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L1ST OFACRONYMS

and definitions of statistical terms

ADS
CBE
CFR
CIP
CMD

GOE

Automated Directives System (USAID’ s rules and procedures)

Central Bank of Egypt

U.S. Code of Federal Regulations

Commodity Import Program

USAID’s Commodity Management Division, a part of the Economic
Growth Office

Calendar Year

European Union

Fiscal Year

Foreign Exchange

Gross Domestic Product

Government of Egypt

GSM 102,103 USDA agricultural export sales programs

Rag 1
SMEs
SO
USAID

Intermediate Result (in USAID Program Strategy)
Kreditanstalt fur Wiederaufbau

Letter of Credit

Letter of Commitment

Egyptian Pound

London Interbank Offer Rate

In statistics, the average

In statistics, the value of the midpoint of a set of values, with half the
observations being greater and half being smaller
Egyptian Ministry of Foreign Affairs

In statistics, the most frequently encountered value of a set of values
The USAID organization in Egypt

Egyptian Ministry of Finance

Memorandum of Understanding

Program Assistance Approval Document

Private Sector Commodity Import Program

the Private Sector Commodity Import Program
USAID’s Regulation 1, governing CIPs

Small and medium-size enterprises

Strategic Objective (in USAID Program Strategy)
United States Agency for International Devel opment

USAID/Egypt The USAID Mission in Egypt

USAID/W  The USAID headquarters in Washington, D.C.

USDA United States Department of Agriculture

USG United States Government

wB World Bank
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EXECUTIVE SUMMARY

A. Findings and Conclusions

A. PRCIP as a Development Tool at the Macroeconomic Level: PRCIP is and has been an
important demonstration of USAID and USG support for GOE policies to foster private sector
development. The annual resource transfer that PRCIP embodies is small in comparison with
Egypt’s total foreign exchange uses in a given year, which means that the existence of PRCIP
is not an obvious prop for poor exchange rate management. However, PRCIP finances an
important part of the GOE budget deficit. This fact endows it with the ability to be very useful
in the context of policy dialogues with the GOE. PRCIP is also building a stronger group of
entrepreneurs who have clamored for, and will continue to clamor for, improved economic and
financia policies.

B. PRCIP as a Development Tool at the Firm Level: According to the firms we surveyed, CIP
clearly has helped firms become more competitive and their operations more cost-efficient.
Overall, they said that CIP accounted for 15-20 percent of their firm's growth. The Program
also helped them to reduce prices in the price-sensitive local market. Over half said that the
availability of CIP was a factor in their decisions to expand productive capacity, on occasion
helping to found entirely new product lines and industries. A third of our interviewees saw the
CIP as very important in expanding employment in their firms or among customers and
suppliers of local inputs. That view only partially recognizes CIP's contribution, for some
companies, to maintaining employment through economic difficulties and the fact that CIP
participating firms, especially manufacturers, have expanded employment significantly since
entering the Program. In addition, newer and smaller companies tend to benefit substantially
through the extra security that a USAID-backed Letter of Credit provides to them as new
customers of the exporting firms.

C. PRCIP as an Export Development Tool: PRCIP is an important export sales tool for the
United States. Currently, PRCIP accounts for 12 percent of all U.S. exports to Egypt and 23
percent of all non-grain, non-military U.S. exports to Egypt. The availability of the CIP is one
of the most critical factors in Egyptian firms decisions to import from the United States.
Export sales to Program participants occur while they are active in the Program and follow-on
export sales result because CIP importers continue to buy from the United States when no
longer participating in the Program. The inclusion of new participants has been an important
factor in introducing U.S. products to private Egyptian importers, thereby expanding U.S.
export sales. The research carried out for this evaluation suggests that as much as one-third of
PRCIP imports could be U.S. export sales that otherwise would not have occurred.

D. PRCIP asaSubsidy: The incentives offered to Program participants are not major for most
participating firms. They seem to be set at a point that would attract enough participants to
keep implementation moving. They thus parallel the marketing tools used by businesses
everywhere. The incentives built into the financial package act mainly to offset the extra costs
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of importing through the Program. Whether they are a subsidy to an individual firm depends
on the specifics of the proposed transaction and the alternatives available to that importer.
Nonetheless, it seems clear that traders typically derive more benefits than end users because
traders can obtain foreign exchange through PRCIP at a price that most often would not be
available to them otherwise. (The inability to obtain foreign exchange at the lower bank rate
except through the Program may affect some end users as well.)

E. PRCIP s Incentive Programs. USAID/Egypt can point to some positive results from these
programs, which currently involve about 10 percent of PRCIP resources made available
annually. Itisnot clear from the importers and private sector business leaders interviewed for
this study how often the Upper Egypt and environmental incentives induced changes in
investment objectives. Rather, the Team believes that it enabled entrepreneurs to do what they
wanted to do by making a specific decision possible, and to that extent these incentives
allowed changes in their economic behavior. Logic indicates that the export incentive rewards
past behavior and might induce some export sales that may not have occurred otherwise. All in
all, these incentives seem to have been worthwhile efforts to increase the development impact
of the Program while occasioning little additional management burden.

F. PRCIP s Operational Pluses and Minuses. Exporters appreciate the increased sales made
possible by CIP and find the security of the USAID-backed Letter of Credit most appealing.
Those Letters of Credit are aso the source of frustration by being very exacting but also
sometimes vague. U.S. shipping requirements are a source of some frustration as well.
Exporters said that CIP paperwork involves a heavy burden of time and manpower, which
raises their cost of doing business. Importers said they like to use the CIP because it eliminates
exchange risks, provides a good interest-free grace period, allows payment in Egyptian pounds
and, for some, provides foreign exchange at a lower cost than might otherwise be available to
them. The most frequently mentioned burdensome aspect for importers is the requirement
regarding U.S.-flag shipping, followed by problems with banks (including delays in approvals)
and general paperwork requirements. Some 80 percent of U.S. exporters and 90 percent of
Egyptian importers would recommend the Program to others. Making PRCIP resources
available in two trenches gives the Mission the ability to alocate resources to the banks that
make most ready use of them, but also makes resources available only at certain times of the
year.

G. Program Management: The PRCIP is a mature program that builds on over a quarter-
century of experience in Egypt. The Program has maintained a good rate of implementation
through the vastly differing economic and financial conditions that characterized this period.
The Team concludes that this maintenance of implementation is due to the on-point changes
made by the Mission to the financial terms of the Program over time, especialy changesin the
length of the interest-free grace period and, to a lesser extent, the length of the term credits
facilitated through the Program. USAID/Egypt has managed PRCIP operations very well, but
its data system does not facilitate analyses very well.
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B. Recommendations

Recommendation # 1: The Mission should broadly publicize the rules on how the 50/50
shipping requirement is implemented, including specifically the flexibilities that are permitted
by law or regulation. Thiswould help reduce the major source of user complaints.

Recommendation # 2: The Mission should smooth out funds availability through the year and,
in any case, should not penalize banks that space out transactions by giving them smaller or no
allocations in subsequent periods. This would facilitate steadier use by smaller importers and
those who need to make frequent imports of raw materials and intermediate goods.

Recommendation # 3: The Mission should look for ways to simplify the paperwork burden
faced by participants, especialy applications and L/Cs. This would help reduce a significant
burden on all Program participants—exporters, importers and banks.

Recommendation # 4: The Mission should maintain its attention to the financial attractiveness
of the Program in the near-term future in particular, given the strengthening of the Euro and the
new Egyptian Partnership Agreement with Europe. This will help maintain the pace of
implementation while controlling potential spikesin demand.

Recommendation # 5. The Mission should re-publicize the Program and its operations,
especially the rules for qualifying for the three incentive programs (environment, Upper Egypt
and exports). Thiswill assist in attracting new participants.

Recommendation # 6: The Mission should develop computer software for all banks to use in
generating required reports, so as to maximize the amount of data entered at a single time.
This would reduce recordkeeping errors and reduce costs for all parties.

Recommendation # 7: The Mission should increase the transparency of bank fees in the
Program and emphasize that banks aone set these fees. This will help competitiveness,
affecting especially the smaller/newer firms that suffer from imperfect knowledge.
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|. INTRODUCTION

This evaluation assesses the effect of the Private Sector Commodity Import Program (PRCIP)
of the United States Agency for International Development (USAID) on participating Egyptian
private sector firms, the commercial banking sector and U.S.-Egyptian trade linkages. In
addition, it reviews PRCIP s influences on Egypt’ s foreign exchange regime and the Program’s
indirect effects. The ultimate objective of the evaluation is to assess PRCIP's own goals and
its contribution to achieving USAID’s strategic objective in the economic growth area. This
evaluation covers the ten-year period from 1994 through 2003. USAID’s total commitments
for PRCIP during this period came to $2.1 billion. (The Scope of Work is given as Annex A;
the Work Plan appears as Annex B.)

The evaluation was carried out through an analysis of survey and other data gathered especially
for the purpose, supplemented by information obtained through numerous interviews with
leading Egyptian bankers and private sector leaders and with officialsin the U.S. and Egyptian
governments. The survey data were obtained through face-to-face surveys of 200 participating
Egyptian private sector businesses and telephone surveys of 206 participating U.S. exporters.*
The information these surveys provided was analyzed by the three-person team of evaluators
who also conducted interviews in Washington, D.C. and in Cairo, Alexandria and Borg el
Arab. This evaluation builds on an earlier evaluation of predecessor programs.? (See Annex C
for a detailed methodology statement.)

While the PRCIP had received at least $200 million annualy since its inception, USAID
notified Congress in its FY 2004 Congressional Budget Justification that it proposes to reduce
that amount to $160 million for FY 2004. However, a Congressional earmark will apparently
keep PRCIP's funding level at the current $200 million figure for an undetermined length of
time.

Notable changes have occurred since the last evaluation in the economic and financia
environment in Egypt in which the Program has operated.

A. Growth of the Economy

Egypt’ s economy passed through two distinct phases during the period covered by this PRCIP
evaluation. The first, from about 1995 to 2000°, exhibited strong economic growth and
substantial structural change as a result of significant economic reforms implemented in the

! The survey of Egyptian importers was performed by Allied, Inc. and the survey of U.S. suppliers was carried out
by Development Associates staff, supervised by Todd Stephenson for this effort. The assistance of al involved is
gratefully acknowledged.

% Development Associates, Inc., Report on the 1994 Evaluation of the Egypt Commodity |mport Program,
prepared by Donald Dembowski, Stanley Siegel, Robert Laport, Lawrence Pope and Neill MacMillan, December
30, 1994 (covers the period from 1985 through 1993).

% Datesrefer to the start of the Egyptian fiscal year beginning July 1.
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late 1980's and early 1990's. From 2000 onwards, however, growth and structural change
slowed, largely from the effects of global recession and regional political uncertainties.

Data from 1996" to 2000 show the average annua rate of real economic growth was 5.2
percent, unprecedented when compared with the prior three decades of Egypt's economic
performance and quite respectable compared to other countries in similar circumstances.
Industrial production and mining, electricity, finance and insurance grew by more than 8
percent annually while tourism and real estate ownership followed closely at over 7 percent.
More importantly, from a structural perspective, there was a dramatic shift away from state
provision of goods and services to private sector production. > The real value of public sector
production in industry and mining, transportation and communication, trade and tourism
declined during the period while the private sector’s provision of these goods and services
grew substantially. During this period, the private sector became an important player in the
provision of telecommunication services and initiated its first involvement in the production of
electricity. Overall, the private sector increased its recorded share of GDP by 6.5 percentage
points, to 74.5 percent of GDP.°

From July 2001 through June 2003, the average annual rate of growth slowed to 3.2 percent.
With no significant reversals in the domestic economic reform program, Egypt’s expansion
was constrained by world recession and political insecurity in the Middle East. In the
commodity sectors, the public sector showed no overal growth while private sector growth
dropped from an annual rate of 7.7 percent to only 2.5 percent. Structural change continued
with noticeable expansion of private sector activity in electricity and insurance, but the value of
this expansion was a small component of GDP. Despite short-term setbacks after September
11, 2001 and during the Iragq conflict, the growth in tourism, now primarily in the private
sector, remained high. However, overall, the government share of GDP remained essentially
unchanged due to expanded government services and increased revenue from the Suez Canal.

* Data from 1995 were not used because they are based on constant prices for 1990/91, which would have
introduced data discontinuities.

® Egyptian data report production as “ public sector” or “private sector” according to the law under which the
production is organized. Governmental entities and production organized under public sector company law is
reported as “ public sector.” Production organized under a private sector company law is reported as “private
sector.” However, there are a number of government owned entities (some rather large) that are organized under
private sector law and are thus included in the data under the “private sector” heading. Thereis no firm estimate
of the size of the government’ s ownership of the private sector. In banking and tourism, the government’ s share
of “private sector” production has clearly shrunk. Inindustry, it has shifted from active management toward
portfolio investment. Government owned companies in the “private sector” no longer seem to have specia
benefits or privileges as aresult of the government’ s equity interest.

® Data used to calculate sector shares and growth rates within each of the two periods are based on constant prices
for each period. Thefirst period uses 1996/97 prices for the Egyptian fiscal years from 1996 through 2000. Data
for 2001and 2002 are stated in 2001 prices. Consequently, real growth rates between the two periods cannot be
calculated. In addition, the updating of the constant price base produces a dight shift in the relative importance of
sectors and the shares that are public and private. Thus the private sector’s contribution to GDP may not have
actually declined between 2000 and 2001. Rather, the 2001 data based on a more current constant price may more
accurately reflect the relative worth of GDP componentsin 2001 than does the 1996/97 base captured for the year
2000.
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B. Balance of Payments

Egypt’s balance of payments account is characteristic of emerging market economies, in that
imports significantly exceed exports for some period after changes in policy and law shifted
the economic paradigm from a closed, import substitution system to an open market economy.
This reflects not only pent-up demand, but also the lag between importing capital goods and
raw materials and the export of their products. It also reflects the time required to implement a
number of structural changes in the economy, such as shifting from domestic market standards
to those required for international trade. Between 1994 and 1998, the balance of trade
worsened. Petroleum revenues declined but were not compensated for by the continuous rise
in non-petroleum exports. In addition, important tourist revenues in 1997 and 1998 were far
below their growth trend line, reflecting perceived security threats in the region. However,
with exports rising and imports shrinking, the balance of trade improved for the remainder of
the period and the current account balance became positive in 2000. It has remained positive
despite the sharp, temporary decline in tourism revenues after the events of September 11,
2001. Since the year 2000, non-petroleum exports have become the single most important
source of current account revenues, surpassing tourism and worker remittances, although
tourism should rebound to the lead position as the perceived security situation in the region
improves,

On the capital account, the structural change in the economy occurring between 1995 and 1999
is reflected in the significant rise in new foreign direct investment inflows, which peaked at
$1,656 million in 1999. World recessionary conditions reduced this source of capital by more
than 60 percent for the next severa years, but some slight recovery occurred in 2002.
Similarly, but lagged by one year, Egypt’s earnings from investments abroad declined by a
total of almost 60 percent.

See Tables 1 and 2 in Annex F. Selected Egyptian Economic Trends Data for recent balance of
payments data.

C. The Budget

Since well before the economic reform program was initiated, the GOE has struggled to reinin
expenditures and increase revenues. Budget imbalances became acute in the 1980’ s and, along
with chronic foreign exchange shortages and very low levels of investment, were a
fundamental part of the incentive to undertake reform. Since the early 1990’s, the consolidated
budget deficit has declined and is now (barely) in the manageable range. On the revenue side,
the sales tax has become a principal source of revenue and the importance of customs revenue
has been reduced, consistent with the GOE's policy favoring export-led growth. On the
expenditure side, there has been a sharp curtailment in public sector capital expenditures.
Also, some categories of budget expenditures are now partly undertaken by the private sector,
such as in electricity (the Build, Own, Operate and Transfer program—BOQOT) and in
telecommunications.

" Datesrefer to the start of the Egyptian fiscal year beginning July 1.
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Nevertheless, the budget remains in deficit and the GOE continues to search for new sources of
revenue, believing that significant expenditure cuts would be socially and politically unwise.
The problem has been exacerbated since 2001 as the recession negatively impacted sales tax
recei pts while government-provided services and debt amortization rose.

See Table 3in Annex F: Selected Egyptian Economic Trends Data for recent budget data.

D. Foreign Trade

During the 1990's, foreign exchange became readily available to finance imports compared to
the previous decade. By the end of the decade, Egypt’'s foreign currency reserves were
sufficient to finance well over ayear’s worth of imports. However, with the recession and the
decline in tourist revenues, foreign exchange is seen to have become scarcer, and the CBE has
taken measures to prioritize imports.

GOE authorities feel that luxury imports have become excessive and contribute to the tight
foreign exchange situation. For example, there has been a 600+ percent rise since 1995 in the
import category of footwear, headgear, umbrellas and artificial flowers, and imported luxury
cars are very visible. While these items still constitute a relative small percent of imports, the
CBE imposed an import priority list with the aim of focusing scarce foreign exchange on
essential food commaodities and inputs to manufactured goods. Traders, who are seen as the
source of the luxury goods problem, were essentially excluded in 2003 from purchasing
foreign exchange from the banks and are forced to use the higher priced paralel market that
has emerged in the past severa years. In March 2003, the CBE also required exporters and the
tourist companies to sell 75 percent of their foreign exchange earnings to the banks. This was
a gignificant reversal of a 1994 reform that allowed companies to retain all their foreign
exchange if they so desired. To overcome resistance to this measure, the CBE is now
guaranteeing these companies the foreign exchange for their needed imports even if it is not
available at their banks.

While inputs for manufacturing and commercial agriculture are growing, essentia food
commodities for domestic consumption are still a significant component of imports.

Commodity exports have grown, and the growth in a number of non-traditional exports, such
as fresh vegetables and fruits, is frequently pointed to as a sign of success in economic
restructuring. However, overall, commodity export earnings still largely arise from traditional
exports and much of this, such as extracted minerals and metals, remainsin the public sector.

In January 2003, the GOE floated the Egyptian pound (LE) to let the market realign its price.
However, given the tight foreign exchange market and the GOE’ s aversion to price increasesin
the local market, the LE is still a managed currency, requiring restrictions and interventions to
maintain some semblance of stability.
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E. The Private Sector

The GDP data, discussed above, clearly evidence the increasing importance of the private
sector. By Egyptian standards, many medium-sized firms have become large, and domestic
producers are looking for export markets. Nevertheless, the private sector is still in its early
stages of development, particularly vis-a-vis competing in the global economy. However,
today, one is as likely to hear company management complain about the recession or other
market conditions as about continued government interference or policy obstructions.
Previoudly, the private sector was only preoccupied with eliminating the stifling effects of
government rules, regulations and policies.

See Tables 5-7 in Annex F: Selected Egyptian Economic Trends Data for recent data on Gross
Domestic Product, by economic sector and by public sector/private sector origin.

F. Distribution of Income

The transformation of Eastern Europe and the former Soviet Union resulted in a significant
increase in the disparity of incomes and wealth. Before the transformation, private wealth was
suppressed and the lower income majority was provided with arelatively uniform level of low
quality goods and services. That the same process should occur in Egypt as policy changes
shifted the economy from command to market should come as no surprise to GOE officials, the
donor community and other knowledgeable observers of the economy. Egypt’'s economy was
largely patterned after Eastern Europe, albeit without the depth and fervor of Eastern Europe's
Marxist ideology. A core component of the economic reform program was the reduction of
subsidies, raising the prices of many wage goods and basic services relative to the prices of
goods typically consumed by the wealthy. In addition, the opening of the economy initially
provided more opportunities to those who had capital or higher skill levels. In a World Bank
study® by El-laithy, Lokshin and Banerji in 2003, the rapid growth of Egypt’s economy during
the second half of the 1990’ s tended to reduce poverty but slightly increase the disparity in the
distribution of income.

8 World Bank, Development Research Group, Poverty Team, Policy Research Working Paper 3068, Poverty and
Economic Growth in Egypt 1995-2000, prepared by Heba El-laithy, Michael Lokshin and Arup Banerji, June,
2003.
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II. PRCIP’'SROLEIN THE USAID STRATEGY

At the beginning of the period covered by this evaluation, PRCIP formed part of the set of
activities designed to achieve USAID’ s Strategic Objective One (SO1), stated as “Accelerated
Private Sector-led Export Oriented Economic Growth.” With the redesign of USAID’s overall
program strategy, PRCIP forms part of SO16, “Environment for Trade and Investment
Strengthened,” for the period from FY 2000 through FY 2009. SO16 is directed to the larger
program sub-goal of creating private sector jobs and the goal of a globaly competitive
economy benefiting Egyptians equitably. Within SO16, the third Intermediate Result,
“Opportunities for Business Growth Enhanced,” is defined in part by sub-IR 16.3.3, “Business
Access to Finance Increased.”

Sub-IR 16.3.3, “Business Access to Finance Increased” is the area in which PRCIP is posited
to have its most direct effects on the devel opment of the Egyptian private sector. This has been
measured simply by the dollar volume of PRCIP disbursements in each Fiscal Year. While
that measure reflects a part of the impact story, it does not capture all of the waysthat PRCIP is
thought to contribute to increasing private sector access to financing. Further, the measure
does not capture, and is not intended to capture, all of the ways PRCIP is thought to contribute
to achieving the higher-order goals in the USAID program strategy chain, particularly with
regard to enhancing opportunities for business growth and strengthening the environment for
trade and investment.

In explaining the PRCIP's expected impacts on the Egyptian economy and society, USAID
posited that the foreign exchange made available to the private sector under the Program would
allow more imports than otherwise would have been the case, that these imports would help
increase local production for both domestic consumption and export, that experience with a
private sector-led system would demonstrate the advantages of, and inevitably lead to, an
improved climate for trade and investment, and that the participating firms would have higher
employment than otherwise, or at least job rates would be more resilient to downturns. In
addition, there would be job creation among local suppliers and users of the participating
companies products and services through backward and forward linkages. It was thought that
the experience participating firms could gain while in the Program would enable them to
qualify for expanded commercia credit. Meanwhile, the technologies embodied in U.S.
imports would allow more efficient production and lead to greater commercial and investment
ties between the two countries.

The validity of many of these expectations and hypotheses is being explored through this
impact evaluation, which is intended to ascertain the existence of corroborating evidence and
the strength thereof. The evaluation compares (@) expectations and hypotheses regarding how
PRCIP impacts the economy with (b) what an analysis of survey and interview data show.
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[11. PROGRAM DESIGN AND IMPLEMENTATION

A. Program Design

A Commodity Import Program can be described ssimply as a facility extended by the United
States Government (USG) to another country for financing the commercial export of U.S.-
made goods and related services to the recipient country. CIPs are undertaken for a variety of
reasons, can take several forms, and can operate in several ways. In Egypt, USAID and the
Ministry of Foreign Affairs (MFA) agree on rules, formalized in the MFA’s General Circular
No. 1, amended from time to time as conditions warrant. USAID acts as the financier and
enforces USAID regulations and Program rules, including commodity eligibility, shipping
requirements, competitive procedures and price reasonableness, among others. In the Egypt
PRCIP, only private sector concerns organized under private law, not located in a free zone,
and with no more than 40 percent ownership by public sector organizations can participate.
The annua implementation process starts with USAID issuance of a Letter of Commitment
(L/Com) to the U.S. correspondent bank of each of the 31 Egyptian commercial banks
participating in the Program.® The L/Com provides a correspondent bank with the authority,
when Program requirements are met, to have Program resources made available to U.S.
exporters on behalf of their clients, the local Egyptian banks and through them, the importers.
Initial alocations to banks are augmented during the year in response to demand evidenced by
each bank and its clients. After getting price quotations from a reasonable number of U.S.
suppliers and making an application to his or her bank, the importer then gets approval from
the bank for the transaction (USAID also has to approve each import transaction and each
commercia bank credit under the Program). Once the application is approved, the importer
either gets credit from his or her bank for the LE equivalent of the foreign exchange that
USAID has made available or puts up his or her own LE resources. The Program involves an
interest-free grace period, currently from 2 to 36 months, depending on the importer (trader or
end user) and the goods imported. The importer’s bank asks its U.S. correspondent bank (of
which there are nine at present) to open an irrevocable letter of credit (L/C) in favor of the
approved U.S. supplier. When the goods are shipped and the required documentation is
provided, the correspondent bank makes payment to the U.S. supplier and requests
reimbursement from USAID according to the terms of the L/Com. USAID pays the
correspondent banking fees, but importers pay the fees charged by their local banks. When the
local bank receives repayment, the net LE proceeds are deposited in a special account at the
Central Bank of Egypt (CBE) in favor of the Ministry of Finance, which uses those resources
to support developmentally-related budgetary expenditures agreed to by the GOE and USAID.
A USAID contractor located in the United States does a post-transaction check of the
reasonableness of prices for each transaction.

With the initiation of the PRCIP, USAID broke from its earlier program of supporting
Egyptian public sector imports, a move that, in concert with other USAID projects and policy-
based programs, assisted the GOE implement its policy of supporting the development of the

° Ten Egyptian commercial banks had dropped out of the Program during the period covered by this evaluation
and others were added.
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private sector. Experience under the previous CIP, which had a growing private sector
component in its later years, gave the GOE and USAID confidence that such a program was
feasible and could be an effective source of support to the private sector’s role in Egypt’'s
devel opment.

B. Program Operations

From FY 1994 through FY 2003, USAID has provided $2.1 billion in PRCIP resources and
financed 6,214 trade transactions involving some $1.89 billion of foreign exchange resources,
1,326 different importers employing over 386,000 workers, and 1,303 different U.S. exporters.
Additional amounts (about $8 million) were used to finance U.S. bank fees, interest payments
and post-transaction price checking.® The sectoral breakdown of the total financing provided
by the Program during this period reveas that almost two-thirds of CIP resources were
dedicated to imports for industry.

Tablel

Sectoral Distribution of Total Transactions
FY 1994-2003

Transactions
Sector Importers| Workers Value Number | % of Value
Agriculture 163 54,147 $199,385,131.24 835 10.5
Construction 98 33,652 146,029,850.58 423 1.7
Environment 54 10,708 55,660,038.88 92 2.9
Health 101 13,131 70,087,902.99 271 3.7
Industry 680 238,966 1,223,059,830.86 | 3,847 64.7
Services 134 19,530 109,556,777.83 408 5.8
Tourism 85 15,430 62,140,866.70 311 3.3
Transport 11 790 25,586,820.17 27 _14
Total 1,326 386,354 |$1,891,507,219.25 | 6,214 100.0

Between 1994 and 2003, CIP financed a large number of transactions for capital goods across
all sectors where the private sector is most engaged, as shown in the following table. The
heavy preponderance of capital goods imports is evident in all sectors except agriculture and
industry. In agriculture, capital and non-capital goods imports were of equal value. In
industry, non-capital goods (that is, raw materials and intermediate goods) imports were more
than double the value of capital goods, constituting 83 percent of al raw materials and
intermediate goods imports. Nevertheless, capital goods imports for industry were almost
triple those for any other sector, constituting 43 percent of total capital goods imports. The
emphasis within the Program on support to industry isclear. Itisaso clear that the demand for
industrial importsisvery high.

19 An additional amount, upwards of $200 million, had been made available through FY 2003, but the
corresponding transactions had not been completed by the end of that period.
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Table?2
Sectoral Distribution of Capital and Non-capital Goods
FY 1994-2003

Capital Goods Non-capital Goods
Sector VaIule Number. of Value Qf Number. of
Transactions Transactions Transactions Transactions
Agriculture $99,592,098.86 293 $99,793,032.38 542
Construction | 129,622,841.05 338 16,407,009.53 85
Environment 53,329,533.84 83 2,330,505.04 9
Health 51,843,031.58 191 18,244,871.41 80
Industry 375,529,530.04 837 847,530,300.82 3,010
Services 79,609,998.55 223 29,946,779.28 185
Tourism 57,303,297.88 269 4,837,568.82 42
Transport 24,966,074.91 21 620,745.26 6
Total $871,796,406.71 2,255 $1,019,710,812.54 3,959

C. Changesin Design and Operation

The PRCIP has changed in response to the opportunities and challenges that arose, to enable
the PRCIP to better contribute to USAID’ s program strategy.

Specifically, in 1999, USAID added a new incentive for environmentally friendly equipment.
An end user importing specified capital equipment would enjoy an interest-free grace period of
amaximum of 36 months rather than the normal 18 month interest-free grace period for capital
equipment. USAID also changed the eligibility criterion for PRCIP's pre-existing special
terms for exporters. Earlier, a firm was required to show that it had exported 50 percent or
more of its salesin its last completed accounting period to qualify for a maximum interest-free
grace period of 12 or 24 months (non-capital good and capital goods, respectively), rather than
the standard 9 or 18 months. Starting in 1999, the firm had to show it had increased the export
of its production by at least 10 percent in the last completed accounting period over the
previous period. Finally, USAID aso reduced the maximum annual amount of PRCIP
financing available to end users from $5 million to $4 million for non-capital goods and from
$15 million to $8 million for capital goods.

The next change was in 2000. Starting on June 8 of that year, both traders and end users
importing specified environmentally friendly equipment could get an interest-free grace period
of amaximum of 12 months rather than the norma 9 months.

In 2002, USAID dtiffened the terms offered in the Program for importers of non-capital goods.
The maximum interest-free grace period for traders was reduced from 6 months to 2 months;
normal end users (not those importing environmentally friendly equipment) had the period
reduced from 9 months to 4 months, whereas the maximum interest-free grace period for end
users increasing their exports by more than 10 percent was reduced from 12 months to 6
months. At the same time, USAID reduced the maximum annual amount of PRCIP financing
available to traders from $5 million to $3 million and for end users importing non-capital
goods from $4 million to $2 million.
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Grace Periods, Repayment Periods, and Maximum Annual Use

Table3

USAID PRCIP Program: 1995-2003

Starting October 5, 1995

--For non-capital goods
--For capital equipment
Max. Repayment Period
--For non-capital goods
--For capital equipment

--Trader

Starting June 15, 1999

Trader

Max. Interest-free Grace Period

6 months
9 months

6 months
6 months

Max. Use per Importer per Y ear

$5 million

--End User--non-capital goods $5 million
--End User--capital equipment $15 million

Trader Importing
Environmentally

End User

9 months
18 months

18 months
8 years

End User
Exporting

End User
Located in

>50% of Sales Upper Egypt

12 months
24 months

18 months
8 years

End User Importing  End User

Environmentally

Increasing

12 months
24 months

18 months
8 years

End User
Located in

Trader Friendly Equipment End User Friendly Equipment Exports>10% Upper Egypt
Max. Interest-free Grace Period
--For non-capital goods 6 months 6 months 9 months 9 months 12 months 12 months
--For capital equipment 9 months 9 months 18 months 36 months 24 months 24 months
Max. Repayment Period
--For non-capital goods 6 months 6 months 18 months 18 months 18 months 18 months
--For capital equipment 6 months 6 months 8 years 8 years 8 years 8 years
Max. Use per Importer per Y ear
--Trader $5 million
--End User--non-capital goods $4 million
--End User--capital equipment $8 million
Trader Importing End User Importing  End User End User
Starting June 8, 2000 Environmentally Environmentally Increasing  Located in
Trader Friendly Equipment End User Friendly Equipment Exports>10% Upper Egypt
Max. Interest-free Grace Period
--For non-capital goods 6 months 6 months 9 months 12 months 12 months 12 months
--For capital equipment 9 months 12 months 18 months 36 months 24 months 24 months
Max. Repayment Period
--For non-capital goods 6 months 6 months 18 months 18 months 18 months 18 months
--For capital equipment 6 months 6 months 8 years 8 years 8 years 8 years
Max. Use per Importer per Y ear
--Trader $5 million
--End User--non-capital goods $4 million
--End User--capital equipment $8 million
Trader Importing End User Importing  End User End User
Starting August 8, 2002 Environmentally Environmentally Increasing  Located in
Trader Friendly Equipment End User Friendly Equipment Exports>10% Upper Egypt
Max. Interest-free Grace Period
--For non-capital goods 2 months 6 months 4 months 12 months 6 months 12 months
--For capital equipment 9 months 12 months 18 months 36 months 24 months 24 months
Max. Repayment Period
--For non-capital goods 6 months 6 months 18 months 18 months 18 months 18 months
--For capital equipment 6 months 6 months 8 years 8 years 8 years 8 years
Max. Use per Importer per Y ear
--Trader $3 million
--End User--non-capital goods $2 million
--End User--capital equipment $8 million
Impact Analysis Study 10 February 15, 2004

USAID/Egypt Commodity | mport Program

Final




Each of these changes was designed to meet a specific programmatic or operationa objective.
The incentive for imports to be used in Upper Egypt was a clear effort to use the Program to help
alleviate the concentration of poverty and extreme poverty in that region (some 60 percent of that
region’s people are poor)."*  The change in definition of qualifying exporter was done to
encourage more exports; the pre-1999 definition favored established exporters, whereas the new
definition directly encouraged more exports. The addition of the incentive for environmentally
friendly imports was introduced to complement and support the Mission’s environmenta efforts.
The Program should support change in that area. Finally, the successive reductions in the
maximum annua amount of Program resources available to an importer attempted first to spread
the benefits of the Program more broadly within the private sector and then (starting in 2002) to
reduce demand in the face of growing foreign exchange tightness and the reappearance of large
differentials between the bank and parallel foreign exchange markets.

During the course of implementing PRCIP, USAID has also taken decisions to exclude various
commodity groups from eligibility, in addition to those proscribed by regulation.? For example,
PRCIP no longer finances bulk grains or animal feed, at least in part because such transactions
could utilize the full annual CIP amount and still not satisfy demand from private sector users,
U.S. suppliers seem to be quite competitive without the support of PRCIP. In addition, the
poultry industry exists behind the protection of a prohibition on the importation of whole
chickens and chicken parts, which the United States once supplied. Airplanes were also declared
ineligible.

D. Local Currency Generationsand Uses

When the importer’s commercial bank receives LE payment from the importer, it remits those
funds into the Special Account in favor of the Ministry of Finance at the Central Bank of Egypt,
less a fee of either 2 percent (non-capital goods) or 4 percent (capital equipment). Similar
Specia Account resources are deposited in the Central Bank as the result of USAID’s policy-
conditioned cash transfer disbursements. USAID and the Ministry agree on the uses of Special
Account funds. Those uses include the local currency operating expenses of USAID/Egypt and
various development-related GOE budgetary expenditures, as agreed by the two parties.

Specia Account resources associated with the CIP from 1994 through 2003 totaled some LE 8.6
billion, according to data supplied by the USAID program office. Of this total, about LE 5.8
billion (67%) was used for general GOE budget support, about LE 1.6 billion (19%) was used for
sectoral support of GOE ministry and other development activities of programmatic interest to
USAID, and the remainder of amost LE 1.2 billion (14%) was for USG activities, including
USAID operations and Trust Fund activities.

! European Union, EURO-MED partnership, Egypt Strategy Paper 2002-2006 and National Indicative Programme
2002-2004, p.10.

2 Thisincludes all consumer goods. See 22 CFR 201 (AID Reg 1), reproduced in ADS 312 section on commodity
eligibility.
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V. FINANCIAL SECTOR INVOLVEMENT IN THE PROGRAM

Material for this section was obtained through in-depth, structured interviews with the
responsible senior officers in nine of the twenty-nine banks that currently participate in the
PRCIP.

A. Incentivefor Banksto Join the Program

Without exception, the bankers stated that the PRCIP is important to their banks although, for
most, the dollar level of the Program is relatively small when compared to their total finance of
imports (i.e., less than 5 percent of L/Cs opened in a given year). From their perspective,
PRCIP' s importance is largely based on their banks desire to accommodate customer demand.
The PRCIP is widely known in the business community, and the banks feared that they might
lose clients to other banks if they were not participating. Should USAID stop the Program, it is
mainly the customers that would be disappointed, as the banks business would go on relatively
unchanged. At least half said that the PRCIP gave them an additiona product to offer their
customers and several noted that the Program is profitable for the banks. Fees and commissions
were market priced, and the fee they get is considered adequate compensation for the unfunded
(or contingent) liability they have to the CBE under the credit component, i.e., the two to four
points which the bank retains from the interest payments, and for complying with the Program’s
long-term record-keeping requirements.

B. Most Desirable Features

The bankers were asked to rank, in order of importance, what they felt were the most attractive
features of the program. Highest on the list was the fixing of the local currency costs at the time
the L/C is opened. It had been common practice in non-PRCIP transactions for the banks to set
the local currency costs at the time the L/C was disbursed, rather than at the time the L/C was
opened. This resulted in an exchange rate risk for the customer. However, several bankers
pointed out that, on the advice of the CBE, Egyptian banks now fully cover single disbursement
L/C's (sight L/C’'s) and fix the local currency costs at the time the L/C is opened. In addition,
except under the PRCIP, traders (as opposed to end users) must fully cover their L/C in foreign
currency at the time the L/C is opened. This eliminates the exchange risk for these transactions
too. For L/C's requiring deferred (progress and final) payments, the customer still faces an
exchange risk for the deferred payments. However, not al bankers clearly stated that they are
strictly following CBE advice for al non-PRCIP transactions.

If eliminating the exchange risk was not named first, then the availability of foreign exchange
was mentioned as first. All bankers stated that foreign exchange has been extremely tight in the
market during the past two years, as evidenced by the relatively large difference that now exists
between the bank rate and the parallel market rate. While in the second half of the 1990's,
foreign exchange was readily available in the market, finding sources of foreign exchange during
the past two years has been difficult for the banks and their customers. The availability of
PRCIP through the banks is particularly advantageous since the transaction occurs at the lower
bank exchange rate.
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Next in importance was the grace period provided under the program. All importers took
advantage of this. While a few banks said they offered a limited grace period to some clients
when using the bank’s resources, the only benefit the customer received in those cases was a
deferral of principal payments. Interest accrued during the grace period. Only one bank
mentioned the repayment period as attractive but admitted that few clients took advantage of this
feature. The banker also pointed out that the eight-year credit period for capital goods is more
than the bank felt was appropriate in this market. Consequently, since the PRCIP is structured to
adhere to the bank’s policies on sound commercial practices, their clients were not offered the
full eight years. The longest they were prepared to offer isfive years.

Several bankers said that including the PRCIP as part of a larger financial product offered to a
customer was important in closing deals and solidifying customer loyalty.

Finaly, severa of the bankers offered their view that it is important to the prestige of the
importing firm to be known as having met the criteria under the U.S. assistance program. The
U.S. assistance program is held in high regard in Egypt, having a reputation for requiring strict
adherence to the rules. By using the PRCIP, an Egyptian importer is seen to have met sound
business-based criteria as opposed to wielding political influence or corporate muscle, which
could be the case in non-PRCIP transactions.

C. LessDedrable Features

When asked which features of the Program they did not like or would like to see changed, six of
the nine initially said that they couldn’t think of anything at the moment. When pressed to think
of something, two said that their customers sometimes had difficulty obtaining the required three
pro forma invoices. In addition, one felt that the justification requirements for not selecting the
lowest responsive quotation had made some customers choose a supplier that they didn't really
want. These were not seen as significant problems from the bankers' point of view.

Among those who initially mentioned a shortcoming, the most important is the disruption to the
Program between quota allocations. They said that to get a good second quota a bank had to
quickly useitsfirst quota. Intoday’s market, with a queue of PRCIP applications, the first quota
is committed shortly after it is received and is then followed by a long period of no transactions
until the second alocation is made. The only suggestion for improvement was to not penalize
banks that space out their transactions by giving them a smaller or no second quota.

Several of the bankers said the reporting requirements were an additional cost to the bank and
they would welcome any streamlining of the procedures. One banker suggested that USAID
provide funds