played a crucial role in financing and promoting
 

industrial development as well as securing favorable protectionist
 
legislation.
 

This phase was significant not only for the rapid growth of
 

industrial output and productivity (particularly between 1938 and 1948),
 
but also for the dominant role of the private sector. The Government's
 

role during this time was limited to infrastructure development, mainly
 

in agricultural irrigation systems and social services. Investment
 
decisions were left to private industry which included both large and
 
small enterprises.
 

The second phase of industrial development began following the
 

revolution of 1952, although it did not take definite shape until the
 

early 1960's. During its early years, the government encouraged both
 

private Egyptian and foreign interests to play a more dynamic role in
 
investment and industrial expansion.
 

This situation began to change following the Suez War of 1956 when
 

British and French interests were nationalized. At about the same time,
 

a Ministry of Industry was established to take a more active role in
 

planning and management of the industrial sector. Spurred by a desire to
 

speed industrialization, a Permanent Council for the Development of 
National Procuction was established to study and implement development 
programs. its efforts gave the Goverr.cent a stake in a number of 
important industrial projects and led to the Fi.'st Industrial Plan (1957) 
and the First Five-Year Industrial Plan (1960/61 to 1964/65). Such steps 

reflecteo the Goverrjrcnt's belief that the public sector had to play the
 
leading role in capital formation and industrial development.
 

In 1960 and 1961, 'sweepingnationalizations took place which resulted
 

in state control of most large private sector firr- engaged in 
mnufacturing, forein trade, banking and insurance. The state also took 

over uejn of the wholesale and retail a'ctivity, particularly of basic 

cor,.r, diti s. CCy s,-.l scale ent,:rprises, most employing fewer than 50 
worker.,;, re.7;inei in privato hands. It has been estirmted that there 

were 1 ,047 u-actui and mining establi:hmnts in 1961 and that the 
public ::fctcr ;±(.20unt,: Ior aDout 95J of firs with more than 500 
workers, 65-701 of t:iose, with 100-5CC workers, 501 of those with 50-100 

worker:;, but only 7' of ablishment: with fewer than 50 employees. 

The nationalizations and g<overnme!nt 1,poicy in the early 1960s 
discouraged growt in the num.ber and size of private sector 
cstabliser<ts. hile the number of all rmrnufacturing establihisnents 
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Ministry of planning figures cited above, Ministry of ~industry data shoP 

industrial Production averaging*20*3% annual growth from 1976 to1980. 
trolld portimn o.ndusty grew at a less than average
The publicly coe. 

.
 

18.9% while that of private sector grew at, 23.5%,. As a result, the 
~private sector's share inindustrial output grew from 29.9% in1976 to 

33.1% in1980. The same patternholds for exports. From1977to 19800 
private sector generated industrial exports grew at 22.9% whil1e public
 

The pr'ivate sector's share of manufacturing has
sector'3 grew at 19.2%. 

been particularly important Infoodstuffs, spinning and weaving, and 
engineering and electronics, with relative shares of 47.4%, 31.0% andL 
10.5% respectively. These figures demonstrate that the private sector is 
in a key position to support Egypt's goals of growth and employment 

This isespecially true given that manufacturing isexpectedgeneration.
to tak~e the lead inattaining these goals and that the private sector has 

been the most dynamic element in manufacturing. 

AL-ARICQ studidi t6t t7V fr nhe -_ 
attributable to SSE3. Unfortunately, nomanufacturing in 180-81 was 

trend data exists to show how production in SSEs has changed in' recent 
can onlyyears relative to the rest Of the private sector. Existing data 

permit a tentative assesant. 

The ADL survey Of 200 SSEs shows that 8%were etablihed after 19714
All privateand 614% have undertakcen som kind of expansion since then. 

sector GXpan1on projects Over LE 8,000 are approved by GOFI. QOFI 
statistics show that its approval of new projects grew from 332 (worth LE 
12.5 million) in 1973 to 90't (worth LE 259.9 million) in 1980. Thus the 
average outlay for expansion grew from LE 37,650 to LE 286,549. A 
signif'icant proportion of these projects islikely to have originated 
with SSEs. Indeed, itseem reasonable that so= firms Who were SSEsiat 
the beginning of the Open Door period have since grown into medium and 
large firms. By comiparison, we note that from 1973 to 1980, the 
Investment Authority approved LE 2.5 billion in new investments for Law 

total for those years isnot available,43 Companies. Although a OCF 
could not exceed $1.57 billion withthe figures cited above show that it 

likely figure being $.72 billion. Therefore, while It is fairlya more 
clear that SSE3 have participated in Egypt's Post 1974 growth, it also 

that much of the private sector's growth was concentrated inlargerseems
joint venture firma. 

This Conclusion is consistent with the fact that virtually all of the 
government's efforts at encouraging private investment has been directed 
at foreign and a few large domestic investors. These investors have 
focused their attention on larger industrial projects, and services such 
as banking and hotels, where profits were higha and investment costs can 
be quickly recuperated. Asthepoetafrfuhrgowhites 

ares owllthe level of investment. Small scale industriesdminsh 

will then be in a position to encourage the mobilization and investment
 
of private capital. ADL's estimte of SSE growth trends suggest that
 
this ay already be taking place. 



now efforts to support.SSS, ADL. expects theirrowth In 
e r and their

tany 
numbers to reain at a slow o o e 

the next five years.to increase 15%; annually overgrowth In production 
this would rest in the creation of 760 new firms and 15,000

By 1985-86, 
Total SSErhare of industrial output would increaseto 19,000 new jobs. 23% to 26%9
yslightly from the current 

at f 2$ e
t'-modeat 

A major effort at removing the numerous constraints to SSE growth2. 


sectors.major impact on rwh and employment in other economic 

IV:'Constraints to SSE Growth 

The major and most salient constraints faced by SSEs in Egypt are 

those which result from COE efforts over the past 20 years to structureintese nalla~ ;of poetbe igue hodave
ths
c-b oul stntallo 

the economy such that production of goods isdetermined by centrally 
In practice, this policyplanned directives rather than market forces. 

with over fifty employees. 
s uectorri
 

This resulted 
ati 

ina greatly diminished privat idut ial o 

of small firms, many of which remain unregistered, who operate 
inan
 

informal ad-hoc way with little or no bookkeeping and without the benefit
The mainof efficient'marlets for purchasing inputs and selling outputs. 
to maintain a stable livelihood forbehavioral goal of these firms Was 

the owner and his family rather than maximize income or profits.
 

the small'Since 1975, economic liberalization has encouraged 
are a number of at 

entrepreneur to think of expansion, but there 
survey reports a number of constraints to SEEdifficulties. The ADL 

growth including the following:
 

High Priority Constraints:
 

clear government policy frameworkc regarding
- 'The need for a a 
SSEn. 

Absence of a higl level entity representing SSE3 at policy
-

caking levels of goverment.
 

Shortage of industrial sites and adequate infrastructure.
 -

Absence of technical assistance in project formulation. 
-

~extension program for technicallAck of broad, long term, 

on production processes.tInsufficient technical information 

- Deficient management. 

Lack of general information and data on SS~s. 



V 

:w: ~~~; -~~ ~nadequat~ely trained bank staff for handling' SSE loas.~~~ .. 

- UseOf' inadequate production teoloect. 
Lack of opportunitieslfor sales to the UQE adpublic~soo
compniesf
 

Aversion to debt on~the part of SSE owners# 
 , 

- Preference for maintaining family oontrol over momn of 
production. 

Each constraint is related to the olwn three geei probems 

-1)-'he--ability-o4SSE-tombilieehfO1gi--aldUS-97­
skills to develop new and jore effioieiit methods ot production 

~W 	 is limited. With rapidly growing consumer demand, this 'umeans 
that many new market opportunities are lost to imports or remain ~ 
unused. 

2)Existing commercial markets in which inputs are purhased and 
goods are sold remain underdeveloped., This means "that it is 
difficult to predict it and for what price a transaction may
take place. Furthermore, many potential participants are 
excl.uded from making transactions due to the-small size and lack 
or information about these markets. This is particularly the 	 ­
case with financial credit. markets which rmin inaccessible to 
Most SSEs. 

3)00 policy has so far neglected SSE3. There is little official 

* 	 . 

effort to alleviate theabove twoproblsus; as aresult, 
potential investors and 88Eower the selves prefer to hold 
funds in less productive ast ts rather than invest in 388 
expansion. 

* 	 It will take time for' thes conditions to change. The, 006 is in the
 
pioCess Or establishing the essential base required for a successul long

taem S38-development effort. This base, in part, will be comprised of a 
healthy growing 	 financial system w~hich, over-time, an provide the 
liquidity and #ase of transaction in commercial and credit markets 
required by MSse 
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L SHORT-Tt..CREDIT TRANSACTION4
 
IMWLEMENTATION. EVENTS ~~
-. 

~& 'The tollowing s t3' torth, th~e step -''ivol.ved, n a short-term credit 
trasaotion based on a oiroular , which'LFwQu14, govern the use of fuinds, 

~~z2:.:.Participating banks&could rmake' sho rt,4 loans t priyjte sector 
S sub-borrowera subject to the l$mitations 'and ''uire~tt otie n a~ 

jj.~I Participating bankcs will have prlmry responsibility ror athe processing
and ipproval or transaction. adwould bear all credit risk (lor each~ 
transaotion, USAID woud review -the loan paokage ,and Qofonou in the 
issuance of a Letter'ot'Credit to complete the .transaction.
 

The following sequence of activities would takeplace;
 

1, The Watioipating bank recoes0 an application fromn a private
 

2. The participating bank checks the eligibility of the client: 

(b)Howis the lient brmed? 

(o)Has the client obtained previous loan(s)?
 

Md Does this loan exceed individual tranaotion size limitation
 
and/or total amount available to any one sub-borrower in a#12 
month period? 

Ce) Isthe or m,ity eligible (Schedule Bnumbers and circular 
listing)? 

Cf) Has the client obtained anypeioslan sn a ditwtern 
name(s)? 

3b taxation card nwer, 

importation..ioe...nuber.... an oomurn iaristrtionnmber. 
it also reords the nas ofpartners (itnyan nam o 
prinoipals participating in other rimus and their rims names. 

recommendation and Tmawo tonl veiie7 
and cartities that i, 7 i yth the a 

0nolies?rasactioncl 
circular. 

}'r77r;{77777r7- 77;7rfr];{)17{ t 7t7/.77t - 777777){ YI+
;71{7${;7;7;7{;sr77tTk7 7¢ 77i ; :7 ;;.
:7 7r; ; 7.; ;
7+ ;! r; 777i77 {{';+{7 

; a Na;7 ' i a; 7; )it ; i 7:;ii 7 ;1.l~ 7 ::7:7 ),:7; 

7; ~~a -'a '"'. , . a a t'a :a, i Aa ionaa'aa'a~ ;a a 4'a,,T'4; ,a'aaaa 4 i? 71 :aaa 7 b7!?: 
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5., 	The partioipating bank rorwards to USAID the CLI,TF, and proforna
invoices describing the gooda/equiprrant to be imported.
Normally, proforma invoICes foM three US suppliers would be 
required, unless the sub-borrower is the sole agent of the 
sl4plier.
 

USAID3 role in the transaction would comprise review of the terms of the
 
COo~ercial sae, compliance with good comrilpractice and terms of 
the 	pgsnt agreement, (The bank's review tmay be 1033 than 3atiafactory
and 	not all, of the required information may be provided in the package

ISwould bethat USAID receives).* In practice, therefore, the floling
closely checkedi by UMD 

2. 	 Pro on s rfn b noesbbrwr US&%= would ­
determine if' the trensaction amoumt limits have been exceeded,
It so, then the transaction would be referred to the Comittee 
fbi' 	a decision. Asaming a positive decision, and complimnce
with items 3,1 and 5 below, USAID and the participating bank 
would proceed with processing of the transaction. ' 

Eligibility of the sub-borrower ao~oing to the oirwlaz and F-3. 

comline with tors
 

ii,Eligibility of the omwndiies.
 

5. 	Eligibility of the supplier and aent. Credit worthiness of the 

Inotl UUAD. Th ipartiatiung bankcoudnt echo 


6. 	 7he transaction Is logged and assigned a spnber for WAIP record ­
.mintaim e. 

7. pa 	 relevant inf*=mtion of' the transactione octaW~ 	&Ual 
In sm~ alng 1ha fbiu Onmmimo Letter (CL) which Is 

si !nE't ; bank by W3AZ This letter Indicates to the tank 
that WAOh has no objection to the bank opening a Letter oa 
Credit on behalf or the U3 supplier selected by the sub-barrowro 

Uneh bank rmceves Uthe mcw'rnce Letter It would enter Into a 
af=-t-em agremest with the sib-boros within the gfuuera'k of the 
twm and conditions eablishedcircular and according to the 

tyeor trarmation, qulot to Ispartod and credit worthiness of
 
the subbawr It would then Issm a Letter of.Credit WIC) fb.' the
 
benefit or the U3 suppler ~ouen by thm u*borrolw'
 

iOn*the L/C is Issaod the receivs a copybfro the
MAWCtaoller 
lcaal bw*, 	 1fsn the L/C is received, WAID is &adsd by the ban and 
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the transaction is recorded on USAID's computer. The shipment of the
 
commodity is recorded once USAID/FM/Controller has received the shipping
documents from the supplier. 

The supplier is required to ccmply with AID regulations by submitting an 
Application for Approval of Commodity Eligibility (AID Form 11) first to 
SE/COM and then, it and the Supplier Certificate and Agrenent with AID 
(AID Forin 282) to the US correspondert bank. 

After disburfement unJer the L/C to the US suppier, and receipt of the 
equipmnnt in Fi]ypt, the sub-borrower woulc repay his loan to the 
participating bank according to a pre-set repayment schedule falling
within the Lui~elines of the circul2r. The bank would transfer these 
payirents to the CBE w4hich would credit the Ministry of Finance's account. 


