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FOREWORD

The World Bank has placed high priority on the alleviation of poverty.
Indeed, through the years, this concern has permeated the Bank’s analysis and
lending. In order to reaffirm this priority and complement the poverty
alleviation initiatives which the Bank has supported in different parts of the
globe, the Bank’s 1990 World Development Report was devoted to the issue of
poverty. It sought to identify the poor: their numbers and location. It then
explored means of addressing the problem, through policy and programs. Its
themes included increasing the participation of the poor in economic growth by
increasing their access to productive employment and enhancing their human
capital, principally through social investment in health and education.

At the same time that the Bank was reaffirming its global commitment to
the alleviation of poverty, the Government of Egypt began to develop a
comprehensive macroeconomic reform program. The Bank in consultation with the
Egyptian Government noted the need to carefully monitor this program, not only
to mitigate its adverse short-term social impacts on the poor, but as
important, to ensure that the poor would benefit most once the reforms took
hold and the country resumed a path of sustained economic growth. There is a
need to institute processes that would enhance the poor's human capital and
facilitate their increased participation in productive economic activities.
In order to understand the dimensions of poverty problems in Egypt as a first
step towards their resolution, the Bank undertook this study. The study uses
the format of the 1990 World Development Report as its guide, and addresses
similar questions. It presents analytical work on the social dimensions of
adjustment and possible poverty reduction measures in keeping with the
priorities of the macroeconomic reform program. Its intention is to shed
light on poverty issues in the context of structural adjustment, and to
contribute to the discussion of poverty and its reduction in Egypt. As such,
the study exemplifies the World Bank commitment to reducing poverty as an
integral part of its overall development strategy.
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EXECUTIVE SUMMARY

Introduction

1. After almost a decade of rapid economic growth following the start
of President Sadat's open door policy in 1974, Egypt is now experiencing a
recession which has had adverse social consequences in terms of employment and
standards of living. The growing budget deficit and the rising cost of external
debts have placed new pressures on govermment expenditures in an economy
characterized by a predominant public sector. The outcome has been a marked
decline in the level of job creation in the public sector, a pattern of wage
compression for civil service employees, diminishing public resources for the
social sectors, and cutbacks in the food ration and subsidy system. The slowdown
of investment and output in the private sector has had similar negative
employment and income effects. Since the beginning of the recession in 1986,
open unemployment, largely among youths, has risen rapidly, real wages have
fallen in most economic sectors, and there are indications that the poorest
groups in the population have been badly hurt.

2. The potential for significant further extension and deepening of
poverty poses a major challenge to the Egyptian government in the light of its
longstanding commitment on behalf of social progress and equity. Confronted
with a growing resource gap, the government has undertaken a series of corrective
policy measures since 1986 and is now considering a comprehensive macroeconomic
reform program to reduce external and internal imbalances, eliminate distortions
in the economy, and promote sustainable growth in the productive sectors. Many
of the measures included in the macroeconomic adjustment program will put further
pressure on the government budget while, at the same time, raising the risk of
spreading and aggravating deprivation among poorer groups. Therefore, the
success of this program will be conditional upon the government's ability to
protect the most vulnerable segments of Egyptian society.

3. The main objectives of this report are to (i) analyze the importance
and causes of poverty in Egypt in the context of the present economic crisis,
(1i) assess the distributional impacts of the macroeconomic reforms envisaged
under the structural adjustment program, and (i{ii) outline a strategy for policy

interventions to alleviate the aggravation of poverty which might otherwise
result.
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Wh re t or?

4, The most recent figures available reveal that poor households still
represent between 20 and 25% of the Egyptian population:

- women and children are among the most vulnerable groups; poor
children, in particular, are exposed to difficult living
conditions (lack of protection from malnutrition and
preventible diseases), have no or limited access to school,
and are put to work at a young age;

- Upper Egypt is the poorest region in the country, together
with Kalyubia, Gharbia and Munufia governorates in the Delta
region;

- in the rural areas, the poor are either farmers with no land
or little land or agricultural laborers; in the cities,

poverty is associated with industrial employment and services,
including a significant number of government employees; for
the urban self-employed, poverty is concentrated among low-
skilled and marginal activities; and

- there is a smaller group of ultrapoor (10 to 13% of the
population), including widows, older, sick and disabled people,
heavily dependent on direct income transfers.

How Do the Poor Live?

5. Several outcome indicators can be used to describe how the poor are
able to meet their most fundamental needs and the kinds of material hardship they
are confronted with in their daily lives, notably in terms of protection from
malnutrition, protection from preventible diseases and death, access to safe
water and sanitation, access to adequate shelter, and protection from ignorance.

6. Nutrition. Egypt has done well in safeguarding the food security
of the population and average food availability is comparable to levels in
industrialized countries. However, this has been achieved at high costs, both
absolutely and in terms of market distortions. Even from a distributional
viewpoint, there remain significant groups in the population with inadequate
consumption levels (35% of the population consumes less than 2,000 calories a
day) and malnutrition appears to have increased between 1978 and 1986,
particularly among preschool age children.

7. Health. As measured in terms of mortality and morbidity, the general
health of the entire population has steadily improved during the last two
decades, with progress in child survival being more accentuated since 1980.

However, the beneficial effects are unevenly distributed, with urban areas being
more favored than villages, and with the health conditions of the high and middle
income groups improving faster than those with lower incomes, some of the very
poor remaining totally untouched. Infant mortality remains still high at 60 per
thousand. With a child mortality rate (1l-4 age group) of 7.4 per thousand and
a survival ratio of 87.1, the situation in Egypt is relatively worse than in most
other Middle East and North African countries. Regional inequalities in infant
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and child mortality are considerable. The risk of death at birth is five times
higher in rural areas than in urban and 4.7 times greater in Upper Egypt than
In the rest of the country. Infant and child mortality rates are also
significantly higher for girls than for boys. Finally, there is clear evidence
of a close link between socio-economic origin and child mortality.

8. Access to Safe Water and Sanitation. Although access to water
services has improved significantly over the last decade, the lack of access to
safe water for many households, especially in rural areas, and the poor quality
of the service at times pose a considerable, if not the most important, threat
to the welfare of Egypt’'s population. In rural areas, 44% of the population is
not connected to public water systems and the coverage of sewage systems is very
small. Even in urban areas, one third of households have no access to flush
waste disposal. The lack of access to safe water and adequate sanitatiom
constitute the main reason behind the large incidence of water-borne diseases
such as infectious diseases, parasites and related illnesses in Egypt. Rural
areas with the most acute water problems, such as Upper Egypt, also exhibit the
highest morbidity and mortality rates.

9. Access to Adequate Shelter. Housing has been among the most
neglected sectors in Egypt and the present situation is characterized by serious
problems of shortage and overcrowding. The shortage of low cost housing due to
the stagnation of the stock of rental housing units and the high cost of newly
built units. For over three-fourths of the population, the price of a standard
new dwelling in an urban area exceeds one hundred times their annual income.
As a result of rent control, a black market for new rental units has developed,
in which tenants pay large up-front sums in the form of "key money"”. At the same
time, there is an excessively high vacancy rate of housing units in the face of
the severe housing shortage. To cope with the housing shortage, many poor income
households have built substandard units, "squatting” on public land in areas
lacking water, sewage, garbage collection and basic social services.

10. Access to Fducation. Despite tremendous progress in enrollments at
all levels, education expansion has not entirely kept pace with population
growth. As a result, illiteracy remains high and a non-negligible proportion
of school-age children have been essentially left out of the education process.
In 1986, 17.3 million people representing about half of the population age 10
or above were classified by the Census as not able to read and write. The female
illiteracy rate is even higher: 62% versus 38% for men. As with other dimensions
of poverty, the incidence of illiteracy varies considerably across Governorates,

with a strong correlation between poverty incidence and low levels of educational
development.

What_Are the Roots of Poverty in Egypt?

11. Since the 1952 revolution, the Egyptian leadership has placed much
emphasis on social development to foster greater equality and increased wealth.
The implementation of successive land reforms and business nationalization
measures, the establishment of an egalitarian wage structure and the pursuit of
generous employment policies in the public sector which dominates the economy,
the operation of a moderately progressive taxation system, the construction of
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2 mnational public health network and a comprehensive education and training
gsystem, and the introduction of direct and implicit subsidies in a wide range
of economic and social sectors have all contributed to the marked improvements
in standards of living and welfare enjoyed by the bulk of the population.

12. At the same time, however, these policies have had a high economic
cost in terms of expansionary budget and increased market distortioms.
Furthermore, the government has failed in its attempt to eliminate poverty and
absclute poverty has remained at a high level. The lack of access to productive
assets, notably land in rural areas, and the unavailability of alternative
sources of steady income through regular wage employment explain the persistence
of chronic poverty among potentially productive groups. In the light of the
failure of the welfare system built over the last decades to serve as an adequate
safety net to protect the most vulnerable groups in the population, there is
concern that the present economic crisis could bring about increased hardship
for many households.

13. Assets and Poverty. Information about the distribution of and
remuneration from assets is very scarce. With respect to the rural areas, the
data on land ownership reveal that, despite the overall increase in equality
due to the successive land reforms, the richest 20% landowners still control
70% of the agricultural land, versus only 5% for the poorest 20% farmers. The
pattern of maldistribution is even stronger for other assets.

14, The Employment Challenge. During the 1970s and early 1980s, the
informal and public sectors were the principal sources of employment for Egypt's
rapidly expanding population and labor force. The public sector, representing
government and public enterprises, was a major source of employment for new labor
force entrants. It accounted for nearly 53% of nonagricultural employment in
1986, up from 51% in 1976. The informal sector offered the only source of
expanding productive employment.

15. On the surface, Egypt responded to the challenge of its growing
population and labor force. But full employment was achieved by the over-
staffing of government and public enterprises and the economy was heavily
dependent on migration to the Gulf as a safety valve. Government labor policies
and regulations discouraged employment creation in the modern private sector.
As government economic policies slowed the pace of economic growth and employment
creation in the mid-1980s, open unemployment started to rise.

16. Income Transfers. The introduction, by the government, of direct
transfer schemes and subsidies programs in a wide range of economic and social
sectors has had a positive impact on the standards of living and welfare of the
bulk of the population. Of particular importance is the extensive food subsidy
system which covers 93% of the population and has been relatively effective in
protecting the food security of the majority of the population. Education,
health, potable water, electricity, fuel, transportation and housing have also
been heavily subsidized.

17. However, the various existing social programs and transfer mechanisms
have been very costly in terms of burden on the budget, market distortions and
misallocation of resources, and have failed to reach the most vulnerable members
of Egyptian society. Some of the poorest households are not among the
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beneficiaries of the food ration program. Opportunities to gain access to self-
sustaining income-earning opportunities and to raise individual productivity
through human capital formation have not been available for the most needy. The
housing market does not serve the poor. Even the direct welfare programs
administered by the Ministry of Social Affairs, such as the Sadat Pension Fund,
have not effectively reached the ultrapoor in terms of coverage of the target
population and adequacy of the level of financial assistance offered.

18. Population Pressure. The poverty problem faced by Egypt is
compounded by rapid population growth which translates into increased pressure
on the economy: pressure for jobs, pressure for social services, and pressure
for an increase in consumer subsidies. The labor force is growing at an even
faster rate than the population. Its growth at an average rate of 5% per annum
reflects the rising number of youths and women entering the labor force. The
economy has not been able to keep up with the need for jobs. Nor has it been
able to meet the demand for building additional schools and health facilities.
The financial pressures created by this growth have prevented any significant
improvement in the quality of social services. There is even concern that the
continuation of these pressures will lead to further deterioration in the quality
of education at all levels and in health services. At the same time, demographic
pressures are making it increasingly difficult to sustain existing consumer
subsidies, especially food subsidies.

Assessing the Social Costs of Adjustment

19. In the case of Egypt, there are three types of potential social costs
associated with the effects of the current economic crisis and the likely impacts
of the macroeconomic adjustment program: growing unemployment; price increases
for food commodities and other goods and services; and deterioration in the
provision of social services. The magnitude of the negative effects of the
economic crisis is likely to increase in the absence of a strong macroeconomic
reform program.

20. Employment Effects. The deterioration of the economic situation
has made it increasingly difficult for the government to sustain a full
employment policy. The failure of the economy to stimulate private investment
and employment has compounded the problem. Thus, as the 1980s progressed, labor
force growth outpaced employment. Open unemployment, largely among new labor
force entrants, has been rising and real wages have been falling significantly.

21. In 1986, the government began to introduce a series of economic
reforms to reduce the budget deficit. The gradual introduction of these reforms
avoided significant labor displacement. The government is now contemplating
broader and more aggressive reforms. With labor displacement concentrated in
government and public enterprises, the impact of both programs will fall most
heavily on urban areas. Significant numbers of the urban poor are employed in
both sectors.

22, Price Increases. As far as food prices are concerned, there is
accumulating evidence that some of the changes in the ration and subsidy system
that have already taken place have hurt the poor. It is estimated that the cost
of the government "minimum cost diet" increased 216X in urban areas and 242% in
rural areas between 1982 and 1987. Wages have not kept pace with the increases
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in food prices. Very recent food price increases have created new pressures for
the poor. Between May and August 1989 prices of foods consumed by the lowest
income urban consumers increased 40%. Approximately 80% of this price increase
for food is due to the higher price of bread. There is concern that the recent
increases in food prices might have precipitated cut-backs in the quantities of
food consumed by households, especially in the lowest income category of
households who were already spending 75% of their incomes on food.

23. Not all households are likely to be adversely affected by reductions
in the ration system and removal of other price subsidies. Those households for
which there would be a negative food security impact include:

- the low income urban consumer for whom a disproportionate
share of food intake is provided by the ration system;

- landless rural households, who have benefited from the cheap
food policy pursued up to date by the government; and

- small farm households with less than 2 feddans of land.
Although producer prices for many commodities will be
increased, this will most likely be offset by higher food
prices faced by these households who are net purchasers of
wheat, rice and maize.

24, With regard to the prices of other goods and services, the urban
poor are likely to suffer from the removal of existing subsidies and the
resulting increases in the prices of utilities (water and electricity), transport
(buses and railways) and energy products (especially kerosene used for cooking
purposes). The overall distributional impact will depend on the possibility to
introduce cross-subsidies in the price increases. In the rural areas, the small
farmers who had been benefitting from the present agricultural policy combination
of subsidized inputs (seeds, fertilizers and pesticides, energy, irrigation,
credit) and controlled crop prices might be worse off after the removal of
existing subsidies on input prices, depending on the net effect of the changes
in input and output prices.

25. Delivery of Social Services. In the social sectors, the rapid
demographic expansion against a background of tighter budgets has made it
increasingly difficult for the government to sustain the present level of
expenditures. While the Ministries of Health and Education have struggled to
keep up with the quantitative needs of expansion of their facilities, the quality
of the services provided has been decreasing. One of the manifestations of the
crisis has been the growing share of salaries in total spending at the detriment
of other categories of expenditures. This has meant less resources for drugs
and other medical supplies in the health sector, and for textbooks and other
educational materials in education. There has also been a steady deterioration
of the physical infrastructure (hospitals, health centers, schools and
universities) due to the lack of funding for maintenance and repairs.

26. There is concern that additional reductions in budgetary resources
might compromise further the coverage and quality of programs in health and
education, especially in the rural areas. This would undermine the prospects
for reducing existing regional inequalities in the provision of medical and
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educational services and would adversely affect the bulk of the rural poor whose

degree of protection from preventible diseases and ignorance is already much
lower than for the rest of the population.

27. Adequacy of the Existing Safety Net. Despite the government’s
commitment on behalf of social justice and welfare, the various existing social
programs and transfer mechanisms do not constitute a sufficiently adequate safety
net to protect the most vulnerable members of Egyptian society from the negative
social effects of adjustment. The government has no targeting mechanisms to
cushion the negative effects of food prices increases and reductions in the
ration program. In terms of employment policy, there are no employment
adjustment services to provide unemployment benefits, special re-training and
re-skilling programs, and job-seeking and relocation assistance.

Toward A Poverty Alleviation Strategy

28. The 1990 World Development Report on poverty emphasizes the fact
that, historically, social progress has been achieved only when there is a
satisfactory combination of substantial economic growth and an appropriate
pattern of growth. Economic recovery is therefore the first condition of success
for any poverty alleviation strategy in Egypt. The second condition is an
adequate pattern of growth from the viewpoint both of the efficiency of the
growth process and of the distribution of the benefits of economic growth. The
history of the last two decades in Egypt shows that economic growth alone is not
sufficient to eradicate poverty, even when the State is as committed to the
promotion of social justice and welfare as the Egyptian government has been.
The design of a poverty alleviation strategy for Egypt needs therefore to reflect

this dual preoccupation of increased economic growth and appropriate pattern of
growth.

29, Given the heterogeneity of the groups in poverty in Egypt, a
diversified approach to poverty alleviation needs to be adopted. It is important
to recognize that, before the poor can respond to policy incentives provided by
the macroeconomic reform program, they may require initial help for the
satisfaction of their basic needs, notably in terms of food, health, and access
to productive employment. Similarly, in the case of the ultrapoor, a welfare
approach is likely to remain predominant considering the difficulties involved
in attempting to integrate older people, widows with young children, and
handicapped or sick people in mainstream economic activities. For the chronic
poor, on the other hand, an economic approach should prevail as this group is
made of people who are already engaged in economic activities but whose incomes
are too low. Human capital formation operations are crucial for all vulnerable
members of society, but their impact is dependent on the success of reforms on
the economic side as improvements in the human capital of the poor can be
translated into productivity gains only if there is an economic demand to use
the labor force effectively. Ideally, the strategy adopted should combine these
various forms of intervention, economic, human capital formation and welfare,
with a different emphasis depending on the degree and type of poverty of each
target group.

30. Both the short term and the long term requirements of a poverty
alleviation strategy must be considered. Short of rapid and massive income
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transfers which would not be desirable per se and would be impossible to consider
under the prevailing economic conditions, there is no short term answer to the
kind of chronic poverty which has persisted in Egypt for at least three decades.
Effective as they may be, measures to provide better income-earning opportunities
for the poor have a long maturation span. Similarly, interventions to improve
access for the poor to public services in health or education take a long time
to bear their fruits. At the same time, however, it is impossible to ignore the
immediate adverse effects of the economic crisis, mnotably the growing
unemployment, falling wages, and higher prices, and the need to protect the human
resources of the poor as early as possible. Therefore, the goals of the poverty
alleviation strategy should be not only to suppress chronic poverty in the long
run, but also to ease the burden of the economic crisis and reduce the social
costs of structural adjustment on the economically vulnerable members of the
population.

31. Taking these dimensions into consideration, the poor should not be
seen as a burden, but as a potential resource. A comprehensive Poverty
Alleviation Strategy should include the following elements:

- structural measures to increase income-earning opportunities
for the poor through improved access to productive employment
and assets;

- structural measures to improve the equity and cost-
effectiveness of public expenditures in health and education
to increase opportunities for human capital formation for the
poor;

- structural measures to achieve a more equitable and efficient
targeting of all secondary income transfers, including consumer
subsidies, producer subsidies and direct welfare transfers;

and
- an Emergency Social Fund to protect the low-income population
groups directly affected during implementation of macroeconomic
reforms.
32. While all these measures are equally important to achieve the overall

goal of poverty alleviation, their implementation schedules would vary
significantly. In the short term, the govermment's priority is obviously to set
up the Social Fund and to initiate emergency measures to protect the poor during
the adjustment period. The next priority would be to work on the targeting
aspects in order to establish mechanisms which are both more efficient and more
equitable. Introducing reforms in public expenditures allocation and utilization
in the social sectors and improving access of the poor to productive employment
and assets are measures with a longer term horizon.

33. Effective targeting is a fundamental determinant of success and
cost-effectiveness of government intervention under each of the four components.
Moving toward selective targeting would represent a significant departure from
past practices based on the belief that generous equal opportunity policies would
automatically benefit the whole population. Both the persistence of poverty and
the financial unsustainability of present social policies of generalized
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subsidies, access to free health and education, government employment guarantee
and egalitarian salary scales regardless of actual need, ability, performance
or merit underline the urgency of designing appropriate targeting mechanisms.
This would make it possible to ensure that subsidized resources reach the most
needy groups, increase the benefits to the targeted population and, at the same
time, lower the cost of the programs to the government.

34, The availability of timely and accurate information is sine qua non
for any attempt to improve targeting. At the present time, the possibility to
reach the poor is constrained by the ability to identify them and to monitor the
evolution of their living conditions. Among other agencies, the Ministries of
Social Affairs (Sadat pension), Education (scholarships and fees), Health (cost-
recovery), Supply (food subsidies), Energy (electricity and fuel subsidies),
Housing (water tariffs) and Labor (employment and retraining) would benefit from
the capacity to target their programs to protect the most vulnerable groups.
The establishment of monitoring mechanisms will therefore be an integral part
of the poverty alleviation strategy.

35. In deciding which targeting mechanisms would be appropriate, the
Egyptian authorities will face the challenge of finding the right balance between
the degree of precision sought in identifying the target population, the
administrative cost of targeting and the level of acceptable leakage. This
implies looking at alternatives based either on direct targeting mechanisms or
on indirect targeting using characteristics of the poor as proxies, depending
on data availability and the cost of information collection in each specific
case. Flexibility should also be a feature of the targeting system because of
the need to provide the capacity to admit new households or remove old households
as their income situations change over time.

36. Income Generation Policies. Strategies for income generation will
need to focus on employment promotion and measures to improve access of the poor
to productive assets. Employment promotion is a key element in any strategy to
reduce the social costs of economic reforms and their impacts on the poor. The
availability of productive jobs for displaced workers will reduce their loss of
income and resistance to structural adjustment. Without this, displaced workers
will need protection from economic hardship. If this protection is not offered,
worker resistance to adjustment can be expected. This protection is justified
on equity grounds. It represents society’s transfer of a share of the benefits
of adjustment to those who bear its cost. These benefits come to consumers in
the form of lower prices for goods and services and in expanding employment,
although not necessarily in the same communities where workers are displaced.

37. Employment promotion can be encouraged by (i) financial market
reforms, (ii) labor market reforms, (iii) emphasis on technology and productivity
in the enterprise, (iv) support for small and medium-sized enterprises, and {v}
direct expenditures on transitional employment. Financial market reforms are
essential to reducing the capital bias of the modern sector. Laws, policies and
practices (negative real interest rates, rationing of capital) which have stifled
capital market activity and distorted the allocation of scarce capital resources
in favor of large public enterprises should be changed. Financial reforms woulé
improve the mobilization of capital resources and increase the level of private

investment. This would have an important impact on incentives for employment
creation in both sectors.



(xxii)

38. An efficient labor market will facilitate change in the economy and
reduce the social cost of adjustment. It will permit faster rates of economic
growth and employment creation without accelerating inflationary pressures. An
efficient labor market requires flexible wages linked to productivity and low
barriers to labor mobility. Six types of reforms can be identified:

- phasing out the guarantee of employment for graduates of
secondary schools and universities and freezing new hires in
the government;

- introducing a civil service reform to improve the link between
wages and productivity. This would require a plan for the
organizational and personnel structure of government, policies
for merit selection and determination of the redundant
workforce, programs for the integration of redundant workers
into the private sector, and procedures for implementation of
the reform;

- implementing, in public enterprises, wage and employment
policies which are consistent with market conditions, in order
to encourage a closer connection between wages and
productivity. This would involve wuncoupling wage and
employment policies in these enterprises from those of
government under Public Law 48;

- improving the functioning of labor markets and avoiding
interventions that distort the operation and efficiency of
these markets. In this context, the government monopoly on
job placements through the Ministry of Labor and its employment
service should be eliminated;

- improving access to labor market information which is important
for macroeconomic planning, monitoring the impact of structural
adjustment, planning for education and training, career
counselling, and job placement. A special government taskforce
should be created to make recommendations for improving the
labor market information provided by CAPMAS and the Ministry
of Labor; and

- amending the government’s regulations of dismissals in Public
Law 137-1981 to reduce barriers to labor mobility. By making
it difficult to displace redundant labor, enterprises are
forced to treat labor as a fixed resource, which discourages
employment creation. In the case of layoffs, prior notice
should be required to give public officials adequate time to
organize services to meet the needs of displaced workers,
including job search assistance, career counselling, training
grants, and assistance with unemployment benefits.

39, Support for small and medium-sized enterprises can be an important
means for employment creation. To support small and medium enterprises, the
government can: (i) allow the capitalization of job separation benefits giving
displaced workers a source of capital for private investment; (ii) assist the

g
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banking system in establishing credit mechanisms for small enterprises; (iii)
create a division within the productivity centers offering entrepreneurs
technical assistance involving technology choices, productivity and marketing,
plus access to management training; and (iv) provide an infrastructure of
services and facilities to launch new small and medium enterprises.

40, Provision of small scale credit, technical assistance and training,
especially to women, has a great potential for income generation. Plenty of
examples of successful pilot project schemes exist in Egypt, in both urban and
rural settings, some in the public sector, others administered by NGOs. The
objective should be to ensure that every person in the country has access to
credit even for the smallest undertaking. The poorest, especially women, are
the group which has had least access to credit up to now.

41. The government should commission the preparation of a review of such
schemes to evaluate best practice methods and decide on the appropriate
implementing agency in different cases. Government effectiveness in the field
of small scale credit could be increased in any of three ways:

- first, consideration should be given to extending the scope
of existing financial institutions (e.g., the Village Banks).
This might be done through village and neighborhood Community
Development Associations.

- second, the Productive Families Program might be modified so
as better to serve the poorest groups, not by reducing the
cost of credit to borrowers -- studies show that borrowers
see a good return on their activities and in NGO projects
accept higher charges without difficulty -- but by lowering
the size of loans.

- third, consideration should be given to concentrating the
activities of the Productive Families Program entirely on the
training and loans side and delegating the direct employment
and production aspect to the private sector. 1t is far less
risky and costly for the state to disburse a given fund in
credit than in direct production: credit schemes can benefit
from the diversity of activities among borrowers and from
coopting the interests of borrowers in achieving high returns.

42. Human Capital Maintenance. It is crucial that human capital
formation programs be protected during the transition period of economic reforms
despite the planned reductions in government expenditures. This can be achieved
through improvements in the pattern of allocation and utilization of available
resources. Measures taken to improve the targeting of health and education
programs to persons with the greatest need and to increase the efficiency with
which services are delivered can lead to the simultaneous improvement of equity
and efficiency in these sectors. With this type of measures, the most
economically vulnerable members of the population can be sheltered from the
social and economic costs of the structural adjustment program without increasing

the government'’s budget for the social sectors, though it should be maintained
at its current level in real terms.
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43, The following options would need to be considered in the health
sector:

(1) downscaling of the investment program with respect to the
construction of new secondary or tertiary curative facilities
in urban areas;

(ii) rationalization of the existing network of curative facilities
on the basis of effective utilization rates and reallocation
of recurrent resources to the primary health care facilities
and programs;

(iii) introduction of differential user fees to promote cost-
recovery in curative services in conjunction with an extension
of medical insurance coverage;

(iv) strengthening of the infectious and parasitic diseases control
programs, and of maternal and child health programs; and

() complementary measures to improve the quality of care at all
levels,

44, In the education sector, given the need to achieve universal basic
education, particularly for girls, and to improve the qualitative aspects of the
educational process, the present level of pgovernment expenditures devoted to
basic education should be at least maintained in real terms. At the same time,
it is equally important to rationalize the pattern of allocation and utilization
of resources within the education system, considering that the present policy
of unlimited expansion at all levels is neither sustainable from an economic
viewpoint nor equitable from a social perspective. Greater emphasis should be
given to basic education in recognition of the higher social rates of return at
that level and the necessity to offer better opportunities to those who are not
able to go beyond that level of education.

45, The following options could be implemented to increase equity and
cost-effectiveness in the delivery of education programs:

(1) elimination of fees in basic education;
(ii) generalization of cost-recovery measures in higher education;

(iii) improvement in the quality of basic education financed through
transfers of budgetary resources from higher education to basic
education; and

(iv) 1introduction of more restrictive procedures for access to post-
secondary education.

46. Transfers. Despite the political and social difficulties involved
in implementing major changes in the ration/subsidy system, there is an urgent
need to take effective measures to reduce the burden on the government budget
while at the same time improving the targeting of the nutritionally at-risk
segments of the population. While it is wise to experiment first with new
approaches on a pilot basis before recommending adoption of the changes on a
larger scale, the government should move rapidly on this issue as there is no
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income or nutritional justification for subsidizing 93% of the population. The
following measures could be considered:

scaling down of the number of ration cards, limiting
participation in the ration system to the lower income groups;

undertaking pilot operations to experiment with geographical
targeting of food subsidies; and

eliminating subsidization through the distribution cooperatives
which have been found to benefit mainly middle and upper income
groups.

47. To achieve a more equitable and efficient targeting of direct welfare
transfers and other subsidies, the following measures could be implemented:

restoration of the public basic safety net schemes administered
by the Ministry of Social Affairs (social pension and Sadat
pension) to a more appropriate level of benefit (approximately
four times the current value) and redefinition of the target

population to include all vulnerable groups defined as
ultrapoor;

introducing progressive rate schedules to protect the poorest
households from price increases for public transportation and
utilities; and

introducing a kerosene coupons program rigorously targeted on
the very poor.

48. Social Fund. Within the overall strategy defined above, the Social
Fund would function as a transitory institution, set up primarily to support
income-generation and human capital formation projects targeted to protect the
most vulnerable groups. The Social Fund would focus on:

integrated employment and training operations to reduce
unemployment and improve access to human capital and

productivity (retraining, reskilling, job search and relocation
assistance); and

nutrition, health, 1literacy, education and environmentsal
projects to improve the well-being of the most needy.

49, The Social Fund's principal functions would be:

to mobilize international and local financial resources;

to solicit, and promote and identify sub-projects addressing

the needs of the most vulnerable households selected as target
groups;

to provide technical assistance for the preparation of sub-
projects;

to appraise and select sub-projects for funding; and
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- to assist in the contracting and procurement for these sub-
projects and supervise their implementation.

50. Another important mission of the Social Fund would be to finance
studies along the Living Standards Measurement Survey (LSMS) format, designed
to identify with precision who are the poor and what are their characteristics.
The results of this operation would be used to define a more appropriate
targeting system for subsidies and social welfare payments and to establish
permanent monitoring mechanisms to provide the government with the capability
to evaluate, on a regular basis, the impacts of macroeconomic and sectoral policy
measures on vulnerable groups.

51. The poverty alleviation interventions supported by the Social Fund
would be financed by additional resources mobilized specifically for this
purpose. No extra budgetary cost would result from this operation.

Role of the Bank

52. The World Bank could support the proposed poverty alleviation
strategy with the following:

- participation in funding the transition costs borne by the most
vulnerable members of society during the adjustment period
within the framework of the Social Fund.

- assistance to design and implement the restructuring measures
associated with the setting up of a new macroeconomic and
regulatory framework (labor market reform, retraining programs,
food subsidy targeting, reallocation of resources in Ministries
of Education and Health, etc); and

- assistance in the establishment of evaluation mechanisms to
monitor, on a continuing basis, progress in the social sectors
(poverty, income distribution, nutrition, health, literacy,
employment, living conditions).




1. Introduction

*Government sensitivity toward the possible impact of particular adjustment measures on
lower-income groups and on income distribution in general should be fully appreciated.”

Foreign Minister Esmat Abdel Meguid
Presentation to the American Chamber of Commerce, November 1, 1989

Background

1.01 After almost a decade of rapid economic growth following the start of
President Sadat’s open door policy in 1974, Egypt is now experiencing a recession
precipitated by the collapse of world oil prices in 1986 and the levelling off
of worker remittances and foreign aid. The growth of the late 1970s, under the
thrust of rising oil production and prices, increased remittances and expanding
foreign aid, obscured distortions in the economy and weaknesses in the balance
of payments. As the economy slowed down in the 1980s, Egypt’s ability to
sustain a pattern characterized by an over-reliance on oil exports, stagnating
non-oil exports against a background of rapidly growing imports, inefficiencies
in resource allocation and use, and a balance of sectoral growth favoring the
service sectors, diminished dramatically. Since 1986, real GDP growth has been
less than 3% a year, investment has dropped sharply, inflation has been running
at 25% a year, per capita consumption has declined in real terms, and external
indebtedness has grown to 47 US$ billion.

1.02 The deterioration of the economic situation has had adverse social
consequences in terms of employment and standards of living. The growing budget
deficit and the rising cost of external debts have placed new pressures on
government expenditures in an economy characterized by a predominant public
sector. The outcome has been a marked decline in the level of job creation in
the public sector, a pattern of wage compression for civil service employees,
diminishing public resources for the social sectors, and cutbacks in the food
ration and subsidy system. The slowdown of investment and output in the private
sector has had similar negative employment and income effects. Since the
beginning of the recession in 1986, open unemployment, largely among youths, has
risen rapidly, real wages have fallen in most economic sectors, and there are
indications that the poorest groups in the population have been badly hurt. The
potential rise of poverty poses a major challenge to the Egyptian government in
the light of its longstanding commitment on behalf of socilal progress and equity.

1.03 Confronted with a growing resource gap, the government has undertaken
a series of corrective policy measures since 1986 and is now considering a
comprehensive macroeconomic reform program to reduce external and internal
imbalances, eliminate distortions in the economy, and promote sustainable growth
in the productive sectors. Many of the measures included in the macroeconomic
adjustment program will put further pressure on the govermment budget while, at
the same time, raising the risk of deprivation among poorer groups. Therefore,
the success of this program will be conditional upon the government’s ability
to protect the most vulnerable segments of Egyptian society. Furthermore,



concern over growing poverty and disinvestment in human resources is justified
on grounds beyond the social and political costs involved. Nutrition, health,
education and training programs are needed not only on humanitarian grounds, but
also as an investment in human resources required to foster higher productivity
in the economy. Similarly, improving the efficiency of labor markets to
facilitate the flow of human resources to more productive sectors is central to
the objective of alleviating poverty through employment.

Objectives and Scope of the Study

1.04 The main objectives of the study are to analyze the importance and
causes of poverty in Egypt in the context of the present economic crisis, to
assess the distributional impacts of the macroeconomic reforms envisaged under
the structural adjustment program, and to outline a strategy for policy
interventions to alleviate poverty, and promote broad-based growth.

1.05 The study addresses three major issues which critically affect the
government’s ability to design and implement an effective poverty alleviation
strategy:

(a) Identification of the Poor. Most social programs and services
offered by the government are available at no cost to all
members of Egyptian society, regardless of their socio-
economic status. In addition, the government makes large
income transfers through an extensive subsidy and price control
system from which the vast majority of the population benefits
in an indiscriminate manner. The pressure to reduce public
expenditures makes it imperative to consider ways of containing
the overall cost of the various social services and transfer
programs while ensuring that the neediest people are not
adversely affected. In seeking to achieve this objective, the
government is constrained by the difficulty in identifying the
poor with precision. The report reviews the available data
and indicators on this issue and explores the feasibility of
setting up effective targeting mechanisms to streamline the
subsidy system (food, transport, utilities, energy). The
report also investigates improvements in the patterns of
resource mobilization and allocation in the education and
health sectors. The overriding concern is to ensure that
responses to the tightening budgetary situation do not have
negative impacts on the quantity and quality of services
offered and on the degree of equity of public expenditures for
human capital formation.

(b) Compensatory Measures. To assist the most needy in the
Egyptian population, the govermment has put in place a safety
net of welfare programs administered by the Ministry of Social
Affairs. The study examines the coverage and performance of
the existing programs and explores alternative institutional
mechanisms to provide short term compensatory measures aimed
at protecting the low income population groups likely to be
directly affected during the transition period of
implementation of macroeconomic reforms.
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(¢) Employment Promotion. The deteriorating employment situation
and the prospect that unemployment may rise even further if
public enterprise reforms are undertaken is one of the major
challenges confronting the government. Measures to provide
incentives for investment and job creation and to improve the
efficiency of labor markets are an important component of any
poverty alleviation strategy while, at the same time, being
a necessary adjunct to structural adjustment programs that seek
to remove barriers to economic growth. However, such measures
produce transitional costs associated with the shifting of
labor to more productive uses. The size and distribution of
these costs is an equity issue which requires careful
attention. The report reviews policy options to promote
employment and improve the efficiency of Egyptian labor markets
and proposes strategies to reduce and redistribute the
resulting social and economic costs of these reforms.

Conceptual and Methodological Framework

1.06 While there is unanimity in recognizing the pressing need to address
the poverty issue in the context of adjustment programs, there are wide
differences of views on how to define and measure poverty. This report does not
purpose to contribute to the on-going debate. But this conceptual issue cannot
be ignored as it affects the analytical approach followed in the study.

1.07 Defining poverty requires the selection of welfare indicators to draw
a line, the poverty line, which divides the population into the poor and the non
poor. Welfare economics makes a distinction between absolute and relative
poverty. Absolute poverty corresponds to the situation of households whose level
of income or expenditure is insufficient to ensure a minimum level of welfare.
Relative poverty refers to the situation of the lowest income groups in relation
to the national income. For instance, the European Community measures the level
of poverty as the share of population receiving an income lower than half of
their country’s average income. Relative poverty, which exists irrespective of
the level of wealth in a given economy, is a useful concept to analyze inequality
in any type of society, but is not as meaningful for an assessment of the plight
of the most vulnerable groups in times of economic recession. Therefore, the
main focus of the present report is on absolute poverty.

1.08 A variety of indices, such as per capita food consumption or per capita
income, are commonly used to define and measure absolute poverty (Glewwe, 1988).
But reference to these apparently neutral and objective aggregate measures should

. not obscure the fact that poverty is essentially a mormative concept. Any

statistical definition of poverty reflects a set of values regarding a minimum
standard of living to meet basic needs in a specific social and cultural context
at a given moment in time (Altimir, 1980). For the purpose of this study,
poverty is defined as a level of income or standard of 1living that is
insufficient to meet minimal life-sustenance needs including adequate nutrition,
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decent shelter, access to safe water, protection from unnecessary disease and
death, and protection from ignorance.

1.09 This definition reflects a basic needs approach inspired by a
universalist notion of human dignity involving the right to be protected from
economic deprivation and insecurity. While this approach does not lend itself
easily to the use of aggregate indices, it provides a more flexible framework
to apprehend the multidimensional and dynamic nature of poverty. The main
concern is not to propose a statistically exact measure of poverty in Egypt, but
to make a realistic assessment of the magnitude and causes of the problem on
which operational recommendations can be based.

1.10 In terms of time horizon, the report addresses both short term and
long term poverty. The poverty alleviation strategy proposed takes into
consideration not only the temporary setbacks from the current economic recession
and the transition costs likely to result from the implementation of an
adjustment program, but also the chronic and structural aspects of poverty and
the mechanisms that should ensure an equitable distribution of the benefits of
economic growth in the long run.

Data Availabilitc

1.11 The lack of reliable and relevant data on poverty in Egypt is a serious
constraint. There are no official surveys or statistics designed specifically
to permit the analysis of income, inequality, or living standards issues. The
only sources providing data of a comprehensive nature are the Household Budget
Survey and the Census. For lack of a more appropriate database, this report
relies heavily on the results of Household Surveys which were conducted in
1974/75 and 1981/82 and on those of the 1976 and 1986 Censuses. The Household
Budget Surveys (HBS) offer the only desegregated household data on expenditures
which can be used, with extreme caution, to make assumptions about the evolution
and distribution of incomes. The results of the last two Censuses give some
information on the demographic, education, employment and housing characteristics
of the population. To complement these two sources, the report draws upon data
collected from various ministries and government agencies (Finance, Labor,
Education, Health, Social Affairs and CAPMAS).

Organization of the Report

1.12 The next chapter presents a profile of the poverty problem in Egypt
and examines the characteristics of the poor. Chapter III analyzes the causes
and determinants of their condition. Chapter IV assesses the social costs of
the present economic crisis and attempts to map the likely impacts of the
proposed macroeconomic adjustment program on the most vulnerable groups in
Egyptian society. The fifth and final chapter proposes a poverty alleviation
strategy and outlines the role that the Bank could play to assist the Egyptian
Government in the implementation of this strategy.
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Il. The Dimensions of Poverty

Introduction: Economic Growth and Persistence of Poverty

2.01 Since the 1952 revolution, the successive governments of Egypt have
sought to promote social equity and progress among the population. Over time,
various configurations of income distribution and social development policies
have been used to achieve these goals. After an initial emphasis on land reform
(1952 and 1961) and nationalization measures (1956-66), the government has relied
increasingly on taxation and subsidies as transfer mechanisms (Abdel-Khalek,
1982). To promote human resource development and raise standards of living,
priority has been given to the establishment of a comprehensive social
infrastructure. The commitment on behalf of social justice and welfare is still
very strong today, as evidenced by the Second Five-Year Plan (1987/88 - 1991-
92) which reasserts in its introduction the government’'s "responsibility for
meeting the basic needs of the population". The Plan’s social objectives are
to make social services available to everyone and to improve income distribution.

2.02 Egypt's economy expanded rapidly in the 1970s after the launching of
the Open Door policy (Infitah). The annual rate of growth of GDP was 7.5% in
real terms between 1975 and 1982, and 5.0% between 1982 and 1986 (World Bank,
1989). The favorable economic situation and the resulting high revenues for the
public sector facilitated a smooth financing and implementation of the
government’s social policies and programs. Investment in social infrastructure
reached an unprecedented level during the First Five-Year Plan (1981/82 -
1986/87): 22% of the total public investment program went to projects in
education, health, water supply, or housing. An even larger share of investment
is expected during the current plan period as 28% of total public expenditures
have been targeted for the social sectors.

2.03 Incomes and living standards rose steadily under the joint influence
of rapid economic growth and active social policies.

Graph 2.1 Economic and Social Development Indicators
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Per capita income grew by 7X a year in real terms between 1973 and 1982 and the
per capita daily calorie supply increased from 2,400 to 3,300. The health status
of the population improved drastically. During the 1970-87 period, crude death
rates fell from 20 to 10 per thousand, infant and child mortality rates declined
from 179 to 60 per thousand and from 16 to 7 per thousand respectively, and life
expectancy grew from 46 to 62 years.

2.04 Nevertheless, despite the overall rise in incomes and the significant
social progress during this period, poverty has not been eliminated. While the
incidence of both urban and rural poverty has declined between 1975 and 1982,
many studies have documented the persistence of a serious poverty problem
(Radwan, 1982; Abdel-Khalek et al, 1982; Korayem, 1987; Hansen, 1989). Analyzing
the magnitude of this problem requires to ask how many poor people there are,
what is the degree of severity of their poverty, who they are and what are their
individual characteristics, and how they live, i.e. what is the extent to which
they are able to satisfy basic life-sustenance needs.

"Incidence of Poverty

2.05 A number of estimates of the poverty line have been calculated for
Egypt. Despite their methodological and data limitations (Box 2.1), they can
be used an approximate measure of the overall incidence of poverty. The most
recent figures reveal that, in 1982, poor households still represented between
22 and 30X of the total number of households.

Table 2.1 Incidence of Poverty in Egypt

----------------------------------------------------------------------

Proportion of Poor Number of Poor
Households (%) Households ('000)
1958/59 1/
Rural 35.0 1,161
Urban 30.0 597
1974775 1/
Rural 44.0 1,833
Urban 34.5 1,076
1981/82 2/
Rural 24,2 - 29.7 1,023 - 1,240
Urban 22.5 - 30.4 756 - 1,196

-----------------------------------------------------------------------

Sources: 1/ Hansen and Radwan :
2/ The source for the lower figures is World Bank, 1989. The larger figures are from Korayem,
1987.
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2.06 In the urban areas, the incidence of poverty decreased slightly between
1975 and 1982, but was still as high in 1982 as in the late 1950s. Improvements
in the rural areas have been more sustained as indicated by the long term decline
and the sharp drop between 1975 and 1982.

2.07 Data on per capita consumption indicate that the consumption level of
the poorest 10X of the rural population represents 23X of expenditures for the
average rural Egyptian, while the richest 10X consume about 227% of the national
average. In urban areas, the figures are 26X and 255X respectively.

Graph 2.2 Expenditure Levels of the Poor
and the Non-Poor
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2.08 From an international perspective, the level of poverty in Egypt is
about average compared with other developing countries. Out of 44 countries for
which data on the proportion of the population living in absolute poverty are
available, Egypt's place in the ranking from highest to lowest poverty incidence
is 7th for urban poverty and 6th for rural poverty (Table 2, Annex A).

2.09 The concept of poverty line used here to describe the aggregate level
of poverty rests on the assumption that poverty is a discrete characteristic
which can be summed up with a single measure. This is equivalent to saying that
people are either poor or not poor depending on their position relative to the
line. 1In real life, however, poverty is a multidimensional and continuous
variable and there is no clear cut position.

2.10 This discrepancy has two consequences. First, households with an
income only marginally larger than the poverty line are not classified as poor
even though they may be poor in reality. There is regrettably no satisfactory
solution to this problem as the cut off point is, by definition, somewhat
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arbitrary. Second, the proportion of households below the poverty line hides
differences in individual characteristics among the poor, thereby not measuring
the real degree of poverty of the population groups classified as poor. Studies
have revealed that the poor are not a homogeneous category (Lipton, 1988) and
that there is a need to distinguish between the "poor" and the "ultrapoor”, the
latter category corresponding to people living in near destitution and unable
to take advantage of income-earning opportunities and available social services.

2.11 There are three ways of addressing this 1issue of potential
heterogeneity among the poorer segments of society. One possibility would be
to calculate one of the various statistical indices developed by researchers to
measure the severity of poverty (Sen, 1981; Foster et al., 1984). Unfortunately,
the data needed to calculate this type of index and make meaningful comparisons
over time are nmot available in the case of Egypt.

2.12 An alternative way would be to draw a second poverty line to separate
the "poorest of the poor" from the other poor, using the methodology proposed
by Lipton (Box 1). Based on the results of the 1981/82 HBS and bearing in mind
all the methodological limitations involved in the calculation of any poverty
line, it is estimated that approximately 12.8% of the rural households and 10.8%
of urban households could be classified as "ultrapoor" (Annex K).

2,13 The third and perhaps most meaningful way of approaching the question
of severity and heterogeneity of poverty would be to attempt to identify key
characteristics of the poor and assess the degree of hardship concretely
associated with their state of poverty.

Characteristics of the Poor

Demographic Characteristics

2.14 The only data that give some information on the demographic
characteristics of the poor in Egypt come from an ILO survey undertaken in 1977
in 18 villages (Radwan and Lee, 1986). The results of this survey show that
there is a significant difference in age structure between various income groups.

Graph 2.3 Age Structure of the Rural Poor
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2.15 On the average, poor households have to support a relatively larger
number of youths under 15 years than the non-poor (48 versus 40%). As a
corollary of this situation, the proportion of working age members is smaller
in poor families than in non-poor households (48 versus 56%). According to the
1977 survey, the incidence of disability is much higher among the poorest groups.
Between 19 and 30X of the people belonging to the three income groups which make
up the 10X poorest group were disabled, as compared to a proportion of 3% among
the rest of the rural population.

2.16 In many countries, the poor are characterized by a larger household
size. The 1977 survey revealed an average household size of 6.4 for the poor
population as compared to 5.3 for the non-poor., But the 1982/82 HBS data support
this observation only for the urban areas where poor households had 5.5 persons
on the average while the national figure was 5.2. In the rural areas, there was
no significant difference. In any event, it would be erroneous to assume an
inverse relationship between per capita expenditures and household size. While
in some cases, it is true that poor families have to divide the family income
among a larger number of people their overall income is on the average lower than
non-poor households. Table 2.2 reveals that the low income of the poor is
reflected in both household and per capita expenditures account. One group
stands out, though: among the 10Z poorest of the poor, household size is much
smaller, this group including a high proportion of single member households
headed by old persons.

Table 2.2 Relationship between Household Size and Expenditures
(1981/82)

R I I I T T I e N I T . . S R R N R T I AP A RN I N W AP A Y

Poor Households National Average

-----------------------------------------------------------------------------

Household Size

Rural 5.8 5.8
Urban 5.5 5.2
Household Expenditures (LE)
Rural 450 1,059
Urban 517 1,441
Per Capita Expenditures (LE)
Rural 78 -188
Urban 94 277
Source: 1981/82 HBS, CAPMAS
2,17 One disturbing implication of these demographic features is that

children are the country’s poorest age group. Depending on the poverty line
estimate selected, between one in four and one in three Egyptian youths live in
poverty. The equivalent proportion for the USA is 20%.
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2.18 Finally, even though the 1977 study indicated that the female/male
distribution of the poor population is normal, it would be useful to be able to
carry out a more detailed analysis of the sex ratio in the poorest households
and to look at the male/female distribution and the marital status of heads of
households. The experience in other middle income countries and in high income
countries has been that the poorest households tend to have lower male/female
ratios than less poor families (Lipton, 1988). Furthermore, even when the
probability of being among the poorest is the same for women and men, the effect
is usually worse for women who usually face more constraints in terms of work
load (at home and outside), access to education and employment. As a result,
they generally need to put in a larger effort to improve the standard of living

of the family. Similar comments apply to divorced or widowed women who are heads
of households. : '

2.19 Although their focus was not directly on poverty, two recent studies
(Zurayk et al., 1988; Shorter, 1989) indicate that certain groups of women in
urban areas fell clearly in high risk categories in terms of economic
vulnerability. First, many elderly widows seem to be left outside the system.
Most single person households are elderly widows, with a few women who have
divorced and not remarried. Among women aged 65 years or more living in Cairo,
10% live alone. Even the youngest widows have no realistic prospect of making
any but the most casual and intermittent earnings, and the more elderly none
whatsoever, Despite the traditional custom of support for widows through
transfers from family members, even if they do not live in the same household,
many widows in practice are not adequately supported by members of their family.
They are destitute and depend on casual charity from neighbors to survive. Field
reports from charity organizations operating in Cairo reveal that elderly widows
form the single most important client group. Non Governmental Organizations
recognize them as a group prone to poverty and in need of special assistance.

2.20 Members of multiple-person female-headed households constitute a second
group of highly vulnerable persons. According to the official statistics, around
10% of multiple person households living in Cairo have a female head (Table 1,
Annex C). Between 2 and 4% of married women of different ages live alone with
their children. In addition, many de facto female headed households are not
included in official statistics, for example, women married to men whom they
still declare as the head, but who have abandoned them economically in favor of
a second marital household. Another case is when women's earnings support the
household because the husband is unemployed or unemployable through old age,
sickness or disability. In a low income neighborhood in Cairo 9.4% of households

had a woman as the principal earner (Shorter, 1989); almost half these women had
husbands .

Spatial Distribution

2.21 Incomes have always been lower in the rural areas than in the cities,

although the gap has been slowly decreasing. At present, urban incomes are about
46% higher than rural incomes on the average.
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Graph 2.4 Income Differentials Between
Urban and Rural
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2.22 Despite this difference in standards of living, the poor are evenly
distributed between rural and urban areas: 56 to 59% of the poor live in the
countryside whereas the share of the rural population in the overall population
is 56X. Moreover, in the Egyptian case, the distinction between rural and urban
areas 1is less meaningful than elsewvhere because of the high degree of
concentration of the population in the Nile valley and delta. As a result, most
of the rural population lives close to urban areas. Analyzing differences among
regions is therefore more significant.

2.23 The largest concentration of poor people is found in Upper Egypt: 41%
of all poor live in the southern part of the country which accounts for only
29% of Egypt’s population. The second largest group lives in the Delta, although
there the poor are proportionally less represented: 38% for a 45% share of the
Delta in the overall Egyptian population.
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Table 2.3 Geographical Distribution o e Poo

(€3}

T Rural Population Urben Population Total Population

Poor Total Poor Total Poor Total
Cairo/Giza 2.5 5.1 30.6 31.8 11.9 16.2
Alexandria - - 14.6 15.4 6.5 6.4
Delta 42.7 56.7 25.4 29.1 37.8 45.2
Upper Egypt 54.1 38.1 23.0 17.3 41.6 29.5
Canal and 0.7 0.1 6.4 6.4 2.4 2.7
Sinai
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0
Srce: MBS WS
2.24 The incidence of poverty varies considerably across governorates.

(Table 4, Annex B) illustrates the wide range prevailing in both urban and rural
areas as well as within regions. In some rural governorates, the incidence of
poverty can reach as much as 114%1 above the national average, versus 87% in
urban governorates. Most of the governorates with a relatively high degree of
poverty are found in Upper Egypt, as expected. But even within the Delta region,
the governorates of Munufia and Kalyubia show a poverty incidence much higher

than the national average, even though the overall poverty problem is relatively
smaller in that region.

Employment Characteristics

2.25 Any attempt to analyze the employment characteristics of the poor is
constrained by the lack of appropriate data. The population’s ability to meet
basic economic needs is defined in terms of the household unit. Income derived
from employment is an important means to meet these needs in most households.

However, in Egypt, like many countries, employment and labor force activities
are reported for individuals and not for households.

2.26 The fact that an individual is unemployed or out of the labor force
does not necessarily mean that his or her household is incurring economic
hardship. Youths, for example, may be engaged in the search for employment ox
in schooling as members of households where income is provided by the employment
of a father or a mother. A spouse may elect to care for the home while the
partner is employed in business. Even when an individual is reported as employed
this does not automatically translate into the household being able to maintain
a minimum standard of living. This depends on the earnings and the hours of
employment, plus the possibility of other earners in the household.

2.27 Thus, to fully link an individual’'s employment status with the poverty
status of the household requires the reporting of labor force and
earnings activities for the individual as a member of a household. The failure
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of the census or annual labor force surveys to report information in this manner
in Egypt, and in other countries as well, makes it difficult to assess the
ability of households to meet their basic economic needs through employment.®

2.28 Several special surveys related to consumer expenditures and rural
poverty, however, shed some light on this issue in Egypt. The Bank’s study of
poverty using the 1981/82 Household Budget Survey (HBS) provides information on
the employment characteristics of heads of households by poverty status (World
Bank, 1989). This information is limited to occupation and economic sector of
activity. The 1977 ILO survey of rural households in 6 Governorates mentioned
earlier provides additional information on rural poverty and employment (Radwan
and Lee, 1986). The ILO survey includes information on the occupational
structure of households and income from employment.

2.29 The choice of a poverty line in the HBS changes the number of
households in poverty, but the profile of employment characteristics is
relatively insensitive to the poverty line used. Employing the lower of two
alternative poverty lines, the incidence of poverty in urban households is
similar to that in rural households, 22% and 24X respectively. In both urban
and rural areas, employment plays an important role in a household’s ability to
escape poverty. As shown in Graph 2.5, over one-third of the urban and rural
poor heads of households are out of the labor force with no declared occupation.
There are differences in the occupations and economic activities of the poor in
urban and rural areas.

Graph 2.5 Distribution of the Poor by Occupation
of Household Head (%)
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Source: 1881/82 HBS, CAPMAS

' For a discussion of labor market-related economic hardship and methods
for measuring its incidence see Counting the Labor Force, report of the National
Commission on Employment and Unemployment Statistics, Washington, D.C.: U.S.
Govermment Printing Office, 1979.

S
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2.30 In urban areas, poverty is associated with industrial employment and
services. Both include large numbers of public enterprise and government
employees. One-third of the urban poor work in production, transport, and
communications and service occupations. Agricultural workers account for only
102 of the urban poor. The importance of industrial and service employment is
reflected in the profile of the urban poor by sector of economic activity. In
Graph 2.6, manufacturing industries employ nearly 13X of the urban poor. The
majority are public enterprises. In the service sector, public and private
social services account for more than 17X of the urban poor. This is mostly
government employment. Another 11X are employed in food establishments and
hotels in the tourism sector.

Graph 2.6 Distribution of the Poor by
Economic Activity
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2.31 Not surprisingly, poverty in rural areas is linked closely to

agriculture. Among the rural poor, nearly 40% are agricultural workers, and
another 10% are self-employed which includes farm owners. The self-employed in
rural areas have a much higher relative incidence of poverty than the self-
employed in urban areas. In rural areas, the self-employed represent slightly
over 6% of households, but 10% of the rural poor. By comparison, in urban areas
the self-employed comprise over 12% of households, but slightly less than 9% of
the urban poor. The problems of the self-employed in rural areas are evident
in the sizeable share of the rural poor employed in unclassified activities,
8.5%, many of which are doubtless small enterprises in the informal sector.

2.32 The relative incidence of poverty described for the urban and rural
self-employed is shown in Table 2.4 along with ratios for other occupations.
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Table 2.4 - Relative Incidence of Poverty b ccupation of Household*

P I T N T I e R R I R A I I I R I

Occupation Urban Rural
Self-employed 0.7 1.6
Administrators and Directors 0.1 0.1
Clerical 0.5 0.3
Sales 0.9 0.6
Service 1.3 0.7
Agriculture 1.3 0.8
Production, Transport, and

Communications 0.7 0.6
Unclassified 2.4 1.1
Qutside Labor Force 1.6 1.9

B R T T T T T I I T T I L L I N R L L

*  Occupational share of total household poverty divided by occupational share of total households.

Source: 1981/82 HBS, CAPMAS

Poverty is concentrated among low-skilled and marginal activities. Occupations
with an above average share of urban household heads in poverty include service,
agriculture, and unclassified workers. Household heads who are out of the labor
force with no declared occupation are also over-represented among the urban poor.
A similar picture emerges for household heads out of the labor force in rural
areas along with unclassified workers and the self-employed. Unclassified and
other sector activities have more than their proportionate share of household
heads in poverty in both urban and rural areas (Table 7, Annex B).

2.33 The ILO survey provides a more extensive look at the employment
characteristics of the rural poor. Even though this profile is over a decade
old, it is consistent with the picture of employment provided by the HBS four
years later which shows that non-agricultural activity is an important feature
of the Egyptian rural economy and that agricultural employment is a major source
of rural poverty.

2.34 One of the main findings of the survey is the existence of two
significantly different sub-groups within the poor: the chronic poor,
representing the poorest 10%¥ of the rural population, and the poor who are
economically active. The first group, corresponding to the earlier definition
of the ultrapoor, stands out as a hard-core poverty group of households with a
high level of dependence on transfer payments: 48% of their income is from
remittances, the proportion being as high as 80X for the poorest 2%.
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2.35 With regard to the bulk of the poor, the distribution of the rural
labor force by occupation of household head in Graph 2.7 reveals that farmers
and farm laborers accounted for 59% of the rural poor. This percentage is higher
than that found for the rural poor in the HBS. However, the HBS included persons
not in the labor force in calculating this percentage. If the HBS occupational
profile were limited to those in the labor force, agricultural workers would
account for nearly 63% of the rural poor, a figure reasonably close to that above
for farmers and farm laborers considering possible differences in occupational
classification.

Graph 2.7 Distribution of Rural Labor Force
by Occupation of Household Head
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2.36 Household heads in poor and non-poor households in rural areas display
similar labor force participation patterns. This suggests that differences in
incomes do not flow from the failure of the poor to engage in employment or
search for work. Refined activity rates for both groups were calculated by
dividing the rural labor force, excluding wives, by the population 6 years of
age and over. The results show an activity rate for poor households of 40% and
for non-poor households of 39%. These rates are low by international standards,
but they reflect the presence of large numbers of youths in the Egyptian
population,

2.37 Since both groups participate in the labor force at roughly the same
rate, the difference in their incomes is attributable to skill 1levels, the
utilization of these skills, and the compensation earned. Some evidence of these
differences is found in a comparison of the occupational distribution of
household heads and average household income by occupation of both groups.
Differences in the skill mix are reflected in relatively more of the rural poor
holding low-skill employment as farm laborers, while a larger share of the non-
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poor are government employees. With employment guarantees, the latter tend to
be secondary or post-secondary graduates.

2.38 The importance of the observed differences in average household incomes
is enlarged when the age structure of the two populations is considered. The
poor in rural areas support a proportionately larger number of youths than the
non-poor. Youths under 15 years of age represent 48% of the population in
poverty households and only 40% of the population in non-poverty households.

This is reflected in a dependency ratio that expresses the number of dependents
(youths under 15 years of age, adults over 65 years, students, disabled, and the
unemployed) in the household as a ratio of the total rural labor force, excluding
wives. For poor households this ratio is 2.8 compared with 2.4 in non-poor
households. The ratio varies randomly across occupations of household heads.

2.39 Both surveys while providing information on the employment activities
of household heads fail to describe the activities of other household members.
This precludes answering the question how many households require a second
earner’s income to escape poverty. In a partial response, the presence of child
labor is frequently seen as an indicator of household poverty. Compulsory
schooling in Egypt extends to 15 years of age, although it is legal to work at
12 years of age and older. The full extent of child labor is difficult to
assess. Under 12 years of age it is illegal to work which discourages accurate
reporting. Also, much of the work of children is intermittent which is difficult
to capture in surveys. Children who work and attend school, moreover, are
excluded from the labor force by the census.

2.40 The census estimate of child labor, as a result, is nearly 1 million
less than that of the annual labor force survey. The 1984 annual labor force
survey, the most recent available, counted as employed or looking for work nearly
1.5 million youths between 6 and 15 years of age. Slightly over 1 million were
under 12 years of age. Two years later, in 1986, the census measured a half
million youths between 6 and 15 years of age in the labor force with half this
number under 12 years of age. By excluding those in school, the census estimate
is probably a good measure of the core number of children facing economic
hardship. Children under 12, as measured by the annual labor force survey, have
been increasing as a percentage of the total labor force, rising to 7% in 1984.
Seventy percent were in rural areas. This pattern reflects demographic trends
in the context of household poverty.

2.41 Two main conclusions emerge from this profile of the employment
characteristics of the poor, First, with the exception of the ultrapoor who are
heavily dependent on income transfers, the poor and the non-poor have an equal
commitment to employment as a means to meet their basic economic needs. It is
the outcome of this experience in earnings that separates the two. Second, there
are important differences in the employment profiles of urban and rural areas.
Poverty alleviation strategies will need to consider these differences.

"H
kg
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Poverty and Basic Needs Satisfaction

"Everyone has the right to a standard of living adequate for the health
and well-being of himself and Bis family, including food, clothing,
housing and medical care and necessary social services, and the right
to security in the event of unemployment, sickness, disability,
widowhood, old age, or other lack of livelihood in circumstances beyond
his control™®.

Universal Declaration of Human Rights, Article 25

2.42 Another way of measuring poverty is to look at outcome indicators
describing how the poor live, i.e. what kind of material hardship they are
confronted with and how they are able to meet their most fundamental needs. Five
key aspects need to be explored in this perspective: protection from
malnutrition; protection from death and diseases; access to adequate shelter;
access to safe water and sanitation; and protection from ignorance.

Malnutrition

2.43 Ensuring the food security of the population has historically been a
major priority of the Government of Egypt. This concern for the nutritional
welfare of the population is reflected in the food consumption profile of the
country. From 1970 onward, the food availability per capita has increased
steadily in Egypt with caloric availability reaching 3390 calories per capita
in 1980 (Table 1, Annex E). Per capita food availability has remained at that
level since the early 1980s,

2.44 The food availability in Egypt is comparable to levels in developed
countries and far exceeds the average availability for developing countries (2150
calories/capita) as a whole. Even comparing the food availability to only other
countries in the region, the levels of consumption in Egypt are superior to
Morocco, Tunisia and Turkey.

Graph 2.8 Daily Calorie Supply Per Capita
Selected Countries of the Region
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2.45 Food availability per capita can overestimate actual consumption since
no account is taken of waste, non-human consumption of food, etc. However a 1981
survey of actual food intake of the population also showed levels of consumption
in excess of requirements; on average, caloric intake per capita was 2843 and
protein intake 96 grams per capita. This represents 103X and 117X of energy
and protein requirement respectively.

2.46 However, while these per capita levels of food intake seem high for
the population as a whole, the data by themselves are misleading since there are
significant portions of the population with inadequate energy intakes.
Approximately 35X of the population consumes less than 2,000 calories per capita.
The problem of inadequate consumption is slightly worse in the rural compared
to the urban areas of the country.

Table 2.5 Average Percentage Distribution of Families
According to Levels of Caloric Intake

(%)

No. of Calories (Cal/Head/Day)

Families <1500 1500- 2000- 2500- 3000- 3500-
Urban 3780 14.8 18.3 20.4 17.2 11.7 17.6
Rural 2520 19.7 18.8 18.0 16.7 10.4 16.4
Total 6300 16.8 18.5 19.4 17.0 11.2 17.1
Source: Galal and Amine, 1984.
2.47 On average Egypt has done well in safeguarding the food security and
making gains in the health profile of the population. However, the decreases

in infant and child mortality over recent years have not been paralleled by an
equivalent improvement in nutritional status (CAPMAS and UNICEF, 1988). Data
from a 1978 National Nutrition Survey were compared to a follow-up survey
conducted nine years later in 1986. The original 1978 survey data are presented
in two ways, first for the 1978 sample as a whole and secondly only for the 34
sites that were surveyed again in the 1986 study.
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Table 2.6 Prevalence of Malnutrition®

(%)
National Survey 34 sites
1978 1978 1986
Acute undernutrition ) 2.3 2.9 7.0
Chronic undernutrition 21.2 26.5 24,1
Comez classification 47.0 52.0 47.0

(1st, 2nd and 3rd degree)

Source: CAPMAS and UNICEF, 1988

The data indicate that between 1978 and 1986 the levels of chronic undernutrition
stayed about the same. However the prevalence of acute undernutrition appears
to have increased. One note of caution in interpreting the information from the
two periods is warranted; some of the difference in prevalence of acute
undernutrition may be due to a seasonality effect. The 1986 survey was conducted
in the summer months when acute undernutrition tends to be higher in Upper Egypt
but not in Lower Egypt (Galal and Amine, 1984). A conservative interpretation
of the 1978/1986 comparison is that nutritional status has not improved between
the two time periods. Alternatively, the data might also indicate that the
nutritional status of preschool age children has deteriorated. In either case
there is room for substantial improvement in the nutrition situationm.

2.48 The pattern of growth retardation varies by age of the child. Table
2.7 presents anthropometric data from the 1978 National Nutrition Survey
desegregated by age groupings.

Table 2.7 Malnutrition in Preschoolers by Age Category
(Based on weight-for-age)

Weight-for-Age

% of Median
Months Severe Moderate
6 - 11 2.5 8.4
12 . 23 1.8 16.7
24 - 35 0.5 7.9

2 Acute undernutrition equals weight for height less than 85% of standard.
Chronic undernutrition equals height less than 90% of standard. Gomez:
lst degree equals weight/age 75 to 89%; 2nd degree equals weight/age 60
to 74%; 3rd degree equals weight/age less than 60%.
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Table 2.7 (Cont’'d)

Weight-for-Age

%4 of Median
Months Severe Moderate
36 - 47 -- 4.5
48 - 59 -- 3.5
60 - 71 -- 3.5
Total 0.8 8.0

Source: CAPMAS and UNICEF, 1988.

Moderate and severe malnutrition, as evidenced by low weight for age, is most
pronounced in the 12 to 23 month old child. Extensive data (Capmas and Unicef,
1988) indicate that much of the documented malnutrition is due to a combination
of poor weaning and breastfeeding practices, and high rates of morbidity
including diarrhea. Poor health and sanitation practices are linked to poverty.

2.49 Breastfeeding remains the norm in Egypt with over 90% of mothers
initiating breastfeeding. By six months of age, however, 25% of the mothers have
stopped breastfeeding their infant (Galal and Amine, 1984). Infant mortality
in Egypt is significantly higher in infants who are not breastfed (CAPMAS and
UNICEF, 1988); infants who are breastfed are also less likely to be malnourished.

2.50 Malnutrition rates in preschoolers also vary by geographic area in
Egypt. Both wasting (low weight-for-height) and stunting (low height-for-age)
are more prevalent in rural than in urban areas. 1In addition, preschooler
malnutrition is significantly worse in rural Upper Egypt compared to rural Lower
Egypt. For example, 12.9% of preschoolers are moderately and severely
malnourished in rural Upper Egypt compared to 8.4% in rural Lower Egypt. Cairo
and Alexandria have higher rates of malnutrition than other urban areas in the
country.

2.51 Despite the fact that household food availability is, on average,
greater than 100% of needs, childrens’' energy intakes are low. Food linked
malnutrition in children has been related to maldistribution of food within the
household rather than an absolute deficit in household food supplies; 65% of
preschoolers consumed less than 90% of their caloric requirements. Similarly,
79% of school-aged children consumed less than 90X of thelr energy requirements
(Hussein et al, 1978). These apparently low caloric intakes in school age
children exist in tandem with a growing problem of obesity of school age
children, particularly girls.

£
I
!
!
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2.52 One nutrition related problem which often receives less attention
than protein-energy malnutrition is anemia. The anemia rates in Egypt for women
and children are alarmingly high. The data from Table 2.8 indicate that 38.4%
of preschoolers are anemic with 11.2% severely anemic. Anemia is most prevalent
in the 12 to 23 month old child, the same age group that is also most likely to
be growth retarded.

Table 2.8 Prevalence of Anaemia

among Preschool Children by Age Group

x
National Survey 34 Sites

1978 1978 1986
6 - 11 57.3 77.8 74.4
12 - 23 59.4 57.8 60.4
24 - 35 41.1 44.8 56.0
36 - 47 31.9 40.7 48.3
48 - 59 16.6 27.2 38.5
60 - 71 12.8 33.3 35.1
Total 38.4 48.0 51.6
Source: Capmas and Unicef, 1988

2.53 The profile of anemia in women is equally serious. Graph 2.9 shows

that 22.1% of pregnant women and 25.3% of lactating women are anemic. Not
surprisingly, infants born to anemic women are more likely to also be anemic
(CAPMAS and UNICEF, 1988) and thus start off life already nutritionally
disadvantaged.
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Graph 2.9 Prevalence of Anemia Among Mothers of
Different Physiological Status
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2.54 For young children anemia is caused by a combination of poor diet,
parasitic infections and, in some cases, a genetic predisposition. In addition
to the obvious health consequences, anemia also influences the cognitive
development of the child and dampens the impact of educational investments on
the child.

Health

2.55 As measured in terms of mortality and morbidity, the general health
of the entire population has steadily improved during the last two decades, with
progress in child survival being more accentuated since 1980. However, the
beneficial effects are unevenly distributed, with urban areas being more favored
than villages, and with the health conditions of the high and middle income group
improving faster than those of lower income, some of the very poor remaining
totally untouched.
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2.56 Notwithstanding the great improvements in child survival achieved
so far, infant mortality (first year of life) remains still high at 60 per
thousand (adjusted rate)®. Similarly, with a child mortality rate (l-4 age
group) of 7.4 per thousand and a survival ratio of 87.1, the situation in Egypt
is relatively worse than in most other Middle East and North African countries.

(Table 1, Annex F) presents the evolution of the infant and child mortality
rates between 1970 and 1987.

2.57 Many of the deaths of Egyptian babies and children could be
prevented, as evidenced by the pattern of infant and children deaths which is
characterized by the predominance of the three following causes: complications
of pregnancy, acute respiratory infections and diarrheal diseases (Graph 2.11).
The leading cause of neonatal deaths (50%) is complication of pregnancy such as
neonatal tetanus, birth trauma.and low birth weight. Diarrheal diseases and

acute respiratory infections account for more than half the total infant deaths
and two-thirds of child deaths.

2.58 Considerable inequalities exist in infant and child mortality by
region. The risk of death at birth is five times higher in rural areas than in
urban and 4.7 times greater in Upper Egypt than in other parts of the country.
In terms of child mortality, the urban governorates measure the most favorable
rates (3.5) while rates are more than three times higher (11.1) in Upper Egypt.

Table 2.9 Infant and Child Deaths by Regions

Region Infant Mortality Child Mortality
(per thousand) (per thousand)
Urban Governorates 44 3.5
Delta 43 5.6
Upper Egypt 91 11.1
Frontier 42 4.3
National 60 7.5

Source: Ministry of Health

The differences in infant and child mortality across individual governorates are
even more striking (Table 2, Annex F).

Delays in birth registration result in some inaccuracy, because
deaths occurring before registration often remain wunreported.
While under-registration is minimal in Cairo and moderate in urban
areas, it is fairly substantial in rural areas (Rashad, 1988).
Official rates therefore tend to underestimate the degree of
infant mortality and have to be adjusted accordingly.
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Graph 2.10 Infant and Child Mortality

by Cause of Death
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2.59 There is clear evidence of a close link between socio-economic status
and child mortality. Data from the Egypt Fertility Survey demonstrate the strong
effect of household income on childhood mortality (Ismail et al, 1988).
Households living in crowded conditions (3 or more persons per room) have higher
child mortality rates (Capmas, 1988). The highest mortality rates are found in
those governorates which present the largest concentration of low income
families.

2.60 Infant and child mortality rates are significantly higher for girls
than for boys (Makinson, 1986). This pattern holds true for the various causes
of death. Data from nutritional surveys, observations on medical practices and
the reduction in birth intervals after the birth of a girl all indicate a clear
differential treatment of children based on sex within households.

2.61 In the adult population, maternal mortality related to complications
of pregnancy remains the leading cause of death among women of reproductive age.
The Ministry of Health reports a constant rate of 0.8 deaths per thousand live
births during the period 1981-1985.

2.62 Morbidity in Egypt is characterized by the predominance of chronic
infectious and parasitic diseases. The poorest section of the population is
usually the group most exposed to these highly debilitating disorders. Bilharzia
{Schistosomiasis) remains one of the most serious public health problems.
Carried by blood flukes and transmitted by fresh water mollusks which thrive in
polluted water, the disease is acquired by wading, bathing, or washing clothes
in the Nile River and its tributaries--or by drinking the infested water. Two
clinical types coexist in Egypt: the urinary (S. Haematobia) with a prevalence
rate of 7.3% in Upper Egypt and the intestinal (S. Mansoni), with a very high
prevalence rate in the Delta: from 20 to 53% depending on the governorate (Table
3, Annex F). Bilharzia has grave clinical manifestations involving tract
diseases, bladder cancer, liver failure and dysfunction of the portal circulatory
system.

2.63 Leprosy, with an estimated overall prevalence of 4.1 per thousand
remains of high endemicity in Upper Egypt and of moderate endemicity in Lower
Egypt. Prevalence in the slums of Cairo and Alexandria remains unknown.

2.64 Pulmonary tuberculosis is still a serious problem. Persistent
government efforts have succeeded in reducing the incidence of open cases but
overcrowding, poor sanitary conditions and inadequate nutrition are responsible
for maintaining a low endemicity among the underprivileged groups, estimated at
20 new cases per 100,000 inhabitants.

2.65 Unsafe water supplies in the rural areas and in urban slums favor
the occurrence of acute enteric infections such as typhoid, paratyphoid and
infectious hepatitis. These remain endemic with limited occurrence of sporadic
outbreaks. Similarly, improper disposal of human excreta is responsible for the
widespread problem of various intestinal parasites, the most serious being
amoebiases which remains endemic throughout the country. Hookworm infestation
is reported to be present in about half of the preschool and school children.
It contributes to severe anemia commonly found among children, pregnant women
and lactating mothers.
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2.66 To conclude this analysis of the impact of poverty om health, it

should be emphasized that, even though most data available are related to
mortality aspects, the primary concern in terms of health of the poor should be
the crippling effects of disability on the living poor. The majority of the poor
who survived childhood are condemned to drift through life in a state of chronic
ill-health and debility which sets them apart from other groups and limits their
participation in normal social and economic life.

2.67 Disability syndromes prevalent in the Egyptian context include
difficulties in working and productivity, seeing, speaking, hearing, writing,
walking, learning, and many other functions. Malnutrition among children has
compounded effects on the physical well-being and productive capacities of
adults. Schistosomiasis is a disabilitating disease due to the extensive
involvement of the intestine, liver and bladder. 1In urinary schistosomiasis,
vhich is prevalent in Upper Egypt, urination becomes painful and there is
progressive damage to the bladder, ureters and kidneys. In intestinal
schistosomiasis, there is progressive enlargement of the liver and spleen as well
as damage to the intestine. Work performance is constrained by diarrhea and
abdominal pains. Trachoma affects millions and causes varying degrees of sight
impairment and blindness. Even a simple problem like the lack of spectacles for
children in school can turn a remediable impairment into permanent disability.

Access to Safe Water and Sanitation

2.68 Population access to water services has improved significantly over
the last decade. However, the lack of access to safe water for many households,
especially in rural areas, and the poor quality of the service at times pose a
considerable, if not the most important, threat to the welfare of Egypt’s
population.

2.69 The 1986 Census offers information on the type of water source
available in dwellings in both urban and rural areas. In urban areas, the vast
majority of households (92.4%) has access to piped public water systems. In
rural areas, however, only a little over half the total number of dwellings
(55.9%) are connected to public water systems. In Upper Egypt, only 427 are
connected. Furthermore, other Census data show that only 29% of rural buildings
are connected to piped systems. 1In view of these statistical inconsistencies
and based on complementary information obtained through field visits and
interviews, there is reason to believe that the 55.9% is a very optimistic
figure.
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Graph 2.11 Dwellings by Source of Water
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2.70 Rural households who are not connected to public water systems get

their water from deep and shallow wells or surface waters, including the Nile
and irrigation canals. The use of shallow wells, most common in Upper Egypt,
and surface waters, most common in the Delta region, pose the gravest health
hazards because these water sources are easily contaminated or are already
polluted. The lack of maintenance equipment, the existence of broken pipelines,
and shortages of chlorine have meant that many water systems, especially small
ones outside largé urban areas, are frequently supplying contaminated water.
In some instances, public water systems have pumped water directly from the Nile.

2.71 The situation is even worse for sewage systems. In Egypt as in many
other developing countries, the coverage of sewage services lags considerably
behind that of water services. The Census does not report household access to
sewer lines. It appears that sewage systems are non existent in rural Egypt,
and that only a small proportion of rural households have access to latrines.
Stables and open fields are used for personal relief. In urban areas, around
one third of households have no access to flush waste disposal (sewer lines or
septic tanks), and most sewage lines and treatment plants are in a poor state
of repair and working to over capacity. Thus, a substantial fraction of the
Egyptian population, which is likely to include most of the poor, live without
access to hygienic waste disposal systems.
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2.72 The lack of access to safe water and adequate sanitation constitute
the main reason behind the large incidence of water-borne diseases such as
infectious diseases, parasites and related illnesses in Egypt (Par. 2.65). Rural
areas with the most acute water problems, such as Upper Egypt, also exhibit the
highest morbidity and mortality rates,

"Provision of piped water to the dwelling is associated with
higher survival probabilities during early childhood.

In contrast, children in households relying on water from
public faucets experience lower survival probabilities

at this age."

(Hallouda et al, 1988, p. 308)
Shelter

2.73 Housing is among the most neglected socio-economic sectors in Egypt.
Widespread rent controls have practically frozen official rental prices since
the mid-1960s. After a quarter of century of such government policy, the housing
situation has become serious, characterized by the four following problems.
First, there is a serious shortage of rental housing combined with poor
maintenance or no maintenance at all of existing units. Second, new housing
units are being built almost exclusively to be sold so that the stock of rental
housing units is not growing. Furthermore, most new housing units are sold at
a prohibitive price. For over three-fourths of the population, the price of a
standard new dwelling in an urban area exceeds one hundred times their annual
income. Third, a black market for new rental units has developed, in which
tenants pay large up-front sums in the form of "key money". Fourth, there is
an excessively high vacancy rate of housing units in the face of a severe housing
shortage.

2.74 The 1986 Census reports a total stock of 11.3 million housing units
in Egypt. Approximately 52% of these units are located in urban areas and 48%
in rural areas. The Census data on housing units by type indicate that an
important share of dwellings are substandard. “"Separate rooms" are defined as
rooms used for habitation and not provided with special facilities, typically
found on roofs or in courtyards. "Rural houses" are usually built of clay and
equipped with an animal shed. The "marginal residential places" are generally
considered as units not intended for habitation. These units include tents,
cemetery yards or fixed vehicles. It should be noted that the figure for
marginal residential places in urban areas (61,000 units) seem to be grossly
underestimated in the light of numerous press reports on the growing squatter
population of the City of the Dead in Cairo (Waterbury, 1982).
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2.75 Census data on the average number of people per housing unit and per
room reveal a situation of overcrowding. In 1986 the average number of people
per housing unit was 4.9 and the average number of persons per room was 1.5.
Unofficial estimates show significantly higher levels for these two indicators,
owing to the fact that many of the housing units included in the Census
computation of the averages are substandard or entirely inadequate for human
habitation. Also, many of the units and/or rooms have been subdivided at least
once.

Graph 2.12 Distribution of Housing Units by Type (%)
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2.76 The present situation of housing shortage, which explains the
relatively high proportion of substandard housing units and the problem of
overcrowding, is the result of many years of insufficient investment in the
context of rapid demographic growth. Between 1960 and 1979, the supply of new
housing units was only 700,000 while the population of Egypt almost doubled, from
26 to 40.8 million. During the first five-year plan (1982/83 - 1986/87), the
rhythm of construction accelerated, with 812,000 new units built in that period.
But this improved performance was barely enough to keep up with the additional
population of 4.1 million, let alone to absorb part of the deficit.
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Graph 2.13 Housing Deficit
{Figures in Thousands)
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2.77 At the same time, there are an estimated 1.8 million vacant housing
units overall. This represents a vacancy rate of 17.3 percent in urban areas
and 15.9 in rural areas. These vacancy rates are surprisingly high in the
context of the housing shortages which have been reported almost throughout
Egypt. They reflect the existence of a substantial inventory of unsold units
due to the high price of land and to the fact that rent controls have led
homeowners and landlords to hoard housing for future needs of family relatives.

2.78 The standard economic indicators used to measure living standards
do not reflect the decrease in welfare linked to the housing situation. For
example, the housing component of the consumer price index is essentially based
on the official, frozen rental rates and does not incorporate either the "key
money" cost or other forms of black market payments for rental units nor the high
price of new dwellings for sale. Nevertheless, there is enough evidence that
the housing shortage in Egypt has a significant negative impact on the welfare
of low income households. 1In addition to hurting the poor, the unavailability
of affordable housing has affected also many middle income households, specially
younger households residing in urban areas. The housing shortage has been
especially hard on young couples not fortunate enough to inherit a rent-
controlled apartment.
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2.79 To cope with the housing shortage, the poor and middle income
households frequently have built their own substandard units in squatted public
land, with the tacit or reluctant approval of the public authorities. In these
situations, households do not have ownership of the land and only the structures
are bought and sold. Shorter (1989) describes how poor households in Cairo have
settled in areas lacking water, sewage, garbage collection and basic social
services, and have to travel outside the settlements to buy subsidized food.

2.80 A second way of coping with the housing shortage has been to add to
existing structures, converting one or two story buildings into high rises.
Sometimes additions consist of simple rooms built in the yards or on the roof
of the buildings. The additions typically violate building codes for safety,
and hygienic conditions. A third method of coping with the housing shortage has
been to subdivide existing units making two and sometimes three apartments out
of one. The internal conditions of some of these units have been described as
"inconceivable" (El Safy, 1987). In some instances, rooms were built below the
staircase, kitchens had been partitioned to include toilets without separation
from the kitchen, and the latrines were overflowing due to overcrowding and poor
maintenance.

2.81 A consequence of the housing shortage has been to postpone marriage.
In some instances, couples get married but continue to live separately with their
respective parents. Many other couples start married life with parents or other
relatives. 1In Cairo, one-third of all couples start married life with parents
(Shorter, 1989). When children are born, this percentage declines, but 27% of
couples with 3 children or more still live with parents. In rural Egypt, over
40 percent of couples start married life with parents. In the recent past, the
only hope for many couples of moving into their own dwelling has been for the
husband to migrate to the Gulf States for a number of years and to save enough.

2.82 Egypt’s housing shortage has caused in urban areas a reversal in
trend from the nuclear family back to the traditional extended family, although
in a distorted way (El Safy, 1987). Many nuclear families have been forced to
live together with little else in common than the place of residence, thus
lacking the cohesiveness of the traditional extended family. Household
activities such as cooking and eating are fragmented while the high level of
crowding is a constant source of tensions.

Education

2.83 Soon after the 1952 revolution, the government embarked on a policy
of education development which has never wavered since. Increasing resources
have been devoted to build up the education network and enrollments have grown
rapidly at all levels. The number of children in primary education increased
from 1 million in 1952 to close to 7 million in 1989 at an average annual growth
rate of 5.1% (Table 1, Annex H). Secondary education enrolments increased from
154,000 to 3.8 million, with a 9.1% growth rate. In higher education, enrolments
by 7.1% a year, from 37,000 to about half a million today.
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2.84 But despite this tremendous progress, education expansion has not
entirely kept pace with population growth. As a result, illiteracy remains high
and & non-negligeable proportion of school-age children have been left out. In
1986, 17.3 million people representing about half of the population age 10 or
above were classified by the Census as not able to read and write. The absolute
number of illiterate people has actually increased since 1976, when it was 15.1
million. The female illiteracy rate is even higher: 62% versus 38% for men.

Graph 2.14 llliteracy in Egypt
(Age 10 and Above)
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2.85 Between 1966 and 1986, the primary school enrolment ratio at age 6
grew from 72 to 90% (Table, Annex). For the larger group of primary school age
population (6-11), the enrolment ratio increased from 70 to 81%. However, this
image of overall progress hides important variations in enrolments between girls
and boys. For girls, the enrolment rates for the age 6 and age 6 to 11 groups
were 82% and 74% respectively in.1986. Girls constitute only 435% of total
enrolments in primary education, which is the same figure as in 1966. Graph 2.15
illustrates the evolution of the total number of out-of-school children
distributed by sex, representing the sum of those who have never been schooled
and of those who entered primary school but dropped out before finishing.
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Graph 2.15 Children Out of School
(Age 6-11)
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2.86 As with other dimensions of poverty, the incidence of illiteracy

varies considerably across governorates. Table 2.10, which looks at the regional
differences in educational development in rural Egypt, exemplifies these
differences. The most disadvantaged governorates are found in Upper Egypt
(Fayoum,Beni-Suef, Sohag, Minya) and the Delta (Dakhaliya, Qualioubiya).

Table 2.10 Regional Differences in Educational Development

(1986)
Incidence of Female
Governorates Rural Poverty Illiteracy

%)

Cairo - 39.2
Alexandria - 41.8
Port Said - 39.1
Suez - 44 .4
Damietta 5.5 50.5
Dakhaliya 19.6 60.8
5 40.6

Sharkia 21.

e
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(Table 2.10 cont‘’d)

Incidence of Female
Governorates Rural Poverty Illiteracy
%
Qalioubiya 31.8 61.0
Kafr E1 Sheikh 15.6 73.1
Gharbiya 17.1 61.3
Menoufiya 25.6 63.9
Beheira 11.4 72.0
Ismalia 10.8 38.5
Giza 10.6 56.1
Beni Suef 51.8 78.4
Fayoum 34.0 79.0
Minya 41.3 79.2
Assiut 35.3 76.0
Sohag 25.1 79.7
Qena 21.4 78.7
Aswan 24.9 58.5
Red Sea - 8.7
New Valley - 50.7
Matrouh - 76.4
Sinai - 63.2
Source: 1986 Census, CAPMAS
MOE reports
2.87 These regional data on enrolments and illiteracy show a strong

correlation between poverty incidence and low levels of educational development.
This pattern is confirmed by a 1979 study prepared by the Joint Egyptian-
American Team which documented the link between socio-economic level and access
to primary education. It is safe to assume that a high proportion of children
from poor communities have no access to school or leave school very early, with
a likely relapse into illiteracy. Being illiterate has far-reaching and lasting
negative consequences for the poor. Not only does it imply a denial of the right
to be protected from ignorance, but it also involves a lack of access to
productive skills and, as a corollary, income-earning opportunities.
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2.88 The matrix below summarizes the most salient features of the poverty
problem in Egypt.
POVERTY MATRIX

U Dmrcators  EURAL POPULATION  URBAN POPULATION NATIONAL
Proportion of Poor (1) 2.2 225 aa
Proportion of Ultra Poor (%) 12.8 10.8 n.a
Malnutrition (%) 19.7 14.8 16.8
Infant Mortality (per thousand) n.a n.a 60.0
Child Mortality (per thousand) n.a n.a 7.4
Lack of Safe Water (X) 44.1 7.6 26.9
Poor Housing (%) 29.0 21.0 24.9
Illiteracy (%) 61.2 35.3 49.4

2.89 Beyond the picture depicted by these telling statistics, it is

important to emphasize the following points to be taken into account in designing
an appropriate poverty alleviation strategy:

women and children are among the most vulnerable groups; poor
children, in particular, are exposed to difficult living
conditions (lack of protection from malnutrition and preventible
diseases), have no or limited access to school, and are put to
work at a young age;

Upper Egypt is the poorest region in the country, together with
Kalyubia, Gharbia and Munufia governorates in the Delta region;

in the rural areas, the poor are either farmers with no land or
little land or agricultural laborers; in the cities, poverty is
associated with industrial employment and services, including a
significant number of government employees and for the urban
self-employed, poverty is concentrated among low-skilled and
marginal activities; and

there is a smaller group of ultrapoor (10 to 13%), including
widows, older, sick and disabled people, heavily dependent on
direct income transfers.

2.90 Analyzing the characteristics and the standards of living of the
poor is a first step toward understanding poverty. But output indicators alone
cannot explain why poverty has persisted. It is only by examining the

determinants of income generation and distribution that the causes of poverty
can be highlighted.
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lil. The Roots of Pov

Introduction: Evolution of Income Distribution

3.01 In the absence of specific surveys and data on income distribution,
measures of inequality in Egypt can only be based on information from the various
household expenditure surveys. However, by definition, estimates of income
distribution based on expenditures data are bound to understate the real degree
of inequality as the share of savings in total income increases with the level
of income. '

3.02 The distribution of income that can be derived from the 1981/82 HBS
reveals that, in rural areas, the richest 20X of households receive 44% of total
income while the poorest 20X have only 6X%. In urban areas, the proportions are
40% and 7.5% of total income respectively. Thus, the degree of inequality is
relatively less in the cities than in the countryside.

Graph 3.1 Distribution of Household Expenditures
in 1981/1982
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3.03 Despite small fluctuations during interim years, income distribution

has remained fairly stable over the last thirty years. As indicated by both the
Gini coefficient and the Theil measure, the degree of inequality decreased
between 1958 and 1964, increased up to 1974, and declined again between 1974 and
1982 (Table 9, Annex B). The overall situation was marginally better in 1982
than in 1958. This is a substantial achievement in view of the external and
internal difficulties and the important changes experienced by Egypt since the
1952 revolution.
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3.04 Overall, Egypt has a more egalitarian income distribution pattermn
than many countries, both developing and industrialized. Out of 44 countries
for which data on the degree of inequality are available, inequality being
measured by the ratio between the share of income of the richest quintile over
the share of the poorest quintile, Egypt’s position is 1l4th. While the ratio
is 7 to 1 in Egypt, it is for example, 18 to 1 in Zambia, 16 to 1 in Turkey, 11
to 1 in Argentina, 8 to 1 in Korea and in the United States, 6 to 1 in the UK
and Finland, and 4 to 1 in Japan (Table 3, Annex A).

3.05 _The relative improvement in income distribution over the last decade
reflects the combined impact of overall economic growth and the government’s
distributive policies. Examining the patterns of creation and distribution of
wealth should throw light on the respective contribution of these two elements
and on the main causes of poverty in Egypt.

3.06 As Milton Friedman (1962) writes, income is given "to each according
to what he and the instrument he owns produces". Indeed, income has two major
sources: gains from ownership of physical means of production and the
remuneration of labor. Understanding the determinants of inequality and poverty
requires therefore data on the relative income share of each production factor
and information on the relationship between the functional income distribution
and the size-distribution of income. In the case of Egypt, the scarcity of data
in general and of recent data in particular makes it difficult to draw definite
conclusions. Thus, the following remarks on the evolution of the overall share
of wages in national income are at best tentative.

3.07 Table 3.1 presents different measures of the relative evolution of
property and labor income based on national account estimates. Though
incomplete, the data give some indication of the share of wage income outside
agriculture, as a proportion of GDP at factor costs, and as a percentage of total
private income.

Table 3.1
Evolution of Share of Wages
%)
Total Private Income
Year Non-Agricultural Total GDP Domestically Including
Sector At F.C. generated Remittances
1974 42.4 52.9 54.3
1975 43,2 55.1 57.5
1976 44,7 37.4 61.3
1977 ) 45.0 ( 44.1 57.1 61.3
1978 ) ( 43,0 56.5 63.%
1979 36.9 42.9 58.5 64.8
1981/82 42.1 44 .6
1986/85 39.0
1986/87 42.3

Socusse: World Bank Data, Hansen, 1980
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Between 1974 and 1986, the share of wage income in total GDP remained fairly
stable while, at the same time, the share in private income rose markedly, even
excluding remittances. As noted by Hansen (1990), this difference is due to the
rapid growth of 0il revenues and revenues from shipping traffic in the reopened
Suez Canal. In spite of the shift towards wage income observed in the
distribution of private income, the overall distribution of income has not
changed between the 1974 and 1981 HBS. One hypothesis put forward by Hansen
(1990) is that the process of distribution within wage income and profits might
have been stronger than the distribution between profits and wages.

3.08 To analyze the causes of poverty, this chapter examines the impact
of the distribution of assets, the relationship between employment and poverty,
and the effects of the government’s direct and indirect transfer programs.

Assets and Poverty

3.09 Information about the distribution of assets and wealth in Egypt is
very scarce. Besides data on land distribution that are available from the
Ministry of Agriculture, the 1977 ILO survey (Radwan and Lee, 1986) is the only
source with detailed data on the link between income distribution and poverty.

3.10 In the rural areas, the successive land reforms (1952, 1961, 1969)

have resulted in a decrease in overall inequality as shown by the distribution
of both holdings and land.

Table 3.2 Evolution of Land Distribution

(%)
1950/52 1977/78
Land Ownership
Lowest 20% 4 5
20-80% 18 25
Highest 20% 78 70
Gini Coefficient .74 .66
Mean Size (feddan) 5.2 1.6
Land Holdings
Lowest 20% 2 6
20-80% 25 41
Highest 20% 73 53
Ginl Coefficient .68 48
Mean Size (feddan) 3.8 2.0

Source: Hansen and Radwan, 1982
Hansen, 1990
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While land holdings are characterized by a stronger degree of equalization, land
ownership remains highly unequal. There are even indications that inequalities
in land ownership have been increasing since the early 1970s (Hansen and Radwan,
1982, Springborg, 1989). The rise in the share of middle size ownership appears
to be due to wealth accumulation through land acquisition (Hansen, 1990).

3.1 - Land is not the only asset that is unequally distributed in rural
areas. The pattern of maldistribution is even stronger for other assets. Graph
3.2 presents the distribution of all assets (both productive and non productive)
that can be derived from the data of the 1977 ILO survey. The poorest 20% of
the rural households have almost no assets (0.6%) while the richest 20X possess
73% of all assets.

Graph 3.2 Distribution of Assets in Rural Areas
1977
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3.12 Though dated, the data from the 1977 ILO survey provide relevant
information on the effects of the distribution of land and other assets in rural
areas on income distribution.
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Table 3.3
Distribution of Income by Source in Rural Areas
(%

Source of Income Poorest 10% Poorest 30% Top 10% Total
Family Farms 12.0 22.8 40.7 36.2
Agricultural Wages 21.7 31.0 2.7 12.3
‘Non-Agricultural Wages 12.2 21.5 31.5 33.8
Remittances 47.9 16.4 5.1 5.3
Rent from Land and

Agriculture Assets 2.0 1.6 4.9 2.4
Non-Agricultural Production

Assets 4.2 6.7 15.1 10.0
Average Income (EL) 65 126 1,082 383
Total 100.0 100.0 100.0 100.0

Source: Derived from detailed source-of-income matrix presented in Radwan
and Lee, 1986.

Three general observations can be derived from these figures. The first striking
feature is the multiplicity of iIncome sources for all income groups, which
complicates the income distribution picture. Overall, rural households receive
36.2% of their income from self-employment in farming, 51.4% from wage employment
in agriculture as well as outside agriculture, and the rest (12.4%) from property
income. Second, the lack of assets, especially agricultural land, is a key
determinant in explaining poverty, as demonstrated by the very small share of
income from family farms among the poorest population groups. Poverty,
therefore, is the combined result of a lack of access to productive assets and
very limited non-agricultural income-earning opportunities.

3.13 Data on the distribution of assets in urban areas are virtually non
existent. But considering the rising share of wage earnings in non-agricultural
sectors and the fact that a large proportion of enterprises are public, it would
be safe to assume that the maldistribution of privately owned industrial and
commercial assets is unlikely tec be a significant factor of poverty. However,
the increase in speculative investment in urban real estate, commodity trading,
and import-export trade since the beginning of the Open Dvor policy has most
probably contributed to increased inequality in urban income distribution.




- 43 -
Employment and Poverty

3.14 Egypt maintained a full employment policy in the 1970s and early
1980’s. The availability of employment was an important element in the
Government's strategy to meet the population’s economic needs. The strategy fell
short of its goal, however, as government economic policies and extermal events
leading to the decline of o0il prices slowed the pace of economic growth and the
expansion of employment. Government labor policies and regulations were an
impediment to the economy's ability to adjust quickly to changing economic
conditions. '

The Employment Challenge

3.15 The prosperity of the Egyptian economy in the 1970s was built on oil
production in the Sinai, soaring oil prices, revenues from shipping traffic in
the reopened Suez Canal, increased remittances from workers abroad, and expanding
foreign aid. GDP growth averaged 9% per annum from 1974 to 1981. Government
expenditures on social services expanded sharply with this growth leading to
improvements in family welfare and education. Population growth, averaging 2.8%
per annum, continued to expand the labor force.  From 1980 to 1984, the labor
force 12 to &4 years of age, measured by the annual labor force survey, grew 5.4%
per annum reaching 12.6 million. Much of the growth took place in urban areas
with numbers of youths and women entering the labor force.

3.16 The labor force 6 years of age and older stood at 13.4 million in
1986 as defined by the census (Table 2, Annex D). The percentage of those living
in urban areas rose between 1976 and 1986, from 43% to 47%. The number of youths
15 to 24 years of age climbed sharply during this period from 1.4 to 3.4 million.
As a share of the total labor force, this age cohort, shown in Graph 3.3,

Graph 3.3 Share of the Total Labor Force for Youths
and Women (6 and Older)
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increased from 22% to 31%. Women were also entering the labor force in large
numbers during this period. The number of female labor force participants
increased from just under 1 million to over 1.5 million. Women's share of the
total labor force, presented in Graph 3.3, grew from 9% to nearly 12%. This
growth occurred in older as well as younger age cohorts. Over half of the
increase came from women 25 to 39 years of age. Roughly 80Z of the increase for
women took place in urban areas.

3.17 Against a background of steady growth in the population and labor
force, the structure of employment in the economy was changing. Agricultural
employment declined from 4.9 million jobs in 1976 to 4.6 million in 1986. The
share of total employment in agriculture, shown in Graph 3.4, fell from 48% to
38%. A combination of factors underpinned this decline. The expansion of
employment in construction opened new opportunities to unskilled farm laborers
as did the growth of employment opportunities in the Gulf States. The shift of
farm labor to construction and migration to the Gulf helped contribute to
scattered labor shortages and rising real wages in agriculture. The increase
was larger than that in other sectors, doubling from 1974 to 1982 (Assaad and
Commander, 1989). This contributed to the increasing capital intensity of
agricultural production as the labor force declined (Richards, 1989).

Graph 3.4 Employment Share by Sector
of Economic Activity
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3.18 The decline of agricultural employment in this period produced a
shift of employment from rural to urban areas. It also led to an increase of
nonagricultural employment in rural communities. The share of nonagricultural
employment in rural areas increased from 25% to 40% of total employment. Social
services and manufacturing were the largest sectors of employment outside
agriculture. Both were dominated by the public sector. Government employment
in social services shown in Graph 3.5 swelled from 1.8 million in 1976 to nearly
2.6 million in 1986, an average increase of 4.47% per annum. This outpaced all
other sectors with Government’s share of total employment rising from 17% to near

22%.
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Graph 3.5 Employment Growth Rates by Type
of Employer (1976-1986)

Government -

43.7%

t

Public Enterprise

Private Enterprise

Private Agriculture - -6.4@6 :

Private Non-Ag.

; 1 ] 2 ~— T
-10% 0% 10% 20% 30% 40% §50%
Percentage Growth
Source: 19768 and 1988 Census

3.19 In the 1960’'s, Egypt nationalized many of its industries. Public
enterprises accounted for just under 1 million jobs in 1976. A majority were
concentrated in manufacturing. This number grew in 1986 to 1.2 millionm.
Employment in manufacturing, however, declined in this period as a percentage
of the total from 13.4% to 12.2%. Excluding trade, hotels and restaurants, other
sectors increased their share of total employment. The largest increase outside
social services was in construction which provided nearly 400,000 jobs during
this period. The public sector, comprised of government and public enterprises,
accounted for nearly 53% of nonagricultural employment in 1986, up from 51X in
1976. The public sector led by Government was a major source of employment for
new labor force entrants during the decade (Hansenm, 1986).

3.20 The public sector was joined im this task by a surprisingly active
informal sector. There is of course considerable controversy over the definition
of the informal sector which is understood to consist of small, private
enterprises hidden from the view of Governmment and regulation. Private
nonagricultural employment in Egypt matched this definition in terms of
employment. Well over 90% of private nonagricultural employment was located in
establishments with less than 10 workers. Using this as a definition of the
informal sector, nearly 2.5 million were employed in this sector in 1976. The
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number increased to 3.4 million in 1986. A special study of the informal sector
during this period found large numbers employed in commerce, manufacturing,
private services, and construction (Rizk, 1988).

3.21 Thus, the informal and public sectors, led by Government, were the
principal sources of employment for Egypt’'s rapidly expanding population and
labor force during the 1970s and early 1980s. The pressure of this growth on
these sectors might have been even more intense had not external migration
provided a safety valve throughout much of this period. Migration to the Gulf
States continued to expand into the early 1980’s. Remittances as an indicator
of this growth reached a peak in 1984 of $3.9 million before sliding back in 1986
to $2.8 million. 1In 1986, the Central Agency for Public Mobilization and
Statistics (CAPMAS) estimated that 2.2 million Egyptians were working abroad.
Annual turnover was conservatively estimated at approximately 200,000,

3.22 On the surface, Egypt responded to the challenge of its growing
population and labor force. 1Its response, however, obscured weaknesses in the
economy. Full employment was achieved by the over-staffing of Government and
public enterprises. Estimates of overstaffing in the 1970’s were as high as 40%
and increasing (Hansen and Radwan, 1983; Handoussa, 1983; Hansen, 1985). The
economy was heavily dependent on migration to the Gulf as a safety valve. The
informal sector offered the only source of productive employment. The success
of the economy in maintaining full employment in the 1970’s and early 1980’'s was
therefore largely artificial. The economy began to show signs of deterioration.
Open unemployment rose from 5.2% in 1980 to 6.0% in 1984,

Trends in Wages

3.23 The strength of the economy in the 1970s can be seen in the movement
of real wages. Real wages rose as the economy expanded, reaching a peak in the
mid-1980s (Assad et al., 1989). There were sharp differences, however, between
industry sectors and occupations, and therein between public and private sectors
(Table A, Annex A). These trends provide an indication of employment’s
contribution to the economic-well being of the population. The growth of the
economy in the 1970's led to a construction boom and rising real wages. The
growth of construction employment in urban and rural areas and rising real wages
contributed to the shift of employment out of agriculture. This increase led
to improvements in welfare. However, the construction boom slowed and real wages
in this sector peaked early in 1979, and drifted downward afterwards.

3.24 Real wages in agriculture also rose sharply in the 1970s and
continued to do so until 1985. The impact of mechanization, migration and
urbanization, as discussed above, contributed to this increase. The growth in
this sector of real wages far outpaced that in other sectors. By contrast, real
wages in services increased only in the private sector and not at zll in the
public sector. In manufacturing, dominated by public enterprises, real wages
rose at a pace well above that in services, but substantially below that in
agriculture. While these trends generally confirm the deterioration of the
Egyptian economy in the 1980s, their more interesting message is the difference
found between real wages in the public and private sectors.
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3.25 Government and by extension public enterprises faced & rising wage
bill as the economy began to deteriorate in the early 1980s. The response was
to slow down the growth of employment and nominal wage growth in the public
sector. Government extended the waiting period for guaranteed jobs it offered
graduates of secondary and post-secondary schools and released public enterprises
from their commitment to this guarantee. As Govermment struggled to maintain
a full employment economy, it did so by dividing the wage bill among an expanding
workforce. Real wages plummeted as inflation surged. The real wages of workers
in the public sector, seen in Graph 3.6, failed to keep pace with these in the
private sector. Govermment workers suffered the largest reductions in real
wages.

Graph 3.6 Real Wage Trends by Economic Sector
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3.26 With average wages exceeding those in other sectors of the economy,
the decline of real wages in Government improved income equality, but it
_ generally left workers in Government more vulnerable to economic hardship. This
was reflected in the number of Government workers seeking second jobs in the
1980s. The same can be said for those in white collar occupations whose real
wages declined in relation to wages in blue collar occupations. The compression
of incomes at the upper end of the income distribution was matched at the lower
end by the increase in real wages for agricultural workers relative to other
sectors. Income from remittances, however, may have had an adverse impact on
the equality of household incomes, at least in rural areas, as these incomes were
earned mainly by upper income villagers (Adams, 1989).
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3.27 These trends alter the picture of employment and poverty in Chapter
2 by suggesting the improvement of economic conditions in rural areas,
particularly in agriculture. Household heads employed in agriculture represented
40% of poverty households in rural areas based on consumer expenditures in 1981-
32, The improvement of real wages in agriculture as the decade continued plus
the shift of farm workers out of agriculture were factors that would reduce the
incidence of poverty in this sector. The pattern for workers in Government and
public enterprises, however, confirms the picture provided in Chapter 2.
Household heads employed in services and manufacturing, which are dominated by
Government and public enterprises, accounted for slightly over 30X of urban
poverty households based on the 1981-82 survey of consumer expenditures. The
subsequent downturn of real wages in these sectors could only have made matters
worse for these households.

3.28 As Egypt struggled to provide employment for a rapidly expanding
population and labor force in the 1970's, it did so by using the public sector
as an employer of last resort. As long as the economy remained strong, this
worked. However, once the economy began to weaken, the solution started to
unravel. The Government could no longer afford the cost of over-staffing
employment in the public sector. Rather that displace workers, it chose to
reduce real wages with Government workers bearing a major share of the cost.
This increased the risk of labor market-related poverty for workers in Government
and public enterprises. The problem Egypt faced in the creation of productive
employment was deeply rooted in the pervasive role of Government in the economy
as seen in distortionary labor market policies.

Government Labor Market Policies

3.29 Labor markets function in a macroeconomic framework that shapes
incentives for competitive behavior in product and factor markets, This
framework is closely linked with development strategies. For example, the

adoption of an import-substitution strategy is sustained by macroeconomic
pelicies that provide high levels of protection for domestic industries. These
policies include the use of import quotas and tariffs, investment licensing,
inflated exchange rates, price controls, and other measures that raise the cost
of imports and provide domestic producers with shelter from foreign competition.
By increasing the cost of imports, these policies make it more profitable to
produce for domestic markets and discourage the growth of exports.

3.30 These policies characterize Egypt’s economy in the 1970s and early
1980s (World Bank, 1989b). The failure to expand non-oil exports was linked to
economic policies that distorted the incentive structure and encouraged
production for domestic markets. The effects of this failure were twofold.
First, with the decline of o0il revenues in the early 1980s and the leveling off
of foreign aid and worker remittances, Egypt experienced a shortage of foreign
exchange that led to increased borrowing and external debt. The rising cost of
debt made it difficult to sustain a full employment policy. Second,
protectionist policies reduced incentives for competitive behavior in markets
for goods and services and markets for capital and labor.
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3.31 Capital markets were subject to controls and rationing. Interest
rates were held below the inflation rate by controls that led to negative real
interest rates. This, in turn, discouraged savings and capital formation while
producing an excess demand for scarce capital. The excess demand led to the
rationing of capital with a bias toward low-risk investments in public
enterprises with protected markets (World Bank, 1989b). Access to low-cost
financing was combined with an ambitious social insurance program funded with
a tax on workers'’ wages that further increased the relative cost of labor. The
combination produced capital-intensive development and low rates of employment
growth in the modern sector represented by public enterprises. The distortion
of capital markets in Egypt's labor surplus economy worked against the
Government'’'s goal of full employment.

3.32 This macroeconomic climate in the 1980s reduced incentives for
maintaining competitive labor markets. Excess labor costs produced by market
inefficiencies could be passed along to consumers in the form of higher prices
for goods and services and lower levels of economic growth. With protectionist
policies, there was little incentive for efficiency in production. In this
climate, the Government adopted labor market policies and regulations that
separated wages from productivity and created barriers to labor mobility. These
policies and regulations produced labor market rigidities that impeded the
economy's ability to respond quickly to new market incentives and external shocks
and affected skills development and labor utilization (Fallon et al., 1989).
These rigidities influenced employment and poverty in the Egyptian economy.

3.33 Government as an Employer: The public sector was Egypt’s largest
employer in the 1980s, accounting for nearly one-third of the nation’s total
employment. This employment included the administrative departments of national
and local govermmental units, 393 public enterprises, and 46 semi-autonomous
economic authorities encompassing public utilities, the Suez Canal Authorities,
and the General Petroleum Organization. Given its size and visibility,
Government's employment policies played an important role in labor markets at
all levels. These policies affected not only the public sector, but also the
private sector through their impact on the labor supply. Government maintained
an administered wage system and guaranteed employment to graduates of secondary
and post-secondary schools. Both policies distorted employment incentives.

3.34 The labor policies applying to Government and public enterprises were
unified in 1961. In 1962, the Government pay scale was adopted by public
enterprises to maintain equality between employees in the two sectors (El-Salmi,
1983). 1In the years that followed, several laws were enacted to systematize and
control employment and personnel affairs in Government and public enterprises.
A unified structure of basic wages applies to both Government and public
enterprises, although there is some flexibility in wages in the economic
authorities. The most recent wage schedule was adopted in July 1984. The
schedule covers 6 grades of labor, plus separate categories for Director
Generals, Undersecretaries, and First Undersecretaries. This schedule replaced
a 1978 wage schedule. The two are compared in Table 3.4.
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Table 3.4
1984 Wage Schedule for Public Sector
Comparing Minimum Salaries with 1978

Salary in Egyptian Pounds (LE) per Year

) 1978 Lower
Salary Grade Salary Range Limit (LE)
First Undersecretary 2,603 2,100
Undersecretary 1,680-2,493 1,500
Director General 1,500-2,364 1,320
Other Grades
1 1,140,2,148 960
2 840-1,968 666
Grade 3 576-1,668 360
Grade 4 456-1,272 240
Grade 5 432-984 216
“Grade 6 420-804 192
Source: Ministry of Labor
3.35 The schedules define basic wages for each grade of labor. Government

workers may receive incentive payments of 15% to 25% on top of basic wages for
improvements in productivity, cost-savings, and research, plus participation in
extra activities such as committees. Beginning in 1987, a series of uniform
adjustments were made, called social allowances, adjusting the 1984 schedule for

inflation. By 1989, these allowances had increased basic wages by 50%,
substantially below the rate of inflation. Workers paid 12% of their basic wages
for workers compensation, pension, and health benefits. The Government and

public enterprises in turn paid 20% of each worker’s basic wages for these
benefits. The 1984 wage schedule reflects the Govermment'’s social policy on
wages.

3.36 When compared with the 1978 wage schedule, the 1984 schedule shows
a social policy of wage compression and equalization. Comparisons in Graph 3.7
reveal that minimum salaries for Grade 6, the lowest skill level, increased by
119%, from 192 to 420 LE, while those for Grade 1, representing higher level
skills, increased by a mere 19%, from 960 to 1,140 LE. This pattern of wage
compression drastically reduced the real incomes of government officials in
skilled positions compared with those in positions with lower skill levels. This
compression occurred while Government wages in general were falling in real
terms. Thus, faced with the need to control the size of the wage bill Government
accomplished this by allowing real wages to fall with senior government officials
bearing the major share of the burdemn, This pattern of compression was also
evident in earlier wage schedules (Handoussa, 1988).
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Graph 3.7 Rate of Growth of Public Sector
Minimum Salaries: 1978-1984
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3.37 Wages in Government and public enterprises, thus, had 1little
connection with productivity, and instead, represented emerging budgetary
pressures and a social policy favoring wage equalization. Descriptions of wage
setting in Government agencies and public enterprises confirm this. Incentive
payments, which are small to begin with, are spread uniformly among workers in
most Government agencies and in many public enterprises. There is little
differentiation in compensation by level of effort. When it occurs, it is
frequently for activities that are only marginally related to productivity. For
example, Government workers strive to participate on committees in their agencies
for which they are paid extra. These committees have a very tenuous impact on
productivity.

3.38 Some managers in public enterprises, however, attempt to use wage
incentives. Thus, there is greater variation in wage setting in public
enterprises than in Government agencies. The latitude for this, however, is
limited within the administered wage schedule. The semi-autonomous economic
authorities have more leeway in this regard as do public enterprises that are
part of the Ministry of Defense production system. The latter represents a
shadow economy within the public sector for which there is little or no public
information available about its activities. The picture one draws from this brief
look at wages in the public sector is that of a rigid system which has little
connection with market conditions and productivity. It is basically driven by
the Government'’s focus on education credentials as a condition for employment
guarantees.
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3.39 By comparison, wages in the private sector show more evidence of
being set by market conditions. Comparisons are sketchy, however, because wages
are reported only for private enterprises with 10 or more employees, which
represent less than 10X of private nonagricultural employment. Wages in
Government have exceeded those in the private sector, but the differential
narrowed during the 1970s. The ratio of weekly wages in public and private
sectors narrowed from 1.34 in 1970 to 1.07 in 1978. Recent trends in real wages
in the two sectors, described earlier, suggest that this ratio may have even
reversed. The narrowing, if not reversing of the relative wage in the two
sectors reflects the growing scarcity of production labor in the free labor
market and the wage flexibility of the private sector in relation to the public
sector (Handoussa, 1988).

3.40 Government labor policies involving wages, covering administrative
agencies and public enterprises, and to a lesser extent the economic authorities,
have created a segmented labor market. The perceived security of Government
employment has been a major factor in its attraction apart from its historical
earnings advantage. The narrowing, if not elimination of this wage advantage,
may dissolve this barrier and encourage a flow of redundant workers out of the
public sector, but that remains to be seen. Meanwhile, in the 1980s, the
attraction of government employment has driven up the wage costs of the private
sector by restricting its labor supply and presumably reducing private employment
creation potential. This may have been mitigated by Government allowing real
wages to fall through the decade and its tacit acceptance of the practice of
multiple job holding by civil servants.

3.41 Government employment guarantees for graduates of secondary and post-
secondary institutions have added a second dimension of market segmentation.
This guarantee in a labor surplus climate, reinforced by tuition-free education

Graph 3.8 Unemployment Share by Education (1986)
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at all 1levels, has been a strong force behind the demand for education.
Enrollment rates in post-secondary education in Egypt, for example, are 2 to 3
times those in neighboring Maghreb countries at similar stages of development.The
effect of the incentive is revealed more directly by its impact on open
unemployment. The guarantee creates an incentive to be registered as unemployed
in order to claim the guarantee. This potentially biases upward unemployment
statistics. In 1986, secondary and post-secondary graduates as shown in Graph
3.8 represented 84% of open unemployment, roughly 1 million out of 1.2 million
unemployed.

3.42 Government as a Regulator: Government regulations directly affect
employment in the private sector, although not necessarily in the smaller firms
that may be hidden in the informal sector. 1Its regulation of layoffs and
dismissals is a good example. The difficulty of dismissing workers under the
cumbersome procedures of Public Law 137-1981 leads to labor being treated as a
quasi-fixed factor of production. Two procedures exist to fire workers. The
first, involving individual dismissals, requires the employer to submit the
dismissal to a tri-partite committee encompassing a trade union representative,
an official of the Ministry of Labor’s employment service, and the employer.
The decision of the committee is advisory. Should the employer ignore the
advice, the dismissed worker can pursue the matter in a court of law. The second
procedure, involving large scale layoffs, also involves a committee review of
facts. The ruling of the committee is binding.

3.43 Private employers describe the individual procedure as a hassle.
Some seek to avoid it by reaching a settlement with workers in which the worker
is given a separation payment to leave quietly. Others seek to avoid the problexn
at the outset by hiring fewer workers than they need. They prefer instead to take
on contract workers or even work 12 hour shifts with fewer people. This
restriction has the perverse effect of encouraging capital intensive development
in a labor surplus economy. Rather than create jobs, enterprises search for ways
to mechanize and avoid taking on the obligation of more workers. Few employers
seem to approach this in the fashion of the Japanese by offering retraining to
keep the workforce flexible in adjusting to change.

3.44 The Ministry of Labor reports that the percentage of establishments
allowed to restructure their employment between 1987 and 1989 ranged between 33%
and 74%. For those who were not permitted to restructure and those who chose
to delay presenting their case until forced by economic conditions to do so, this
restriction acts as a barrier to mobility. It introduces a rigidity into the
labor market affecting the movement of resources from less productive to mors
productive activities. It reduces the flexibility of enterprises to respond ta
a changing economic environment. Moreover, it reduces the incentive for
employment creation in an economy that badly needs jobs. This and possibly other
restrictions in a lengthy labor code work against the interest of employment
creation and poverty alleviation.

3.45 One of the government'’s important functions is ensuring that the
labor market functions smoothly as a clearing house for job seekers and
employers. There appear to be problems in performing this function. Governmeni
through the Ministry of Labor maintains a monopoly on job placements in its
employment offices. Workers have to be registered in one of these offices befor:
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they can be employed by an enterprise. Enterprises that hire an unregistered

_worker can be fined. The Ministry of Labor conducts inspections regularly for
this purpose. If a private enterprise wants to recruit its own workforce, there
are ways to work around this regulation by ex post registrastion, but it
nevertheless is an added burden to employment. The employment offices introduce
their own labor market segmentation by retaining job vacancies only for their
districts. They do not share information with other offices.

3.46 As a public good, government also has a role to play in producing
labor market information for macroeconomic planning, planning for education and
training, career counselling, and job placement. The principal sources of
information are the annual labor force surveys and the census both produced by
CAPMAS , Other information on migrants, training programs, vregistered
unemployment and related statistics are produced by the Ministry of Labor. There
is a severe shortage of timely and detailed labor market information available.
The most recent data available from an annual labor force survey, for example,
is from 1984. The detailed tabulations from the 1986 census were not released
until late 1989. There are enormous problems in reconciling differences among
the alternative sources (Assad, 1989). The activity-based labor force concepts
employed, moreover, do not adequately reflect the role of women and children in
the economy (ILO, 1988). Analysis of the data is limited in large part due to
the lack of computers and access to the micro data. Publications are limited.

3.47 Taken one at a time, Government labor policies and regulations
represent small impediments to the free operation of Egyptian labor markets.
When combined, however, they create a massive burden affecting the efficient
operation of labor markets and the economy. The pervasive role of Government
in labor markets threatens the economy’s ability to react quickly to new
incentives and external shocks. The misallocation of labor inputs represents
a significant waste of Egypt’s most important economic resource, its labor force.
The distortion of market signals increases the cost of production and of skills
formation. Egypt’'s most serious problem has been employment creation for a
rapidly expanding labor force. Government labor policies and regulations have
discouraged this creation at every turn. Labor market rigidities arising from
these policies and regulations in a framework of inward focused macroeconomic
policies are a root cause of the country’s poverty problem.

Income Transfers

Food Subsidies

3.48 The Egyptian Government operates an extensive food subsidy system
which covers the vast majority of the population. As shown in table 3.5,

approximately 93% of the population receives some form of ration card, with the
major portion of the pecple receiving the full ration (green card).
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Yable 3.5
The Increese of Rationed Supply Cards during 1987-89

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

Bescription 1987 1988 1989
# of # of # of # of # of # of
cards Indiv cards indiv. cards indiv,
Full subsidy 9,662,842 45,741,255 9,874,730 46,766,062 10,395,114 47,085,001
cards* (green)
Partial subsidy 281,592 1,354,870 288,999 1,379,721 300,404 1,416,013
cards**(red)
TOTAL 9,944,434 47,096,125 10,163,729 48,145,783 10,439,154 48,501,014

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

Source: GASC, 1989

The detailed data relative to the types of foods, quantities and prices paid for the
rationed commodities are presented in Annex A (Table A?). Each household is guaranteed
a fixed monthly quota of rice, oil, sugar, tea and soap. If these items are not
available in a given month, households can come back the following month to receive
the prior month’s commodities. The ration system is operated through government
licensed supply shops called "Tamween" shops.

3.49 A second level of subsidy operates through state-owned cooperatives
which distribute commodities at prices lower than the open market price. Items handled
through the cooperatives include macaroni, eggs, oil, cheese, sugar, tea, and, on
occasion, frozen chicken.

3.50 By far the biggest portion of the Egyptian subsidy budget goes for bread
and wheat flour. There is no limit on the amount of bread that can be purchased and
all consumers are subsidized regardless of income. The price of bread is heavily
subsidized. For example, at the current exchange rate of 2.6 Egyptian pounds per U.S.
dollar, a "balady" loaf of bread which is the least expensive available currently sells
for five piasters per loaf; with no bread subsidy, the loaf would sell for 13
piasters.

3.51 To examine who are the real beneficiaries from this program, the
International Food Policy Research Institute in conjunction with the Government of
Egypt conducted an extensive analysis of the welfare effects of the ration/subsidy
system (Alderman and von Braun, 1984). The results of this study are summarized in
Table 2.6, which shows caloric intakes for urban and rural households broken down by
quartiles of total expenditures and the share of food expenditures provided by
different comporients of the ration/subsidy system.
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Table 3.6 Calorie Consumption and Source of Calories for Urban and Rural

Households
Urban Expenditure All Urben Rural Expenditure Alt Rural
Quartiles Households Quartiles Kouseholds
1 2 3 4 1 2 3 4
Number of HH 245 245 245 245 980 347 348 347 347 1389

Total Monthly 14.48 25.35 38.11 82.52 36.33 9.37 15.08 22.09  43.62 20.92

Expendi ture
(LE/capita)

X of Food 5.7 19.2 16.7 10.1 15.8 17.9 12.1 8.6 6.8 10.1
Expenditure through

Government channels

Caloric Intake 2343 2761 2915 3174 2798 2357 2574 2716 3149 2654
Source of {Percent)
Calories:
Ration System 19 17 15 12 16 15 12 10 8 1
Cooperatives 5 6 6 7 [ 1 1 1 2 1
Flour & Bread 49 45 42 35 42 34 25 19 19 23
Production
by HR -- -- -- -- -- 8 13 13 1% 12
Budget Share .63 .56 .51 .39 48 .68 .65 .61 48 57
to Food

Source: Alderman and von Braun, 1984.
* Includes rations, purchases at cooperatives, government flour shops and licensed bakeries.

The following conclusions can be derived from these figures. First, the lowest income
groups in both the urban and rural areas (expenditure quartile one) have a higher
relative proportion of their food expenditures accounted for by govermnment outlets.
In particular, the ration system and bread/flour subsidy provides the biggest relative
share of calories for the lowest income groups in the urban and rural areas. Second,
it is clear that cooperatives benefit the upper income groups both relatively and
absolutely more than the lower income groups. Third, caloric intake rises with income.
Fourth, the lowest income quartile in the urban and rural areas are spending 63% and
682 of total expenditures on food.

3.52 In order to calculate the net impact of government policy on incomes-
and ultimately on food consumption - it 1s necessary to examine not simply the
ration/subsidy system on the consumer side, but the government policies on the
production side. In order to avoid a decline in production as a result of the cheap
food policy, the government has established a system of controlled area allotments for
certain crops and enforced delivery quotas; rationed commodities such as rice, and
sugar have controls on the production side (von Braun and de Haen, 1983). Many of the
field crops have been implicitly taxed whereas farmers have benefitted from input
subsidies including those on maize used for livestock feed and the production of meat
and milk has historically been protected because of import restrictioms.
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3.53 As summarized in Table 3.7, the net impact of government food and
agricultural policy varies by group.

Iable 3.7 - Income transfers from food subsidies and distorted prices, by
employment groups
(LE per year)

Rural Households

Farm Bouseholds Non- Urban Households
Land- Non- farm
Medium less farm Self- Sel f-
Sources of Smatl Size Large Farm Wage Em- Em- Wage
Transfer Farms Farms Farms Labor Labor ployed Others ployed Labor Others
Total transfer :
from production 6.13 -8.93 -80.65 2.38 1.37 3.08 -2.11 ves s

Total consumer 23.87 17.98 7.48 24.17 21.36 20.61 28.72 6.2% 15.58 15.55
Total transfer 30.00 9.04 -73.16 26.56 22.74 23.69 26.61 6.2% 15.58 15.55

Total annual ex-
pendi ture 238.72 274 .49 388.38 189.87 303.33 317.90 297.2% 543.59 461.46 513.51

Sources: Data from the household survey made by the International Food Policy Research Institute and Institute
of National Planning, Cairo, 1981/82.
Alderman and von Braun, 1984.

All groups have benefitted from the consumer transfer embedded in the ration/subsidy
system. However the large farmers are net losers since the losses in production
outweigh the gains from the food subsidy. A detailed breakdown of the production and
consumption gains and losses from various types of households is provided in Annex D.
The two lowest income groups - the landless and the small farmers (less than 1 feddan)
benefit the most both relatively and absolutely from the total transfer. Thus the
lowest income groups in the rural area are net gainers of the system.

3.54 The food subsidy system in Egypt is one of the most extensive in the
world. One underlying assumption has been that since the ration system reaches
approximately 93% of the population that the unserved 7% of the population are the non-
nutritionally needy. This may not be the case. One recent survey with a small sample
of 40 households found that it was the poorest of these households that typically did
not have a ration card for various reasons (CRS, 1989). Many of the families without
a ration card were illiterate and they indicated that they found the administrative
steps in applying for the ration card an overwhelming obstacle. Another common reason
given for not having the ration card was that the household did not have the necessary
papers and did not know how to get them. This study cannot be extrapolated to the
country as a whole but it does provide some information to suggest that not all food
insecure households are benefitted by the current ration system.
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3.55 Nevertheless, the very aggressive ration/subsidy policy puzrsued by the
government has been effective in protecting the food security of the majority of the
population. Food consumption levels, as described earlier, are significantly higher
in Egypt than most developing countries and are higher than other countries in the
region. In addition, the ration/subsidy system as it has operated favors the poor
relatively more than the rich. In the urban areas, 12.7% of total ezpenditures of the
lowest income households was contributed by the food subsidy system; in rural areas
this income effect was even higher, reaching 18% of total expenditures (Alderman and
von Braun, 1984).

Other Subsidies

3.56 Water. Household water consumption has traditionally been heavily
subsidized with tariff revenues covering only a fraction of the operating costs of
water supply companies. Up to 1985, a flat tariff of 1.2 piastres per cubic meter was
charged to all consumers regardless of their actual consumption level. Recently, the
Egyptian authorities have allowed steep increases in water tariffs, and more are
planned in the near future, with the stated objective of covering the operation and
maintenance costs of water utilities. Since 1985 prices have discriminated in favor
of low users by charging a lower tariff for the first thirty cubic meters of
consumption: 3 piastres per cubic meter for the 30 first cubic meters, and 5 piastres
thereafter. Industrial and commercial users are subject to higher tariffs in
principle. However, broad gauge meters are in short supply and many large users are
still charged flat fees.

3.57 Because of low consumption levels, tariffs do not appear to have hurt
iow income househclds access to safe water. Where piped water is available, the main
deterrent to water accessibility by low income household has been a hefty LE170
connection fee.

3.58 Electricity. Electricity consumption in Egypt is heavily subsidized.
Both the household and industrial sectors pay tariffs that only permit partial recovery
of the economic costs of production. The level of subsidies can be approximated by
the difference between the long run marginal cost of production per KWH and the actual
tariff per KWH. The estimates of the long run marginal cost of production in Egypt
range from 13 to 17 piastras. The computations of subsidy levels for the household
sector, as shown in Table 3.8, assume a long run marginal cost of 13.2 piastras per
KWH.
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Iable 3.8
Electricity Subsidies to Households by Consumption Groups a/

-------------------------------------------------------------------------------------------

tiousehold Growp Annual
by Konthly Total Percent of Subsidy per Subsidy Rate
Consusption Subsidy Total Household (as percent
(IXuWH/month) (LE 1,000) Subsidy (LE) of cost)
Up to 100 349,346.2 37.2 102.6 86.4
101 - 200 312,312.0 33.2 198.0 83.3
201 - 350 130,566.9 13.9 343.8 78.9
351 - 500 57,256.6 6.1 505.8 75.1
501 - 650 44,200.1 4.7 648.0 71.1
651 - 800 15,7741 1.2 768.6 66.9
801 - 1,000 5,637.0 0.6 886.6 62.2
1,001 - 2,000 21,770.3 2.3 1,141.2 48.0
2,001 - 4,000 1,478.5 0.2 1,476.5 311
over - 4,000 900.4 0.1 1,523.9 19.2
TOTAL 939,511.9 100.0 168.0 80.2

Source: Adapted from “"Residentisl Electricity: Consumption Rate Structure and subsidy
“YSAID/Egypt 1988.

a/ Subsidies are computed as the difference between a LRM cost of 13.2 piastras per KWH end
the EEA's current electric tariffs.

In 1987-88, subsidized electricity consumption to households cost the government
LE 939.5 million. On average, households paid one fifth of the economic cost
of production for the electricity they consumed. But because of the progressive
tariff structure and different consumption levels the distribution of benefits
among households differs widely.

3.59 In absolute terms, 70.4% of the total subsidy went to households with
monthly consumption of 200 KWH or less, of which 37.2% corresponds to households
consuming 100 KWH or less per month. At the other extreme, because of much lower

numbers, households consuming over 650 KWH per month received only 4.4% of the
entire subsidy.

3.60 Given that the lower tariffs for lower levels of consumption apply
to all small and large consumers, the annual subsidy per household increases
sharply with consumption. The estimates in Table 3.8 show an annual subsidy of
LE 102.6 for the average household consuming 100 or less KWH per month. This

annual subsidy increases to LE 1,523.9 for the typical household consuming over
4,000 KWH per month.
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3.61 0il Products. Between 1982 and 1987, the regulated prices of most
oil products, including gasoline and fuel oil, have increased somewhat faster
than the consumer price index. But despite these price increases, oil
products remain highly subsidized with prices just over one-third of world
market prices.

3.62 Because of the lack of disaggregated information on consumption for
0il products, it is not possible to establish precisely who are the main
beneficiaries of o0il subsidies. Nevertheless, based on the relative income
level of oil product consumers in other countries, it is likely that the main
beneficiaries are upper middle and high income households. Indirect subsidies
to households through industrial and commercial users of oil products are much
more difficult to establish.

3.63 The only two oil products which may be consumed more heavily by low
income households in Egypt are fuel oil and kerosene. Fuel oil tends to be of
importance in farming, fishing and small commercial and industrial businesses.
Kerosene is an important consumption item for low income households. The 1986
Census reported that around 13 percent of all dwellings in Egypt used kerosene
for lighting. While most of these dwellings were located in rural areas, some
were also located in the urban slums. Kerosene also appears to be most
frequently used by low income households for cooking purposes. Moreover,
kerosene is the only fuel product that has experienced decreases in consumption
in recent years. In 1987-88, kerosene represented a little less than 13 percent
of the total consumption of fuel products. The negative income demand elasticity
for kerosene is a sign of the higher relative share of this product in the
budgets of low-income households.

3.64 Transportation. Passenger rail and public bus transportation are
heavily subsidized in Egypt. Egyptian National Railways (ENR) data show that
current revenues cover only a fraction of operation, maintenance and depreciation
costs. The highest subsidy rates are for long-distance first class and second
air-conditioned class passengers, 73 percent and 83 percent respectively. The
lowest subsidy rate, 18 percent, is for long-distance third class passengers.
Suburban commuting rail passengers have an average subsidy rate of 60 percent.
There is less information on the level of subsidies in parastatal bus companies.
However, the revenue from fares is less than operating costs for all parastatal
bus companies.

3.65 No data are available on usage by income group of the different
modes of public transportation. Therefore, it is not possible to establish
directly the incidence of transportation subsidies. However, in the: case of
long-distance rail transportation, inferences can be made about benefit incidence
because of the high level of product differentiation. Passengers using third
class and many of those using non-air conditioned second class are likely to be
low income households. Paradoxically, the richest passengers are those who
benefit from the largest subsidy.

3.66 In the case of suburban commuting services, there is no such degree
of service differentiation. Nevertheless, residential location patterns in urban
areas show high and middle income groups residing in neighborhoods closer to the
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city center. Higher income households residing in the suburbs are also more
likely to use their own automobile for commuting purposes. Thus, it seems likely
that a significant share of suburban rail commuters are from lower income
households.

3.67 The incidence of subsidies for public bus transportation in urban
areas is probably mixed, but a significant share of the subsidy is likely
received by low income households. The main reason is that lower income
households are more likely to be users of public transportation. Higher income
households have the ability to use more convenient modes of transportation
including private automobiles, shared-taxis and minibus services.

Direct Transfers

3.68 Direct, non-contributory transfer payments are made both by the
Government of Egypt, through the Ministry of Social Affairs, and by NGOs. In
addition, the Ministry has another scheme for social assistance, called the
Productive Families Programe, which is a training and employment/income rather
than transfer payment program.

3.69 Government Social Assistance Schemes. The Ministry of Social
Affairs handles transfer payments through the Department of Social Assistance.
Payments of short term disaster relief and, more importantly, long term pension
support are provided. A scheme known as the "Sadat Pension" was introduced in
1981 to reach a group not well covered by other schemes. Only persons over 65
years qualify; the great majority of recipients are women (widows).

3.70 Table 3.9 gives details of payments and the distribution of
beneficiaries for 1984/85 and 1988/89. Comparable data on beneficiaries and
types of payment are not available across the two years, but no significant
changes have occurred in recent years in either respect.
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Table 3.9

Social Assistance Schemes

Beneficiaries and Disbursements, 1984/85 and 1988/89

- Number

5,152
46,988
40,004

2,933
58,988
37,727

9,293

Distribution (%)

2.5
23
20

1.5
29
19

LEm
Orphans 0.06
Widows 2.50
Divorced women 2.03
Children of
divorced women 0.06
Disabled 1.82
Elderly 0.50
Miscellaneous 0.01
TOTAL 6.97%

Average payment per person:

LE 35

201,085

1988/89: Payments by type of payment

No. of

Beneficiaries

129,833

90,025

219,858

Disbursements
LEm

Pensions 7.38
Once-off relief

payments 2.27
Assistance to 0.13

Government employees

& ex-employees
TOTAL 9.78%
Average payment per person: LE 25
Average pension per person: LE 57

*Items do not add to total because of rounding errors.

Source:

Ministry of Social Affairs
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3.71 Women are the majority among the beneficiaries. Widows and divorced
women together constitute the largest single group, and women are presumably
included among the other main categories, the elderly and disabled. The number
of persons receiving once-off relief support is only slightly less than the
number of persons on indefinite pensions, but their pensions are much lower on
average.

3.72 The Ministry has offices all over the country for delivery of
assistance. Applications are reviewed by a committee of staff and sccial workers
who make home visits if necessary. Both rural and urban project field workers
report that the existence of support facilities is well known among the
population and that contact with the local office is the main contact people have
with government.

3.73 The Ministry has not made any assessment of the eligible population.
It is possible to make a crude estimate of the coverage of the social transfer
payment scheme, comparing the number of beneficiaries to the vulnerable groups
identified above. 1In Cairo, approximately 120,000 elderly women live alome,
constituting 7 percent of households. Another 15 percent of households are de
facto female headed (i.e., either headed by a single parent or dependent on a
women as main earner). Assuming half are poor, then in total about 190,000 women
are Cairo are poor. If the situation in Cairo is typical, then three quarters
of a million women in Egypt are in need of basic assistance. On the assumption
that the 1984/85 composition of beneficiaries still holds, then approximately
100,000 women are currently given individual transfer payments. This is one out
of 8 of the eligible female population. It seems reasonable to assume that
coverage is better for the other two categories of the poor, elderly men and
couples and the disabled; reaching 75 percent of these groups. On these

assumptions, national coverage of the poorest groups through government payments
assistance schemes is about 1 in 5 persons.

3.74 While a large number of persons throughout the country is certainly
reached by social assistance schemes--whatever the shortfall on actual need -

the total funds for assistance are small. The total budget for transfer
payments was LE7m in 1984/85 and LE1Om in 1988/89. Extremely low levels of
individual benefits are provided. It is clear that the government is concerned
about this situation, having increased the funds significantly since 1984/85.
The average individual benefit has risen by almost a third and the number
benefiting has increased by 10 percent. Still the situation 1is clearly
unsatisfactory. The total average payment is a modest LE57 per annum in 1988/89,
approximately half the statutory pension amount of about LE10 per month. This
amount does not begin to approach an adequate subsistence payment. For the
destitute, transfer payments from the state at this level can only be a
supplement to other income. In that sense, and in view of the shortfail in
coverage, the government is clearly failing in its fundamental objective of
providing a basic safety net for the poor.

3.75 The incentive for individuals to apply for this level of support
cannot be very great. This may partly explain the discrepancy in the numbers
between those who apply for support and those who are in need. Many households
nevertheless have transfer payments at this very low level as their main source
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of income (Hopkins, 1987). This testifles to the severity of poverty among many
Egyptians, their vulnerability and their dependence on the government and other
agencies for support.

3.76 Non-Governmental Organizations (NGOs). The government program of

social assistance 1is complemented by that of private non-governmental
organizations (NGOs). NGOs are many in number and have a long history in Egypt.
Their activities have three characteristics. These characteristics distinguish
Egypt from other countries. The NGOs presence in the field of social assistance
and social development is relatively less vigorous than in Asia and sub-Saharan
Africa, in particular. Their orientation, in the main, is philanthropic rather
than developmental; very few foreign based, international NGOs are active; and
all NGOs'’ activities are closely regulated by the government under Law No.
32/1964.

3.77 All NGOs require official approval to operate from the Ministry of
Social Affairs. They have to be registered either with the central Ministry,
in cases where the operations are national in scope, or at the Governorate level.
Only organizations dedicated to special groups, such as the handicapped, are
centrally registered and given permission to operate nationally. They are in
the minority: only about 150 out of a total of 14,000 registered. The rest are
site-specific, registered with the governorate offices of the Ministry of Social
Affairs and with their activities confined to particular urban neighborhoods or
villages. :

3.78 The financial affairs of NGOs are also subject to regulation, as
regards both establishment and current fund raising. The number and financial
strength of NGOs is limited by the restriction that endowment funds are not
permissible. Informal representations have made the govermment aware that a
potentially important source of finance is being missed here, and 1t is
considering amending the legislation to permit the establishment of NGOs of this
kind. All NGOs’ fund-raising activities from the general public are subject to
approval. Any specific fund raising project has to be approved by a high-level
committee, and only a limited number are approved each year. There is a scheme
of restricted sponsorship, whereby charities apply for the proceeds of sales
through shops of stamps designated in their name. It seems clear that all these
various rules seriously limit the fund raising capacity of NGOs.

3.79 Even so, the scale of operations of NGOs is impressively large.
About two million people work for NGOs, most in a voluntary capacity. The
government also gives financial support to all NGOs. On completion of an annual
financial audit of operations and scrutiny of fund-raising and program plans,
small operational grants are awarded from a special fund in the Ministry of
Social Affairs. Currently, the government passes out approximately LEém per
annum on such grants. This compares favorably with the LE1Om spent on direct
transfer payments. But the government subvention accounts for only a small part
of NGOs total disbursements. While information is not available for the country
as a whole, in Cairo, NGOs’ total expenditures were eight times the subvention
from government. If this holds nationally, and all NGOs give direct income
support to beneficiaries, it is clear that the quantum of income support to the
poor in Egypt is much greater from the private sector than from the state.
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3.80 Using earlier estimates of the vulnerable groups in the population,
together with knowledge of the costs of subsistence/poverty line income, it is
also possible to estimate the effectiveness of combined public and private social
assistance schemes in alleviating poverty in Egypt. It was suggested that the
state scheme covers about 1 in 4.5 of the eligible population, at a sub-
subsistence level of about LE45 per year on average for once-off and pension
relief combined. If the minimum income to provide basic needs for one adult is
taken as five times that level (LE240m) (to equal the original value of the Sadat
pension), then the total amount necessary to provide satisfactory coverage is
more than twenty times greater than is currently provided by the Ministry (LE225
million per annum). For comparison, the government and NGOs may together provide
about LE60m nationally. Their total disbursements need to be increased between
three and four-fold to provide a complete safety net.

3.81 Income Generating Schemes. Moving beyond transfer payments, other
activities of the Ministry of Social Affairs which provide support to household
incomes should be mentioned. There are three main operations. The division of
women's affairs is mostly concerned with education and income generating projects
for rural women, mostly is collaboration with international aid agencies (UNFPA,
UNICEF). Another division deals with children, and runs a nationwide system of
daycare centers for pre-schoolers. 1In 1986, there were 2,969 nursery schools
with a total registration of 145,050 (CAPMAS/UNICEF, 1988). Although this is
a major effort, the quality of these institutions is variable. They lack a clear
educational philosophy. Most are used by working women for their children and
many provide no more than a custodial service.

3.82 Thirdly, there is the Productive Families Department, responsible
for the Productive Families Programme (PFP). This is a major activity of
government. It is a mixed training/loan/contract production and marketing
system, currently benefiting about 200,000 people, or 1 million people, if the
families of the beneficiaries are included. The activities supported cover
sewing, crafts and livestock rearing, all of which show positive returns and
which are estimated to increase beneficiaries’ income significantly, typically
by around 20 percent (Euroconsult, 1987). There is a waiting list on loans,
which are given at rates below that of the commercial banks. The scheme is

generally popular, and the government intends to expand it five-fold over the
‘coming period,.

3.83 The program has been the subject of several evaluations (LaTowsky,
1987, Euroconsult, 1987, Bol, 1986, Hailey, 1988). It is thought to be
"reasonably effective in generating income at the level of relatively poor
families in Egypt" (Bol, 1986). These improvements are significant in the
context of the rapidly declining real value of wages and salaries in contemporary
Egypt, especially for government employees (LaTowsky, 1987). In particular, the
project is successful in reaching women who, for example, constituted 59 percent
of the beneficiaries in Sohag Province (Euroconsult, 1987). Nevertheless, there
are some reservations. The project does not operate on the smallest scale, and
so does not reach the poorest. In Sohag Province, the poorest households
accounted for only 19 percent of beneficiaries (Eurocconsult, 1987). For the
moderately poor who take most of the loans (66 percent in the same case), the

PFP credit option was chosen because it gave cheaper credit than the commercial
loans which were also available to them.
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3.84 Moreover, the scheme may be over-ambitious in attempting to meet
several objectives. As well as providing loans and training, it is developing
into a direct employment service, providing equipment and materials to workers
and organizing production and sale, mostly of crafts products, both in Egypt,
and it is planned, abroad. As a production and marketing organization, however,
it leaves a lot to be desired. The market research function is lacking and sales
policy is ill-formulated. Quality control procedures are minimal. Sales are
handled haphazardly, in many cases relying on casual drop-in visitors to the
production centers. There is little attempt to match contracted quantities and
product designs to consumer preferences; stocks accumulate as a result. In the
circumstances, the launch into exports - which relies on contacts with Harrods,
the London Department Stores owned by an Egyptian businessman -- is surely
premature, except on the most limited basis and unless Harrods is prepared to
give technical assistance and support for entering broader export markets.

Social Security

3.85 The Social Security System is comprised of a main scheme offering
coverage to all government workers and most of the formal private sector
employees, and three other schemes covering the self-employed, Egyptians working
abroad, and domestic servants and temporary workers. The General System has a
complete array of social welfare programs including old age, invalidity and
death; sickness and maternity; work injury; and unemployment. The qualifying
conditions, specific benefits, and other characteristics of the programs are
summarized in Table 1 (Annex I).

3.86 The administration of social security services is fragmented.
Although all programs are under the general supervision of the Ministry of Social
Insurance, they are actually implemented by three semi-autonomous organizations.
0ld age and survivor programs and unemployment insurance for private sector
workers are administered by the Social Insurance Organization. 014 age and
survivor programs for government workers are administered by a different
institution, the Insurance and Pensions Organization. Government workers are
. not covered by unemployment insurance. Sickness, maternity and work injury
benefits related to actual health care are administered by the Health Insurance
Organization, which is wunder supervision of the Ministry of Health,
Contributions and cash benefits for the health related programs are administered
by the Social Insurance Organization and the Insurance Pensions Organizations.

3.87 Government contributions to the Social Security System amount to 1%
of the payroll plus coverage of any deficit in the old age and survivor and the
unemployment programs. The Government does not make contributions to either the
sickness and maternity program or to the work injury program. Contributions to
the General Scheme from the private sector amount to 40 percent of monthly salary
up to LE 250, and to 35 percent of monthly salary from LE 250. The percentage
of contributions earmarked for health insurance is very low.

3.88 Besides the General Scheme for government employees and formal
private sector employees, the Egyptian social security system has three other
minor schemes. The first, introduced by Law No. 108 in 1976, offers exclusively
old age and survivor insurance to a broad spectrum of the self-empleoyed,
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including professionals (doctors, lawyers, etc.), farmers owning 10 or more
feddans of land, writers, artists, and members of the board of directors of
private companies. The second subsidiary scheme was introduced by Law 112 in
1980 to extend also exclusively old age and survivor insurance to the working
poor. Groups insured by this scheme include temporary workers, small farmers,
fishermen and domestic servants. The individual’s contribution to the scheme
is very low, 30 piastres per month. The last subsidiary scheme also provides
old age and survivor insurance to Egyptians working abroad. Enacted by Law S0
in 1978, this scheme is voluntary.

3.89 Benefits from old age and survivor insurance are quite similar among
all schemes with pensions, amounting to about LE 30 for government employees at
the bottom of the salary scale. Temporary workers/domestic servants scheme have
a single pension benefit of LE 12 per month. Due to the lack of indexing, the
effectiveness of social security pensions as part of the safety net for the
elderly and dependent survivors has been eroded by inflation, especially in the
last few years.

3.90 Unemployment benefits amount to 60 percent of the last month’s wage
and they are paid up to 16 or 28 weeks depending on the individual’s contribution
history. It appears that the unemployment insurance program does not play a
major role in the system mostly because the vast majority of the unemployed are
new entrants in the labor force who do not qualify for benefits.

3.91 The Health Insurance Organization provides curative care and treats
work injuries for insured workers. Its coverage is limited to a small number
of individuals within the general scheme of the Social Security System. In 1988,
the Social Health Insurance covered 3.75 million individuals, of whom 11,000 were
dependents and 113,000 pensioners and widows. While 85 percent of government
employees are covered by health insurance, only about 30 percent of formal
private sector workers are covered. The low coverage in the private sector is
in part due to the existence of alternative plans fully paid by employers, and
in part to the low quality of service provided by the Health Insurance
Organization.  Overall, the present insurance system covers only 8% of the
population. Also, it is very difficult for workers to obtain coverage for their
dependents. The evolution of the number of health insurance beneficiaries is
shown in Graph 3.9.
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Graph 3.9 Number of Health Insurance Beneficiaries
(1977-1987)
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3.92 The evolution of individual coverage for the four social insurance
schemes over the 1980-89 period is presented in Graph 3.10. The general scheme
covering government workers and formal private sector employees had 7.7 million
insured individuals in 1988-89, representing 57 percent of total insured. At
the other extreme, the migrant worker scheme had only 33,000 insured individuals,
representing less than 0.3 percent of the total. The total number of insured
in the four scheme grew at an average rate of 3.35 percent over the 1980-89
period. This is slightly higher than the rate of growth of the population of
working age (15 to 65 year old); which was 2.75% over the same period. Some
of the difference between the two rates may be explained by changes in female
labor force participation, which increased from 6.6 to 8.2% from 1976 to 1986.
The total number of insured individuals in 1988 was over 13 million. It appears
therefore that almost all members of the Egyptian labor force are enrolled in
one of the four social insurance schemes.
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Graph 3.10 Number of insured in Social Insurance Schemes
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3.93 The evolution of total earnings and expenditures for the entire
system is presented in Graph 3.11 While for the 1980-89 period expenditures
grew at an average rate of 15.7 percent, revenues grew at the higher rate of
17.8 percent. The system produced a current surplus in each year and the size
of the surplus grew at an average rate of 23.1 percent over the decade. At the
end of 1988-89, the accumulated surplus for the entire system amounted to LE
7,225 million, and 68.4 percent of it accrued over the 1980-89 period. It is
quite clear from recent trends that without discretionary changes in benefits
and contributions, the system will continue to accumulate surpluses well inte
the next decade.
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Graph 3.1 Total Social Insurance Earnings and Expenditures
1980-1989
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3.94 This healthy picture of the system finances hides, however, several
important caveats. The fact that the system has been able to generate current
surpluses does not necessarily mean that the system is actuarially sound. As
most other social security systems, the Egyptian system operates on a "pay-as-
you-go" formula. Expenditures are paid out of current earnings and, it is
expected that accumulated surpluses and earnings will in the future contribute
to pay the retirement benefits of present contributors. The system is
actuarially sound if for given (present) contribution rates, future revenues
together with accumulated surpluses are large enough to finance (present) benefit
levels of future beneficiaries. An audit conducted in 1982 found an actuarial
deficit of LE 107.5 million despite accumulated operating surpluses by 1982
exceeding LE 2,500 million. A new audit of the system, being carried out at the
present time, is also expected to yield a similar actuarial deficit.

‘3.95 A second caveat in the financial health of the system is that some
schemes are not sufficiently funded on a current basis. Considerable cross-
subsidization has gone on for years. Around 95 percent of all earnings in the
past few years came from contributions to the general system, but only 90X of
expenditures were made under the general system. In contrast, expenditures for
the temporary workexrs scheme represented 10 percent of total social imnsurancs
expenditures. The temporary worker insurance scheme spent in 1988-89 over Ll
times its ezrnings (Tables 5, Annex I).
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3.96 In summary, the social security institutions appear, at least in
principle, to offer some degree of broad and very shallow coverage to the bulk
of the population. But the effective level of actual benefits and protection
is low in many areas, notably pension benefits for widows and health insurance
for dependents. Entire sectors of the population, specially those that are most
vulnerable -- school age children, the elderly, widows -- have no health
coverage. Moreover, even though legally both employers and employees make
contributions to the social security system, the economic incidence or overall
burden of both contributions is essentially borne by workers. The incidence of
the payroll tax is therefore likely to be regressive because it falls only on
labor income and because the highest salaries (above LE625 a month) are exempt.

3.97 Egypt was one of the first countries of the region to start the
development of rural health services throughout the country and this policy has
been vigorously pursued over the last three decades. As a result, the Ministry
of Health has been able to establish a network of facilities which provide
adequate coverage and offer a balanced mix of preventive and curative health
services,

3.98 As far as primary health care is concerned, the present network of
2,673 rural units is evenly distributed among the population, with a center for
each 11,000 inhabitants (Table 5, Annex F). Ninety-nine percent of the
population lives within a four kilometer radius of a health center. It can
therefore be assumed that health services are accessible to almost everyone in
the country, which is a very positive achievement.

3.99 The primary health care approach adopted in 1978 by the government
places great emphasis on promotional and preventive activities while providing
basic medical care and screening for patients needing a higher level of medical
attention. For further expediency, a network of urban centers was developed to
complement the rural units (Table 6, Annex F).

3.100 To address the important health problems identified in the previous
chapter, the Ministry of Health has launched national disease control programs
which retain a vertical management at the central and governorate levels and
integrate their activities into the delivery of primary health care at the local
level. Utilization of the primary health care units in the execution of disease
control programs has proved to be quite effective. The extended program of
immunization to protect children against tuberculosis, diphtheria, measles,
pertussis, polio and tetanus has presently reached a satisfactory level of
coverage (Table 7, Annex F). Reported cases of diphtheria, pertussis and polio
are under decline and recent reports seem to indicate that, for the first time,
the incidence of neonatal tetanus has decreased during the first six months of
1989. 1In diarrheal disease control, the early and proper management of acute
cases by oral rehydration techniques has succeeded in reducing the number of
deaths: since 1987, diarrhea has ceased to be the leading cause of early
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childhood mortality. The tuberculosis control through BAG vaccination, active
case-finding and treatment of contagious cases has reduced the incidence of open
pulmonary cases per 100,000 persons from 15.2 observed in 1984 to 11.3 in 1987.
In bilharzia control, a new efficacious chemotherapy administered in a single
oral dose has produced very encouraging results in control of S. Haematobia in
Middle and Upper Egypt and is being applied presently to S. Haematobia and S.
Mansoni in the Delta. Substantial progress in the reduction of prevalence rates
has resulted in a shift in the control strategy of relying mostly on mass
chemotherapy, while using mollusciciding intermittently and in selective areas,
thereby greatly reducing the cost of control (Table 4, Annex F).

3.101 At the secondary level, government services are almost exclusively
urban and curative. They are provided by 26 general hospitals, 165 central
hospitals and 150 specialized hospitals (Table 8, Annex F). While the Ministry
of Health is practically the sole provider of preventive services and primary
health care, it shares the provision of secondary care with other ministries,
the parastatal Curative Care Organizations in Cairo and Alexandria, the Social
Security Health Insurance Organization and the private sector (Table 9,

Annex F).

3.102 Government secondary level hospitals operate on a very tight budget.
Most of them suffer from years of neglect in the repair and renovation of their
physical facilities and upkeep of equipment. They generally experience a

shortage of drugs and supplies which adversely affects the quality of care they
can provide. However, they are fairly well utilized since they are the only
solution for many poor persons. In 1986, there was an annual attendance at
outpatient clinics of 1.9 per beneficiary (urban population only) and a bed
occupancy rate of 58% (Table 10, Annex F).

3.103 At the tertiary level, services are provided by 25 university
hospitals administered by the Ministry of Education (14,668 beds), 8 teaching
hospitals (3358 beds) and 8 specialized institutes operated by the Ministry of
Health (747 beds). A partial cost recovery system is applied as one-fourth of
the beds are reserved for paying patients. All these establishments are largely
subsidized by the govermment as they provide practical training to medical
personnel. They are also involved in research. Establishments at this level
are modernly equipped, properly maintained and receive adequate operational drugs
and supplies. The professional standard of their medical and nursing personnel
ensures the provision of a relatively satisfactory level of care. They have
acquired the public’s confidence and operate almost at full capacity (68% bed
occupancy in Cairo University Hospital).

3.104 Admission process for inpatient care is quite selective. However,
a small number of patients from low income groups are allowed to occupy free
beds. They generally are urban or suburban poor living in the vicinity and
admitted through the outpatient clinics.
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3.105 Despite this overall positive picture of a health network with
adequate coverage and access, the Egyptian public health sy=tem is plagued by
two major shortcomings which have far-reaching implications from the viewpoint
of the poorest groups in the population: (i) a poor performance of the primary
health care services; and (ii) an inappropriate distribution of resources among
the various types and levels of health care facilities.

3.106 In contrast to the results obtained in disease control, performance
in the field of individual medical care is not impressive. Villagers complain
of long waiting periods before being seen by doctors, of perfunctory
examinations, and of shortage of drugs. In the rural areas, the provision of
medical care takes place during hours which are not convenient for agricultural
workers. Public dissatisfaction engenders low utilization of services. Rural
beds are rarely used (2% of occupancy rate). The annual ratio of outpatient
visits per beneficiary (1.6 annually) is one-third of the ratio registered among
individuals covered by a health insurance schema. Whenever they can afford it,
villagers go to a private practitioner or tend to ignore the rural and district
units and pay their travel costs to go directly to a general hospital of the
governorate, better equipped with diagnostic and treatment facilities, thus
bypassing the normal referral system. But for the poorest among the rural
population, there is no other option than to attend the government rural medical
services. Those services should therefore be maintained at an acceptable
standard. It has been established that the occurence of neonatal and infant
mortality as well as of reproductive mortality among women could be reduced
significantly if pregnant women were to receive antenatal care. Many studies
have documented the overwhelming lack of medical care during pregnancy in both
urban and rural areas, in spite of the widespread availability of such services
(Capmas, 1988). It would be important for the Ministry of Health to be able to
attract the non-user population in its primary health care centers.

3.107 In spite of its commitment to strengthen rural services and primary
health care, the Ministry of Health is constrained by the extensive urban medical
infrastructure inherited from the past. The financial consequences of this
situation is that hospitals absorb a disproportionate share of the total health
budget. Graph 3.12 indicates that hospitals account for 61% of the overall
recurrent budget, primary health care for 22%, preventive services including the
disease control programs for 15%, and the remaining 2% are for common
administrative services. The present distribution of financial resources shows
a heavy concentration of expenditures on curative services at the expense of
preventive activities. Even within curative services, there is a strong urban

bias as rural hospitals receive only 3% of the total budget versus 58% for urban
hospitals.
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Graph 3.12 Functional Distribution of MOH
Recurrent Expenditures (1987)
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3.108 The lesser proportion of resources allocated to the primary medical
care level implies insufficient funding for the rural and urban health centers.
The concrete implications are inadequate maintenance of buildings and sanitary
facilities, insufficient provision of essential equipment and basic medical
supplies and drugs, and limited transport means for the development of an
effective outreach and referral system. In the rural areas, the difficult
working and living conditions and the lack of opportunity for private practice
to compensate for the low remuneration bring about low motivation and high
turnover rates. This situation adversely affects the quality of care offered
and creates public distrust, which in turn leads to underutilization of the

facilities.

3.109 The distribution of health personnel follows the same pattern of
imbalance as budgetary resources., The proportion of MOH doctors and nurses
working in hospitals are 55X and 52% respectively, whereas only 24% and 30% are
found in primary health care facilities.
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Graph 3.13 Functional Distribution of MOH Personnel
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In addition, there is a marked disproportion between the numbers of doctors and
nurses. In 1988, the Ministry of Health employed 30,000 doctors and 27,000
nurses, equivalent to a ratio of 1.1 to 1. The accepted international norm for
the physician/nurse ratio is in the order of 1 to 3. This top-heavy health
manpower structure, which reflects the disproportionate share of curative
facilities in the overall health network, is a source of increased costs because
of the salary differentials between physicians and nurses.

Education

3.110 In an economy dominated by public sector employment where access to
positions of status, wealth and power is determined primarily by educational
attainment, it is important to analyze the distributional impact of government
education policies to assess the link between poverty and the provision of
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education. The main indicators, for this purpose, are the degree of
participation of various income groups and the pattern of allocation of education
expenditures to these groups.

3.111 Education is one of the domains of public intervention in the social
sectors where the most spectacular results have been achieved, as evidenced by
the high rate of growth of enrollments at all levels (Table 1, Annex H). The
considerable efforts put into the construction of primary schools throughout the
country and the constitutional guarantee of free education at all levels have
had a positive impact in terms of democratization of educational opportunities.
It is clear that an increasing proportion of children from low-income class have
been able to reach higher education and to gain access to well-remunerated
positions in the modern sectors of the economy. A social mobility survey
conducted in 1979 (Ibrahim, 1982) indicated that education has been a strong
factor of upward social mobility during the Nasser era.

3.112 Nevertheless, the impressive expansion of the education system has
still proved insufficient to reach universal primary education and suppress
regional and gender inequalities of access. As indicated in the previous
chapter, 10% of the primary school age population remained out of school in 1986
and half of the adult population is still illiterate. Even though a primary
level enrollment ratio of 90% is a commendable achievement, there is cause for
concern in as far as the remaining 10%, amounting to 160,000 children including
a majority of girls, come undoubtedly from the poorest strata of society.

3.113 One of the characteristies of primary education in Egypt, until
about five years ago when automatic promotion was introduced, was a relatively
high repetition and dropout rate, in the 10 to 15% range. There are indications
-that dropouts between the fourth and sixth grade do not retain functional
literacy and numeracy. This problem, which has affected mostly children from
the poorest socioeconomic groups, was not caused only by learning difficulties.
It reflected also the high opportunity cost of education for poor households
in dire need of the additional income, small as it may be, that can be generated
by working children. The importance of child labor in Egypt, which was
documented in the previous chapter, bears witness to this phenomenon. ‘

3.114 The widespread practice of private tutoring in secondary and higher
education has reintroduced an element of social bias which partly defeats the
democratic purpose embedded in the constitutional provision of free public
education. As early as 1976, a survey had found that the proportion of students
from low income families who could afford private lessons was much less than
those from middle and upper income families (Ibrahim, 1982). Given the emphasis
on rote learning, the ability to pay for private tutoring becomes a determinant
of academic success. Researchers found that 80% of students of lower class
origin got poor grades at the General Secondary Certificate Examination upon
which access to higher education is based, versus 50% for students from upper
class families (Ibrahim, 1982).

3.115 Looking at the pattern of allocation of educational expenditures,
particularly in terms of subsidization of secondary and higher educatiom, it
would appear that middle and upper income groups benefit disproportionately from
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government spending on education. Research results (Abdel-Fadil, 1982) reveal
that, from an equal opportunity perspective, i.e. focusing on inter-generational
distribution effects, the proportional distribution of resources among students
of various socioeconomic groups is skewed in favor of children of middle- and
upper-income families. Similarly, in an attempt to measure the intragenerational
distribution effects of education benefits by using estimates of the tax burden
of various income groups, Abdel-Fadil (1982) came to the conclusion that middle-
income families whose children attend higher education are subsidized by both
low and high income groups.

3.116 To verify these trends, the differential pattern of allocation of
educational expenditures can be observed by simulating the education journey of
a theoretical cohort of students entering primary school in the beginning of the
1970s and going through the various steps of the educational ladder in the years
after and working out the share of education expenditures received by various
groups within that cohort. Based on data produced by Abdel-Fadil and official
MOE statistics on promotion, failure and dropout rates, Graph 3.14 presents the
outcome of this analysis which indicates clearly how those members of Egyptian
society who obtain a university education are subsidized by the rest of the
population. The implication of these data is that 70% of the population,
representing people whose children were never schooled or did not go beyond
primary education, receive only 20% of education expenditures. At the opposite

Graph 3.14 Distribution of Expenditures on Education
by Level of Education
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end of the spectrum, university students who account for 10X of a given age-
cohort benefit from 50% of total education expenditures. Budgetary data by
category of expenditures reveal that non-wage expenditures per student are 50

times larger in higher education than in primary and secondary education (Table
4, Annex J).

3.117 The same methodology can be applied to introduce the socio-economic
variable into the analysis (Annex L). Using the same 1970 cohort and data on
the sociloeconomic background of students presented in Abdel-Fadil’s paper, Graph
3.15 confirms that the distribution of human capital investment in education
among socloeconomic groups in Egyptian society is unequal.

Graph 3.15 Distribution of Education Expenditures
by Socioeconomic Origin
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While the share of education expenditures received by students from poor families
represent only half their share in the population, students from rich households
benefit from almost the double of their share in the population. This finding
about the regressive nature of government spending in education is congruent with
the results of an international study (Psacharopoulos, 1977) which had come to
the conclusion that, in most countries, free higher education is a factor of
aggravation rather than alleviation of social disparities.

3.118 The issue of gender disparities in education deserves special
attention as another dimension of the distributional impact of govermment
education policies and expenditures. It should be recognized that progress in
this area has been very significant, especially in the last five years. During
this period, without considering Cairo and Alexandria where the situation has
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always been better than the rest of the country, enrollments of girls in primary
education have grown by 30% versus 20% for boys. Table 3.10 shows the long term
trend of slow improvement in the proportion of girls at various levels of the
education system.

Table 3.10. Proportion of Girls in Education

1972/73 1981/82 1983/84 1985/86
Primary 38.0 40.9 42.2 44.1
Preparatory 33.4 38.5 39.4 40.3
General Secondary 32.1 36.7 37.0 37.6
University 29.9 32.0 34.6 35.0
Source: Ministry of Education
3.119 The budgetary implications of this situation of under-representation

of girls can be assessed using the same methodology as for socioeconomic groups.
The results of this analysis (Annex L) indicate that, in 1985/86, the female half
of the Egyptian youth population received 39% of education expenditures versus
61% for the male half. These figures are a good measure of how gender imbalances
in education access and participation are translated in inequalities in terms
of financial benefits accruing to different population groups.

Population Pressure

3.120 The poverty problem faced by Egypt is compounded by rapid population
growth. The continuous decrease in mortality (down to 8.6 per thousand in 1988)
and the relative stability of the birth rate (still 37.5 per thousand in 1988)
have led to an overall annual growth rate of 2.8%. The Egyptian population more
than doubled between 1960 and 1989, from 26 to 55 million people. The population
has also become increasingly young as a result of reduced infant mortality rates
and emigration of adult workers to Arab countries. The preliminary results of

the 1986 Census indicate that thirty-four percent of the population is undexr
twelve.

3.121 The high rate of population growth translates into increased pressure
on the economy: pressure for jobs, pressure for social services, and pressure
for an increase in consumer subsidies. The labor force is growing at an even
faster rate than the population. Its growth at an average rate of 5% per annum
reflects the rising number of youths and women entering the labor force. The



- 80 -

economy has not been able to keep up with the need for jobs. Nor has it been
able to meet the demand for building additional schools and health facilities.
The financial pressures created by this growth have prevented any significant
improvement in the quality of social services. There is even concern that the
continuation of these pressures will lead to further deterioration in the quality
of education at all levels and in health services. At the same time, demographic
pressures are making it increasingly difficult to sustain existing consumer
subsidies, especially food subsidies.

3.122 After two decades of relative neglect of the population growth
problem, the Government has been putting more emphasis on family planning
activities. The rate of utilization of contraceptive methods grew from 342 in
1984 to almost 38% in 1988 according to the results of the latest Demographic
and Health Survey. But the total fertility rate is still 4.5 and information
and education programs on contraception issues remain insufficient. Much
progress remains to be made to improve the availability of and access to
contraceptives before the economic burden of rapid population growth can be seen
to start decreasing.

Taxation

3.123 Establishing the overall distribution incidence of the tax system
is a difficult task, especially in the case of Egypt, because of the complexity
of its tax institutions and the degree of government intervention in the economy.
This section presents some estimates of the tax burden distribution in Egypt for
1985-86, the last year for which actual tax data are available. The main tool
of analysis is the "allocation method" which distributes the revenue collected
from each tax among different income groups according to different assumptions
about the incidence of the tax. For example, if a tax is assumed to be finally
paid by consumers, consumer expenditure shares for the commodity are used to
allocate tax collections among the different income groups. Although households
differ in size both within the across income groups, data availability makes it
necessary to take households as the unit of analysis and ignore differences in
household composition.

3.124 Two past studies have made some attempts to establish the overall
incidence of the Egyptian tax system. Using a Social Accounting Matrix, a team
of researchers found in 1976 that taxes and transfers to government increased
on a per capita basis with income across income classes, in a mildly progressive
manner (Eckaus et al, 1976). This pattern was present in both urban and rural
areas, but both burdens and the level of progressivity were lighter in rural
areas. The second study was published in 1986 by the National Bank of Egypt.
Based on general trends and shares of different taxes, it concluded that the
Egyptian tax burden fell heavily on consumers with limited income because of its
reliance on indirect taxation.
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3.125 If direct taxes are more likely to be progressive and indirect taxes
to be regressive, the Egyptian tax system should have become more regressive in
the 1980s. Graph 3.16 which shows relative shares of direct and indirect taxes
from 1980/81 to 1986/87, reveals that the relative importance of indirect taxes
has been on the increase,

Graph 3.16 Composition of Egyptian Tax Revenue
(1980/81-1986/87)

100

69.2

£6.3 65

B0 - oms

40

20 +

S

i . R SR
80/81 81/82 82/83 83/84 84/85 85/86  86/87

Total Indirect Taxes 1 Total Direct Taxes

Source: Ministry of Finance

In 1981/82 indirect taxes represented 59.2% of all tax revenues. In 1986/87,
the figure was 65%. Preliminary data indicate that the relative importance of
indirect taxes is unlikely to have decreased in 1988 and 1989. If the government
goes ahead with its plan to introduce a broad based value-added tax, the relative
share of indirect taxes in tax revenues should remain the same or augment.

3.126 The Distribution of Income Before Taxes. The analysis of tax burden
distribution should be based on a comprehensive measure of individual income
including, in an ideal world, gross income from wages and salaries, fringe
benefits, transfer payments, income from capital including imputed income from
owner-occupied housing, income-in-kind from government subsidies and in-farm
consumption. Comprehensive income should also include estimates of the
individual’s share of corporate retained earnings and the part of the corporate
income tax falling on owners of capital.
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3.127 The task of allocating tax collection to households in different
income groups is made difficult by data limitations. The lack of data on
household income leaves no choice but to approximate income from the expenditure
side, bearing in mind that total household expenditures as reported in the HBS
are not a complete measure of disposable income (Box 2.1). All information
available from the 1981/82 HBS distinguish always between rural and urban
households. The two sectors are never aggregated. On the other hand, tax
revenue data are only reported for the entire country, with no distinction
between rural and urban sources. To compensate for the lack of an aggregate
decile distribution for the entire country, the urban decile distribution is used
here as a proxy for the entire country. The decile distribution of expenditures
is a little less unequal among rural households than among urban households.
Taking the urban distribution as representative of the entire country is not
expected to introduce significant distortions.

3.128 Table 3.11 presents an approximate decile distribution of household
expenditures for the urban sector computed from the original 1981/82 HBS
published tables. These data are used to allocate taxes for 1985/86, the most
recent year for which actual tax revenue data are available. The mismatch in
years for the two data sets raises questions regarding the accuracy of the
analysis, considering that changes in relative prices across commodity groups
and increases in real income between 1981/82 and 1985/86 should have induced
changes in household expenditure patterns. Commodities that experienced
decreases in relative prices and/or those with larger than unitary income demand
elasticities should have taken a more important role in households’ budgets
during the period. To adjust the 1981/82 HBS data for these changes is beyond
the scope of this study. By not adjusting the data, the implicit assumption is
made here that all income and price elasticities are unitary.

R




Approximate Share in  Exp. Share  Exp. Share  Exp. Share  Exp. Share  Exp. Sharc  Exp. Sharc  Exp. Share  Dxp. Share  Exp. Share
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1-__Under - 600 2.91 3.46 1.99 1.97 &2 1,41 2.59 0. 0.64 0.20
1 601- 5,19 _6.00 4,88 £.37 6,19 2,66 3.7 2.3 2.32 1.27
i, 1-1 8.71 9.59 9.70 8.36 16.00 695 6,55 4.31 4,85 3.7
IV, 1,001-1,100 5.35 5.8 5.78 5.48 5.95 3.3 5,32 298 3.36 _2.08
1,101-1 11,37 12,07 12.56 1200 12.19 7.68 9.1 6.2 8.55 5,90
1-1 5.79 _6.13 .02 R 5.97 3.92 506 3.00 5,29 3.47
Vil 1,401-1,600 10.99 11,40 11,93 12.00 10,85 9.63 _10.26 7.3 9.79 6,85
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a. This breakdown was necessary in order to use published tables from the H8S.

b. Columns may not add up due to rounding errors.
Tabulations using data from the 1981/82 Household Budget Survey.

Source;
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3.129 Tax Sources jin Egypt. Fiscal revenues by type of tax and their
relative importance in total collections in 1985/86 are listed in Table 3.12.

Total tax revenues amounted to LE 6,518.8 million in 1985/86. Income taxes
represented 37.3 X of total revenues. Within income taxes, the tax on corporate
profits was relatively more important, representing 21.8% of total revenues.
Personal income taxes accounted for 15.5X of total revenues, schedular taxes
(income taxes by source of income) alone representing 13.4% of total tax
revenues. Egypt does not have a payroll tax. Fees (or taxes) for social
security are administered outside the Ministry of Finance and are not considered
part of the government tax revenues.

Table 3.12
Current Revenues 1985/86

(In millions of Egyptian pounds)

Tax Source Amount % of Total Revenue
I. Income Taxes 2,433.2 37.3
1. Individual 1,012.9 15.5
a. Schedular Taxes 874.9 13.4
(Salaries) (144.5) 2.2
(Professionals) (20.0) 0.3
{Commercials &
Industrial) (531.1) 8.1
(Capital Income) (179.3) 2.8
b. General Tax 57.0 0.9
c. Others (including some
Social Security Charges) 81.0 1.2
2. Corporation 1,420.3 2]1.8
(0il Sector) (411.5) 6.3
(Suez Canal) (184.1) 2.8
(Others) (824.7) 12.6
11. Property Taxes 43.3 0.6
(Agricultural land) (34.5) 0.5
(Buildings) (5.3) 0.0
(Unused Land) (3.5) 0.0
I11. Estate and Inheritance Taxes 18.8 0.2
(Estate Duty) (12.0) 0.1
(Inheritance Tax) (6.8) 0.0
IV, Stamp Duties 1/ 383.0 5.9
v. Cons tion Tax 1,489.0 22.8
(Taxes on Food & Beverage) (347.6) 5.3
(Taxes on Tobacco) (387.4) 5.9
(Taxes on Cloth & Footwear) (52.9) 0.8
(Taxes on Furniture &
Household goods) (142.1) 2.2
1/ Includes revenue from net wealth tax, property transfers tax, and a few

indirect taxes
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Table 3.12 (cont'd)

Tax Source Amount %_of Total Revenue

(Taxes on Medicaments &

Health products) {30.3) 0.4

(Taxes on 0il, Transp.

& Communication) (318.7) 4.9

(Other) (210) 3.2
VI. Import Duties 1,807.8 27.7

(Tobacco and Cigarettes (277.9) 4.3

{(Motor Vehicles) (133.8) 2.1

(Other) (1,396.1) 21.4
VII. Other Taxes 343.7 5.3

TOTAL 6,518.8 100

Source: IMF: "“Egypt: Possibilities for mobilizing Tax Revenue and improving the Elasticity of the Tax System
1988, and computations.

3.130 Property taxes and estate and inheritance taxes, also considered
direct taxes, are a minor part of govermment tax revenues, 0.6% and 0.2% of
total revenues respectively. There is also a stamp duty which is considered
part of direct taxes. This tax is levied on contracts and transfers of assets
in a variety of ways, and represents 5.9% of total tax revenues.

3.131 Indirect taxes which include the consumption tax, (22.82 of total
tax revenues) and custom duties (27.7% of total revenues) represent the bulk of
Egyptian tax revenues. The consumption tax is levied in a variety of forms and
rates on both domestically manufactured goods and imported goods.

3.132 The Incidence of Indirect Taxes. It is generally assumed that
indirect taxes are shifted forward to consumers. Under this assumption,

household expenditure patterns can be used to allocate tax burdens among
taxpayers. To find the tax paid by households in a particular decile (say, on
food), total tax revenues from that tax source are multiplied by the households'’
expenditure share on the particular commodity as listed in Table 3.11. The
computed tax paid by households in the decile is then divided by the share of
GDP assigned to these households. The latter is the proxy for the total income
of the households in the decile. For lack of better data, the decile shares in
total expenditure in Table 3.11 are used to allocate the 1985/89 nominal GDP of
LE 36,039 million., Allocating income (GDP) by total expenditure shares is likely
to overstate incomes at the lower range of the income distribution and understate
then, at the higher range of the income distribution. The ratio of taxes paid
to estimated income are listed in Table 3.13 for all iIndirect taxes.




JPORT_QUTIES oM,
Approximete Exp. Share  Exp. Share  Exp. Share  Exp. Share Exp. Share  Exp. Shere  Total Exp. Share  Exp. Shere Total  Total
becile Expenditure on Food & on Clothing & on fumniture  on Medicam.  on Git Conmump. on on Import Indirect
Range (LE, 1981/82) Severage Tobacco Neaith & Nousehold & Nealth Prod. & Tax Tobacco Motor Vehic. Duties  Taxes
_goods_ Yraneport
1. _Under - 600 0.64 _ .70 0,10 0,19 9,07 0.23 2.51 0,50 0,09 4,46 697
I, 601- 800 1.12 1.01 _0.12 .20 .06 0,40 3,49 [ R/ 0.17 476 9.20
[, 80}-1,000 1,06 1.20 0.1% 6,22 0,06 0,46 3.70 0.85 _0.18 4,90 9.55
V. 1,001-1,100 1,04 116 0.15 0.2 0.07 0,49 3.3 0.83 0.21 4,91 9.59
Y. _ 1,101-1, 300 1,02 1.19 0.15 0.2 .07 0,54 3.80 0.85 0.3 4,95 9.71 ;
vi 1-1,400 1.02 1,12 _ 0,16 .27 _0.07 0,59 3.81 0.80_ 0.25 492 9.8 °"
1. 1,401 1.00_ 1,16 0.16 0.36 0,08 0.59 3N 0.86 9,25 £,96 9.82
1l 3-2,000 0.97 1.12 0,16 _03% 008 0.69 39 0060 0.28 4,95 2.86
X, 1- 0% 112 0.16 _0.40 0.09 0.80 400 080 0.3% 5,01 10,05
X.___Over -2,500 0.79 0.90 0.13 0.7 0.1 1.92 514 9.6 08 533 1142
ALL Households 0.96 1.07 0.15 0.39 0.08 0.88 4,11 0.77 9,37 5.01 1007
Source: Bank's mission based on 1981/82 HBS data, IMF, and data provided by the Egyptian authorities.
e ———————— . . — ——————— S - S —
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3.133 As far as the consumption tax is concerned, two important groups of
commodities in the budgets of low income households, food and beverage and
tobacco products, exhibit a regressive tax burden distribution as shown in the
first two columns of Table 3.13. The regressivity appears to be more pronounced
in the case of food and beverages. For the other groups of commodities for which
desegregated household survey data were available, clothing and footwear,
furniture and household goods, medicaments, and oil products and transportation,
the tax burden impact is proportional or progressive. Similarly, the overall
distribution of consumption tax burdens is mildly progressive.

3.134 For import duties, desegregated information is available only for
two groups of commodities. Customs duties on tobacco products were allocated
according to household expenditure shares on tobacco and cigarettes. A4s in the
case of the consumption tax, the distribution of burdens for custom duties on
cigarettes is mildly regressive. The second group of desegrepgate revenues,
custom duties on motor vehicles, were allocated according to household
expenditure shares on transport and communication. The distribution of tax
burden is in this case progressive. The balance of import duty revenues were
allocated according to households’ shares in total expenditures. Overall, the
distribution of tax burdens from import duties appear to be slightly progressive.

3.135 The last column of Table 3.13 reports the overall tax burden
distribution for indirect taxes. This column which is obtained by adding across
consumption taxes and custom duties, indicates that the burden distribution of
indirect taxes in Egypt appears to be mildly progressive.

3.136 The Incidence of Direct Taxes. To analyze the incidence of most
direct taxes, it is necessary to have representative samples of tax returns for
the year under study. Because of the lack of data, the following paragraphs
comment only on the likely incidence of each of the Egyptian direct taxes based
on the structure of the taxes and on conventional assumptions about the final
shifting of these taxes. ’

3.137 The conventional assumption for individual income taxes is that they
are not shifted but are borne by households. Egypt has four scheduled individual
income taxes, falling respectively on wages and salaries, professional income,
income from individual commercial and industrial activities, and capital income.
There is also a general individual income tax falling on global income. The
global income tax represents less than 6% of all revenues from individual income
taxes. Because of the relatively high exemption level, the nature of the
deductions and the highly progressive tax rate schedule, the final incidence of
the global income tax is expected to be progressive. Among the schedular taxes,
the most important source of revenue is the tax on income from individual
commercial and industrial activities. This tax represents over 60X of all
schedular tax revenues. Because the source of revenue for this tax requires at
least some asset holdings, and because its structure has some built-in
progressivity, it can be expected that the tax on industrial and commercial
income to have a moderately progressive impact on income distribution. The same
arguments can be used and the same conclusions reached for the schedular tax on
capital income, although this tax represents a more modest source of revenue.
The schedular tax on wage and salary income is also a relatively modest source
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of revenue. About 14X of all individual income tax revenues come from the tax
on wage and salary income. This is the income tax with the highest potential
for having a proportional or even regressive impact on income distribution. But
given the relatively high exemption levels in Egypt, the impact of the schedular
tax on wage and salary income is also likely to be moderately progressive.

3.138 The equity issue with all individual income taxes and in particular
with the schedular tax on wage and salary income is not expected to be vertical
equity but instead horizontal equity. In part because of tax design (different
deductions and rates), and more importantly, because of very different degrees
of tax compliance, households with equal incomes are expected to pay quite
different individual income taxes. While wage income of government employees
and others is subject to withholding, professionals have a much easier time
evading taxes. These different levels of evasion are probably reflected in the
fact that taxes on professionals’ income represent less than 2% of all individual
income tax revenues.

3.139 The corporate income tax is a more important source of tax revenue
in Egypt than individual taxes (21.8%2 of tax revenues versus 15.5%).
Establishing the incidence of the corporate income tax is also more complex.
To start with, an important source of corporate income tax revenues is the public
sector itself, where price and other controls constrain public enterprises
behavior. Close to 422 of corporate tax collections come from the oil sector
and the Suez Canal. Depending on a number of economic conditions including the
mobility of capital and the existence of pure economic rents in the corporate
sector, the corporate income tax may be paid by owners of capital in the
corporate sector, all owners of capital in Egypt, or the tax may be partially
or fully shifted to consumers of the commodities produced in the corporate
sector. If it were the case that capital owners pay all or part of the corporate
tax, this burden would be allocated among households in the highest decile of
the income distribution, and the corporate income tax would be a contributor to
the overall progressivity of the Egyptian tax system. The portion of the
corporate income tax that is shifted to consumers generally is allocated
according to households’ share in total expenditure. Because higher income
households spend a smaller share of their incomes than lower income households,
the part of the corporate income tax shifted to consumers may have a regressive
element in it. It should be noted that part of the corporate tax burden may be
exported to foreign consumers and/or capital owners. In the present analysis,
the impact of the tax shifted to consumers would be proportional because income
has been approximated by households’ shares in total expenditures.

3.140 Egypt's property tax is levied on the annual assessed rental value
of agricultural land, the annual (assessed) rental value of buildings in major

urban districts, and the estimated capital value of unimproved land in urban

areas. All property tax revenues are earmarked to local governments.
Assessments lag behind many years, rates are low, and enforcement is lacking.
Overall tax revenues from property taxes are extremely modest; they represent
only 0.6% of all tax revenues, Over four fifths of these revenues came from
the agricultural land tax. Since properties of less than 3 feddans are exempt
and around 80% of rural households own a land area of less than 3 feddans, the
property tax is not expected to affect the income of poor households adversely.
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In addition, property taxes may get capitalized into property values, and thus
the modest property taxes may have been paid by the original owners of land when
the tax was first introduced.

3.141 Egypt also has an estate tax, levied on the total value of the estate
of deceased persons, and a succession or inheritance duty payable by persons to
whom a succession accrues. Annual tax revenues represented only 0.2% of all tax
revenues. The first LE 5,000 of the estate are exempt and the first LE 500 of
the inheritance are also exempt. These two taxes are likely to be progressive,
although they play a very minor role in making the distribution of income less
unequal.

3.142 The final two direct taxes in Egypt’'s tax structure are a stamp tax
on transfers of stocks, bonds, and company shares both domestic and foreign, and
a net wealth tax. Together these two taxes represent close to 6% of all tax
revenues. The incidence of these two taxes should be progressive.

3.143 Summary of Findings. This analysis of the overall incidence of the
Egyptian tax system has to be considered preliminary because of the significant
data problems encountered. Nevertheless, most of the conclusions reached are
expected to stand after a more exhaustive study of tax burden distribution for
Egypt. Although several indirect taxes, namely consumption taxes falling on food
and cigarettes, were found to be regressive, overall the burden distribution of
indirect taxes appears to be mildly progressive. The lack of data makes it
impossible to quantify the burden distribution of direct taxes. But the review
of tax bases, tax structures, and the likely incidence of these taxes indicate
that Egyptian direct taxes should be progressive. Therefore, it is expected that
the Egyptian tax system has, overall, a moderately progressive to progressive
impact on income distribution.

Conclusion: The Limits of the Egyptian Welfare State

3.144 Since the 1952 revolution, the Egyptian leadership has placed much
emphasis on social development to foster greater equality and increased wealth.
The implementation of successive land reforms and business nationalization
measures, the establishment of an egalitarian wage structure and the pursuit of
generous employment policies in the public sector which dominates the economy,
the operation of a moderately progressive taxation system, the construction of
a national public health network and a comprehensive education and training
system, and the introduction of direct and implicit subsidies in a wide range
of economic and social sectors have all contributed to improvements in standards
of living of the bulk of the population.

3.145 These well-intentioned policies from a distributional viewpoint have
probably slowed down economic growth in Egypt and may have actually decreased
overall welfare. The multiplication of unproductive government jobs and the
proliferation of subsidies throughout the economy has been costly and the burden
on the budget has been very heavy. This strategy has resulted in the diversion
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of large amounts of resources away from productive purposes and has created
important distortions in the economy. The ensuring pattern of resource
misallocation has had adverse social effects, in particular in terms of obstacles
to employment creation in the productive sectors.

3.146 : Furthermore, the coverage of the various social programs and transfer
mechanisms has not been universal as they have failed to protect the poorest
members of Egyptian society. Some of the poorest households are not among the
beneficiaries of the food ration program. Opportunities to gain access to self-
sustaining income-earning opportunities and to raise individual productivity
through human capital formation have not been available for the most needy. The
lack of access to productive assets, notably land in rural areas, and the
unavailability of alternative sources of steady income through regular wage
employment explains the persistence of chronic poverty among potentially
productive groups. Even most of the direct welfare programs administered by the
Ministry of Social Affairs have not effectively reached the ultrapoor in terms
of coverage of the target population and adequacy of the level of financial
assistance offered. In the light of the failure of the welfare system built over
the last decades to serve as an adequate safety net to protect the most
vulnerable groups in the population, there is concern that the present economic
crisis could bring about increased hardship for many households.
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IV. From Economic Crisis to Reform:
A ing th cial ts of A tment

Introduction: From Recession To Adjustment

4,01 Following the launching of the Open Door policy in late 1973, Egypt
was able to achieve rapid economic growth until the early 1980s. Average real
GDP growth between 1974 and 1981 was 9% per annum. But the prosperity of the
economy was based on excessive reliance on o0il revenues while the production of
tradeable goods outside the petroleum sector failed to expand. Furthermore,
the combination of rigid price controls, low energy prices, strict import
restrictions, and an over-valued exchange rate created distortions resulting in
growing inefficiencies in resource allocation and utilization. These structural
imbalances were however hidden by large inflows of foreign exchange generated
by oil revenues, income from shipping traffic in the reopened Suez Canal,
increased remittances from workers aborad, and expanding foreign aid.

4.02 The decline of oil-related sources of foreign exchange after 1982
led to a slowdown of the economy, despite the government’s attempts to maintain
an expansionary fiscal policy. The reluctance of government to reduce its

expenditures and the failure of non-oil exports to replace stagnating growth in
foreign exchange led to a rising budget deficit and an increase in external
debt. The situation deteriorated further with the decline of worker remittances
and the leveling off of foreign aid. The current account deficit grew to a peak
of §5.3 billion in 1986, about 15% of GDP. External debt increased rapidly,
reaching $47 billion by end 1989. The budget deficit has remained at about 15%
of GDP and inflation is estimated at 20% a year.

4,03 In 1987, the government responded to the deteriorating situation
with a series of economic reforms to reduce the budget and external account
deficit. The reforms included steps to reduce barriers to trade and price
distortions in the economy. By increasing exports, the Government hoped to
increase access to foreign exchange and reduce external debt. At the same time,
reducing price subsidies was expected to encourage the efficient use of resources

and consumption of goods and services. The reduction of subsidies would further
improve the budget deficit.

4.04 The continued decline of the economy, however, with growth rates well
below 3%, has placed new pressures on Egypt. In discussions with the World Bank,
in 1989, the Government agreed in principle to broaden and accelerate economic
reforms to restore conditions favorable to economic growth. The package of
reforms, as proposed, will include increased autonomy for public enterprises with
the closing of some that are unprofitable and the privatizing of others. It will
remove investment licensing controls as a barrier to entry in the private sector
and it will reform financial markets to improve access to capital. Resource and
producer prices will be adjusted toward world price levels. Prices for
agriculture export crops will be increased and delivery quotas eliminated.
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Graph 4.1 The Need for Adjustment in Egypt
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Measures to liberalize foreign trade will be taken with an emphasis on the
lifting of quantitative import restrictions, the rationalization of tariff
protection, and the removal of biases against exports. The expansionary effect
of government spending will be lessened by limiting the budget deficit to less
than 10% of GDP. Government subsidies to the transport sector will be reduced.
Public investment will be held to 11% of GDP and targeted to core governmental
responsibilities of maintenance, renovation, and rehabilitation.

4.05 The principal effects of these reforms, if successfully implemented,
will be the creation of a leveling playing field for public and private
enterprises, improvements in production and consumption efficiency through an
increased reliance on markets, an expansion of import capacity through increased
exports, and a reduction of government’s visibility in the economy and
improvements in its fiscal condition. The combination of reforms is expected
to create conditions favorable to economic growth for Egypt.

4.06 However, the implementation of the envisaged economic reform program
would bring not only benefits to members of Egyptian society, but also some
substantial costs. Moreover, the hardship associated with the costs of

adjustment is likely to be felt before the intended beneficial effects. It is
therefore important, in order to determine the degree of social equity and
political sustainability of the reforms under consideration, to make an overall
assessment of how various population groups are likely to fare during the
adjustment period.

4.07 There are two main groups of potential losers as a result of the
proposed macroeconomic adjustment measures. The first comprises all those who
have been benefiting from existing distortions in the economy such as import
licenses, protectionism, price controls or non-productive activities. The second
category includes, on the one hand, people who are already poor and are at risk
of becoming poorer and, on the other hand, persons in a vulnerable position who
might become poor as a result of the c¢risis and the structural adjustment
measures. This chapter concentrates essentially on the costs borne by groups
in the second category, i.e. the poorest and most wvulnerable segments in the
Egyptian population.

4.08 Adjustment measures can hurt population groups from three angles.
First, as earners of income through the productive activities they are engaged
in, people can lose their employment or see thelr remuneration fall when they
are wage-earners, or their income can be adversely affected through changing
output level and prices when they are self-employed. Second, as consumers, their
standard of living can suffer from changes in the price of goods and services,
for example through price increases brought about by price liberalization
measures or through the removal of subsidies. Third, as beneficiaries of
government social services, the level and type of benefits available to them may
change for the worse as a direct consequence of budget cuts affecting the
provision of public services.
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Impacts on Producers

Employment Effects

4.09 In the midst of a favorable economic climate in the late 1970s,
large numbers of jobs were created in Government and public enterprises in an
effort to maintain full employment. This led to distortions in the allocation
of labor and the over-staffing of Government and public enterprises. The
deterioration of the economy in the early 1980’s made it increasingly difficult
to sustain a full employment policy. The failure of the economy to stimulate
private investment and employment outside the informal sector compounded the
problem. Events in the Gulf also weakened the safety valve of external
migration. Thus, as the 1980's progressed, labor force growth out-paced the
creation of employment opportunities.

4,10 Employment in Crisis. By 1986, open unemployment had risen and real
wages were falling with the sharpest declines for government employees.
Government restrictions on layoffs and dismissals shaped the employment response
to economic events. These restrictions made it difficult to displace workers.
Enterprises were left with wages as the only adjustment mechanism available.
The sharp decline of real wages throughout the economy in mid-decade, seen in
Annex A, was intensified by the inability of enterprises to reduce costs through
adjustments in employment. The Ministry of Social Insurance, for example,
reported no significant increase in unemployment benefits for displaced workers
in the mid-1980's. Instead, the increase in open unemployment was concentrated
among new labor force entrants whose wait for guaranteed jobs was extended.

4,11 Open unemployment climbed to 9.2% in 1986, an increase from 7.4% in
1976 as seen in Table 8 (Annex D). Three-quarters of the 1.2 million labor force
participants looking for work in 1986 were 16 to 25 years of age and slightly
over 84X were graduates of secondary and post-secondary schools. 1In addition
to being young and relatively well educated, the incidence of unemployment in
1986 was higher among women than men. This incidence, however, varied for urban
and rural areas. For women, the open unemployment rate in rural areas exceeded
that in urban areas, while for men the opposite was true. Trends in open
unemployment seen in Graph 4.2 show that the gap in open unemployment rates for
men and women in urban and rural areas narrowed between 1976 and 1986. The full
impact of the economic downturn appeared to fall entirely on men. Open
unemployment rates for men rose over the period, while those for women actually
fell in both urban and rural areas.
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Graph 4.2 Open Unemployment Rates for Men and
Women in Urban and Rural Areas
(1976-1986)
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4.12 In many industrialized countries, adjustments to external shocks are
divided between reductions in real wages and layoffs. Egypt, however, chose a
different path. Its restrictions on layoffs forced the full impact of the
recession on real wages and new entrants to the labor force. The cost of the
economic downturn was distributed through the ecomomy in the form of reduced
real incomes for those who were employed. Labor was treated as a fixed input
in production. Its cost could only be adjusted by allowing nominal wages to
fall behind inflation. Government workers incurred a disproportionate share of
this cost. Rather than laying off Government workers, real wages in 1987 were
permitted to fall to nearly half their 1973 level. Managers and senior level
civil servants sustained the largest share of the decline.

4.13 Workers in public enterprises did not share equally in the decline
of real wages. The real wages of those employed in public enterprises in 1987
fell to 90% of their 1973 level. Without public accounting for profits and
losses in these enterprises, it is difficult to know how many were incurring
losses as the recession deepened. Anecdotal evidence indicates that a large
number were experiencing losses. Some of these losses were shifted to workers
in the form of lower real wages, but a larger share was transferred to the
Government, further enlarging the budget deficit. Depending on the scope of these
losses, this placed additional pressure on the Government'’s wage bill. Although
not confirmed, the case can be argued that the wages of Government workers were
used as the principal adjustment mechanism for the public sector and its response
to the growing economic crisis.
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4.14 As the economy continued to deteriorate, the rising number of new
entrants waiting for jobs created a problem for employment offices of the
Ministry of Labor. The severity of the problem is seen in the number of
registrants relative to the number of placements. Numbers were collected for
a 3-month period in 1989 in a typical employment office in the suburbs of Cairo.
Registrants were recorded as skilled and nonskilled with graduates listed
separately. The ratio of registrants to placements in each of these categories
was 10 to 1 duving this period. As an example, 1,294 graduates were registered
as unemployed in the 3-month period. During the same period the employment
office placed 129 graduates in jobs. A similar shortage of jobs was observed
in other employment offices.

4.15 These offices faced the task of rationing a scarce number of jobs
among a growing body of job seekers. In this difficult situation, the emphasis
was on ensuring all persons waiting in the queue equal access to the limited
number of jobs available. Job seekers were referred to announced vacancies in
the order they registered as unemployed. The emphasis was on equity rather than
efficiency in this environment. Enterprises that hired an unregistered worker
were subject to a fine. Job seekers who were not placed within 12 months were
required to re-register or they were dropped from the queue. Rising open
unemployment among youths as the economy slowed was joined by anecdotal evidence
of increasing child labor. School officials reported a rising dropout rate among
young boys whose families needed their labor incomes.

4.16 Adjusting to the Crisis. GDP growth slowed to 2.6% per annum from
1986 to 1988. Faced with a deteriorating economy, Egypt's population and labor
force developed strategies for adjusting to the crisis. The sharp decline in
real wages for Government workers made multiple job holding a necessity for
financial survival as the economic crisis developed. This was reflected
regularly in conversations with Government workers and supervisors. By law, it
is illegal to hold a second job, but in practice it appears to be widespread
among Government workers. Estimates are that 1 out of 5 Government workers hold
a second job. Although no firm statistics are available, observers indicate that
the number grew as the real wages of Government workers fell. 1In many second
jobs, Government workers were able to earn several times their Government wages.

4.17 The Government tacitly accepted multiple job holding. The workday
ends at 2:00 p.m. leaving 6 to 7 hours for work on a second job. Supervisors
who approve the practice argue that it improves the worker’s performance on the
Government job. In other cases, it recognizes that the failure to approve a
second job could mean the loss of a key employee. And in some cases, it is
accepted by supervisors who themselves are engaged in a second job. With less
flexible schedules, however, workers in public enterprises are generally not
engaged in multiple job holding. Multiple job holding is especially prevalent
among, teachers. Government has virtually institutionalized the second job for
teachers. The teacher will merely move to another Government school or accept
employment in the afternoon session of the same school having worked in the
morning session.

4.18 New labor force entrants also developed survival techniques as the
economy deteriorated and the queue for guaranteed jobs grew longer. Most of the
new entrants were graduates of secondary and post-secondary schools who were
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waiting for a guaranteed job. Government faced with a mounting wage bill
extended the wait up to 5 years. This, however, did not immediately translate
into economic hardship for those forced to wait for jobs. In discussions with
graduates and officials in CAPMAS responsible for the measurement of
unemployment, many youths chose to register as unemployed, but worked in the
informal sector while waiting for a Government job.
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4.19 In the early 1980's, migration to the Gulf provided a safety valve
for Egypt's labor surplus economy. As the economy deteriorated, however, workers
were less frequently able to employ this strategy as a solution to rising open
unemployment. Opportunities for external migration declined as oil incomes in
the Gulf States fell in the mid-1980's and war disrupted Iraq’s economy. These
events did not immediately lead to large numbers of return migrants, but they
removed the safety valve of expanding external migration just as Egypt's economy
slowed. For the families of workers who remained in the Gulf, remittances became
an important element in the strategy for survival. For workers who had returned
from the Gulf, the savings from remittances provided a cushion against economic
hardship.

4.20 Anticipating the Impact of Reforms. In 1986, the Government began
to introduce a series of economic reforms to reduce the budget deficit. The
reforms included steps to reduce barriers to trade and price distortions in the
economy. By increasing exports, the Government hoped to increase access to
foreign exchange and reduce external debt. At the same time, reducing price
subsidies was expected to encourage the efficient use of resources and
consumption of goods and services. The reduction of subsidies would further
improve the budget deficit. These reforms were accompanied by labor market
reforms further extending the wait for guaranteed Government employment by
graduates of secondary and post-secondary schools. These reforms, however, did
not remove barriers to labor mobility.

4.21 Restrictions on layoffs and dismissals remained in place as did the
system of administered relative wages in public enterprises. These reforms were
implemented gradually to spread their cost over time. The goal was to

restructure the public sector through attrition rather than mass layoffs. This
assumed, of course, that the Government budget could afford to wait for this
transition to occur. It also assumed that labor force growth would not overwhelm
the economy during the interim and that existing wages would efficiently allocate
labor. The continuing decline of the economy led Egypt in 1989 to enter
discussions with the World Bank. The Government agreed in principle to broaden
and accelerate economic reforms in order to restore conditions favorable to
economic growth. The impact of these reforms on employment is difficult to
project.

4,22 The impact will depend in part on the pace of reforms. One of the
important consequences is expected to be the reduction of the economy’s capital
bias. The capital bias of its ecoomic policies has contributed to the slowing
of employment growth in the modern sector. The failure of the economy to create
productive jobs has prompted Government and public enterprises to act as an
employer of last resort. The over-staffing of public enterprises in the 1970's
resulted Iin the perverse situation of enterprises being both capital and labor
intensive. Capital market reforms and increased autonomy for public enterprises
will shift the modern economy toward more labor intensive development with an
expansion of productive employment in public enterprises. This will offset in
part the likely displacement of surplus labor in these enterprises.




- 99 -

4.23 The over-staffing of public enterprises is significant. In steel
and cement, for example, estimates of over-staffing based on international
standards, imply displacement rates varying from 20% to 80% of the workforce.
The likelihood of this depends again on the pace of reforms and the degree of
liberalization of labor markets including restrictions on layoffs and dismissals.
As part of public enterprise reforms, it is anticipated that wage and employment
policies will be uncoupled from those of the Government, giving management more
autonomy in hiring and firing. If restrictions on layoffs are not removed, it
is likely that management will continue to use wages as the adjustment mechanism
for labor costs. Real wages will fall further in public enterprises.
Management’s ability to displace labor could mitigate this decline.

4.24 While it is likely that public enterprises will become less capital
intensive as a consequence of economic reforms, it is also possible that private
enterprises, 90% of which are in the informal sector, will become less labor
intensive. The strong record of employment growth in private enterprises has
been encouraged by the capital constraints facing this sector. Studies of the
informal sector have shown its capital cost to be higher than those of favored
public enterprises with differences exceeding expected risk premiums. Access
to capital is often through personal resources and informal capital markets.
This has encouraged labor intensive development in private enterprises. Capital
market reforms are expected to reverse this and possibly slow the rate of private
sector employment creation. The displacement of labor from public enterprises,
however, could reduce the labor cost of private enterprises and offset the bias
toward capital.

4.25 Economic development on balance is likely to become more labor
intensive. Employment will shift from public to private sectors. There will
be pressures for workers to move from less productive to more productive
activities. In the public sector, there will be incentives to reduce the over-
staffing that exists as a consequence of full employment policies in the 1970's.
Continued restrictions on this displacement will increase the pressure on wages
in this sector as an adjustment mechanism. If restrictions on labor displacement
are removed, then the pace of the reforms will determine the rate of labor
displacement. Accelerated reforms will lead to significant labor displacement
from over-staffed public enterprises in the short run. This would increase the
importance of having economic safety nets in place to protect the incomes of
those displaced and to facilitate their movement to new employment.

4,26 There are also potential employment effects in Government and
agriculture. Reforms to reduce the budget deficit will continue to constrain
Government's ability to guarantee full employment. This will affect open
unemployment among new labor force entrants. The current slowdown of Government
employment creation has lengthened the queue of new entrants, the majority of
whom are graduates of secondary and post-secondary schools waiting to take a
guaranteed Government job. If Government acknowledges its inability to sustain
this policy and announces a continued phasing out of the guarantee, its effect
on open unemployment will be uncertain. There is strong reason to believe that
current statistics are biased upward by the incentive to be registered as
unemployed. Anecdotal evidence points to the economic activity in the informal
sector of many of those registered as unemployed.
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4.27 Phasing out the Government employment guarantee for graduates could
have the effect of actually reducing registered open unemployment and
accelerating the entry of youths into productive activities. Budget pressures
will also force government to reexamine its wage and employment policies.
Current policies have placed govermment in an untenable position. 1Its effort
to serve as an employer of last resort for graduates remains in open conflict
with pressures to reduce the budget deficit. These pressures have forced it to
use wages as an adjustment mechanism leading to sharp declines in the real wages
of government workers. The shifting of these reductions to senior officials has
grossly distorted their employment incentives resulting in increased multiple
job holding. This policy is distracting to the core of talent that Government
needs to manage its affairs effectively.

4.28 With continuing pressure to reduce the budget deficit, government
will be faced with the need to rationalize its wage and employment policies.
It cannot continue to allow real wages of Government workers to fall with the
burden placed disproportionately on senior officials without risking the demise
of effective Government. With economic reforms shifting more responsibility to
markets for managing the economy, this implies a smaller government. Egypt will
therefore confront the need to downsize its employment and reduce its over-
staffing, while raising salaries in order to retain the most skilled
professionals. There is no good measure of the scope of downsizing needed until
government’s roles in the economy are fully rationalized.

4.29 Agriculture through the 1980’s has declined in importance as a source
of employment. Commodity pricing policies have shifted incentives away from the
production of tradeable goods. Economic reforms would restructure these
incentives and encourage once more the production of commodities for export.
It is doubtful, however, that this will reverse employment trends in agriculture
making it a source of employment creation. A recent study shows that allowing
agricultural commodities to be priced at international prices would lead to a
reallocation of crops and a dramatic positive change in the agricultural balance
of trade (Richards, 1989b). A very simple calculation assuming fixed labor
coefficients suggests this would have relatively little impact on the demand for
labor. Continuing mechanization of harvest and control-intensive operations will
further reduce the demand for labor.

4.30 The complete picture for employment, then, is that the proposed
economic reforms will in the long run lead to a more labor intensive economy with
new jobs created in the private sector and autonomous public enterprises.
Government employment will decrease as will employment in agriculture. However,
in reaching this state there will be short run transitional costs in the form
of labor displacement as the economy is restructured., Given past employment
policies, this displacement will be heavily concentrated in public enterprises
and Government which together represent one-third of the economy’s total
employment, approximately 3.8 million workers.
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4.31 The level of transitional costs associated with structural adjustment
will be determined by the pace of the reforms and the degree of liberalization
of the labor market removing barriers to labor mobility. The persistence of
these barriers will slow the adjustment process and likely increase its total
cost. The impact of these costs, given the location of Government and public
enterprises, will affect urban areas disproportionately. Approximately 30% of
the urban poor are employed in social services and manufacturing making them
vulnerable to the restructuring of employment in Government and public
enterprises. An economic safety net targeted to these sectors would protect
these workers and reduce resistance to beneficial reforms.
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ricu es_and Fa
4,32 In mid-1986, the government started implementing a reform program
in the agricultural sector. A number of measures were taken to increase

production and efficiency in the sector: (i) removal of delivery quotas at fixed
procurement prices; (ii) substitution of floor prices for the prices of formerly
controlled crops such as wheat and lentils for example; (iii) suppression of the
public sector monopoly on import of animal feed grains and agricultural inputs;
(iv) removal of restrictions on private sector exports of agricultural
commodities; (v) increase in prices of inputs and stabilization of nominal value
of input subsidies; and (vi) transfer of the responsibility for land reclamation
development to the private sector. These measures apply to all crops except
cotton, rice and sugar cane. It is expected that the government will expand
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these policies over the next few years to include cotton and rice and completely
eliminate input subsidies so that international prices and market forces would
guide farmers' decisions on investment, production and prices.

4.33 It {s too early to observe the distributional impact of the recent
reforms and to assess the likely effects of the planned changes for cotton, rice
and sugarcane. Obviously, the outcome for different categories of farmers will
vary depending on the evolution of the balance between input and output prices
in each specific case. As long as the reduction in input subsidies and the
increase in output prices go in parallel, the income effect should be neutral.
Moreover, on the input side, farmers will have the possibility to cut down on
the utilization of fertilizers and pesticides which had been boosted by the high
level of subsidies, maybe beyond real needs as will be revealed under real market
prices. An important risk factor for the poorest farmers is that the lack of
access to cheap credit and marketing assistance would prevent them from shifting
to more profitable crops and benefiting from technological change. What will
happen to the livestock market is also important. This market has been protected
up to now and the smaller farmers have benefited most from this protection.

Impacts on_Consumers
Food Products

4.34 From 1970 until recently, the cost of the ration/subsidy program
grew dramatically, to the point where in the mid-1980's the cost was almost 20%
of the total government budget. As its cost was becoming prohibitive, the
Egyptian government began to make changes in the program, examining ways to
reduce coverage and even dismantle the system while at the same time ensuring
the food security of the most vulnerable segments of the population.

4.35 Some changes in the ration/subsidy system have already been made as
a way to reduce the budget deficit. The projected cost of the 1989/1990 program
is approximately 1/2 that of the 1984/1985 program in nominal terms. The cost
containment measures have involved three components: raising ration/subsidy
prices, reducing the number of items included, and reducing the quantities
subsidized. Table 4.1 presents recent data on the prices of rationed, subsidized
and open market commodities. Clearly prices for many ration and coop foods have
increased substantially. In addition, the Balady bread price increased by 150%
between January and June, 1989.



Iable 4.1. Prices of Selected Basic Consumer Products (Prices im Pt/Kg except
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as noted)
Percent Percent
Change Change
Jan. July July January/

Item 1989 1989 88/89 July 89
Bread (Pt/Loaf) 2.0 5.0 N/A 150.0
Rice

- Green Card Ration 37.0 37.0 146.7 0.0

- Coops 40.0 80.0 66.7 100.0
Macaroni :

- Coops 50.0 60.0 20.0 20.0

- Free Market 150.0 180.0 N/A 13.3
Fava Beans 80.0 120.00 20.0 50.0
Lentils 125.0 150.0 0.0 20.0
Chicken (Frozen)

- Coops 320.0 360.0 N/A 12.5

- Free Market 430.0 430.0 N/A 0.0
Eggs (Ft/Egg)

- Free Market 14.0 15.0 131.5 7.1

- Coops 9.0 9.0 N/A 0.0
Vegetable 0il

- Green Ration 24.7 31.3 26.7 26.7

- Coops 80.0 235.0 193.8 193.8
White Cheese

- Coops 250.0 250.0 N/A 0.0

- Free Market 350.0 420.0 N/A 20.0

Source:

GASC (1989), Field visits, 1989.
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4.36 The mix of subsidized foods has also changed. Table 4.2 contrasts
the range of ration/subsidized foods available in 1980/1981 and those available
in 1989. For example, maize, beans and lentils are no longer provided at
subsidized prices and the amount of government budget allocated to other food
items has decreased.

Table 4.2 Allotment for Subsidized Commodities in the 1980/81 and
1989/90 Budgets'

Subsidies in Millions/E

Description 1980/81 1989/1990
Wheat and Flour 511.0 258,674
Sugar 97.8 244,077
Maize 63.7 .-
Tea 742.0 3,645
Frozen meat V -- 17,115
Frozen fish # -- 15,726
Cooking oil ) )

Palm oil ) 125.4 ) 245,100
Coconut 0il ) )

Shortenings (animal fat) ) )

Others ) )

Butter ) )

Poultry ) 254 .4 ) 188,447
Powdered Milk ) )

Sheep ) )

Tomato sauce ) )

Total 1,794.3 972,784

Y source: 1980/1981 data from Alderman and von Braun, 1984.
1989/1990 data provided by GASC, 1989.

2 Erozen meat and fish included under other.
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4.37 Finally as an additional cost containment measure, the government
has reduced the size of the Balady loaf from 160 grams to 130 grams. This has
increased the effective price per calorie purchased by the household from .003
plasters to .0096 piasters per calorie. The cost has more than tripled. These
food price increases have had a marked effect on the food expenditures of the
poor, as shown in Graph 4.3.

Graph 4.3 Consumer Price index in Cairo (1989)
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Between January and September 1989, the average increase in the all Egypt
Consumer Price Index has been 20%. However, the increase in the food and
beverage consumer price index in Cairo for the lowest income category of
household has been 51.7%., About 80% of this increase is due to the increased
price of Balady bread which accounts for approximately 50 to 60% of the calories
in the lowest income households (Alderman et al., 1984, Galal et al., 1984).
Clearly the increase in food prices has affected the purchasing power of the
lowest income group more than Egyptian households as a whole. Some recent
evidence (CRS, 1989) suggests that the majority of households have been
decreasing their food consumption in response to these food price increases.

4.38 It is likely that further increases in the price of bread and other
basic commodities will hurt the low income groups more than other income groups
since food occupies a larger share of total expenditures for the poor. Large
farmers should not be hurt as some of the proposed changes in agricultural
pricing policies will benefit them. Over the next three to five years prices
paid to producers for cotton, rice, sugarcane will be increased substantially.
These changes will occur concurrently with the removal of farm input subsidies.
Large farmers have been relatively more taxed by the area allotments and enforced
quotas for certain crops since these crops occupy a larger share of their
farmland (Table 6, Annex E).
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4.39 The small and medium sized farmers and the landless farmers

are however net purchasers of food. Table 7 (Annex E) shows source of major
staples (own production versus purchase) in the diet. Any gains in income for
small farmers from the proposed producer pricing changes are likely to be more
than offset by the lowering or in some cases elimination of food subsidy.

4,40 The matrix presented below attempts to summarize the potential food
security effects of the changes that have been made and are being proposed in
the consumer ration/subsidy system and the government's agricultural policy.
Clearly all consumers - both rural and urban - will be negatively affected by
the elimination or reduction of subsidies. However, some groups can adapt more
easily by switching to a cheaper source of calories and/or increasing household
expenditure on food. This adaptation is not possible for the lowest income urban
household (approximately the bottom quartile) since they are already spending
75 to 80% of their income on food. In the rural areas, the small farmers (less
than 1 feddan) and landless will be negatively affected. Since they are net
purchasers of food, any increases in income due to the new agricultural policy
could be ocutweighed by food price increases.

Matrix of Food Security Winners and Losers from Changes in Consumer
and Agricultural Producer Policies

Rural Areas Urban Areas

Small farmer -
( € 1 feddan)

Modern farmer 1/ 0 or weakly -
( 1-5 feddan)

Large farmer +
( > 5 feddans)

Landless Laborer -

Lowest Quartile -
Second Quartile Weakly -
Third Quartile , 0

Fourth Quartile 0

Y Effect will vary depending on farm size holding.
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4.41 In conclusion, it is important to emphasize again that malnutrition
and hunger are different. It is clear that the ration/subsidy system has been
a major contributor to the food intake of the population. The raising food
prices and cutbacks in the subsidized quantities will hurt the lowest income
households. However it is less clear what the implications of these policies
changes are for the vulnerable household members - children and women.
Historically most of the malnutrition in children has not been related to
inadequate foods supplies but rather to the maldistribution of food within the
family. However, if household food intake has fallen in response to the higher
food prices, it is plausible to assume that the food consumption of children and
women might also decrease. The impact of government policies on women and
children will therefore need to be carefully monitored.

Other Goods and Services

4.42 To reduce the budget deficit, the government is committed to continue
its policy of fiscal adjustment which involves further reductions in subsidies
and increases in revenues. As a result, substantial price increases are likely
to take place, notably on water and electricity tariffs, fuel products, and
transportation. Water tariffs have already doubled for the first tranche of
consumption, from 3 to 6 Piastres a cubic meter, and have gone from 5 to 7
piastres for consumption above 30 cubic meters. The Electricity Authority plams
to raise tariffs so as to be able to recover the long run marginal cost of
production by 1995, A 30% increase is envisaged in 1990, with regular
adjustments in the following years. Similarly, the government intends to raise
the domestic price of oil products so as to reach the international price level
by 1995. Transport tariffs will be adjusted over the next five years with the
objective to cover eventually all operating costs.

4.43 While all these increases will undoubtedly be felt by the bulk of
the population, the effects on the poorest segments are likely to vary depending
on the goods and services concerned. As most of the poor in rural areas have
no access to publicly distributed potable water and are not connected to the
electricity mnetwork, utility tariff increases are not 1likely to have a
detrimental impact. For the wurban poor, however, tariff increases will
necessarily erode their income further. Higher fuel prices would not affect the
poor directly, except in the case of kerosene which is used a lot for cooking
purposes. In terms of transportation costs, low income households will be
particularly hurt by increases in suburban train and intracity bus tariffs.
But raising the price of first and second class trains and luxury buses would
not affect them.
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Incidence of New Tax Measures

4.44 Since 1986, the Egyptian government has introduced a number of tax
changes which are summarized in Box 4.3. The tax on cigarettes has been
increased every year between 1986 and 1989, generating additional revenues of
LE 1,370 million to be compared with LE 387.4 million in 1986 for cigarette tax
and LE 1,489 for all revenues from consumption taxes. An important
distributional consequence of the increasing reliance on the tax on cigarettes
as a source of tax revenue is the relative regressivity of this tax.
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4.45 There is little information available about the July 198¢ changes
in the consumption tax. The number of commodities covered by the tax was
increased and some tax rates were also increased; but more information will be
needed to conjecture about the impact of these changes on the distribution of
tax burdens. The changes in stamp duty rates in December 1986 and July 1989 are
not expected to affect the progressivity of the tax structure because they fall
mostly on holdings or transactions of financial assets. Again little information
is available on the new tax on immigrant worker incomes to make any judgement
about its ditributional impact.

4.46 The Egyptian authorities appear to be considering a major overhaul
of the tax system. One change that has been frequently mentioned is the
substitution of a value-added tax for the present collection of consumption and
sales taxes. Experience from other countries where a similar policy change has
taken place shows that the impact of such a change on income distribution can
go either way. In the case of Egypt, the substitution could potentially increase
the overall progressivity of the tax system if a number of basic commodities
which play a significant role in the budgets of low income households, especially
basic food items, are exempt from the new value-added tax. Careful simulations
should be undertaken to assess the incidence of the proposed tax on different
products and different income groups.

Social Security Benefits

4.47 The real value of benefits received by retirees and other insured
through the general social security system is increasingly threatened by
inflation in the absence of mechanisms to adjust benefits. The sharp decrease
in real wages in recent years is an indication of probably worse declines in the
real purchasing power of pensions and other social security benefits. The fact
that employer and employee contributions are already relatively high at the
present time as a proportion of wages would make it difficult to offset increased
system expenditures with discretionary increased earnings.

4.48 In addition, the social security system’s financial health is faced,
in the long term, with the risk of future non-availability of accumulated funds,
given the trend toward increasing borrowing by the central government, the low
nominal rates of return earned by the system’s trust funds, and increasing
inflation rates. Thirty percent of total borrowing by the central government
in 1987 was from the social security system. Investment of the trust funds in
government securities earned for many years a 6% interest rate; this rate has
now been increased to 8%. But with inflation rates well into the double digits,
the future real purchasing power of the system’s accumulated surpluses has
continued to erode. Central govermment inflationary financing coupled with
limited investment alternatives, threatens to wipe out the system's reserves in
real terms and its ability to comply with its statutory future obligations when
increased pressures on the system’s finances are likely to come from improvements
in the life expectancy of beneficiaries and more modern and costlier health care
standards.
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4.49 Finally, if measures are taken to liberalize the labor market by
removing restrictions on dismissals, and if more workers become unemployed as
a result of public sector restructuring, compensation under unemployment
insurance could become a major drain on the resources of the social security
system in the absence of offsetting measures.

Provision of Social Services

4.50 The fall in oil receipts and other government revenues after 1982,
combined with expansionary expenditure policies, led to a large fiscal deficit
(23% in 1986). The reform program adopted in 1987 by the government included
as one of its key elements the objective of reducing this fiscal deficit.
Despite substantial cuts in the last four years, the deficit has remained high
and the government has undertaken, as part of the adjustment program under
negotiation with the Fund and the Bank, to further reduce it. Against this
background of tight resources, the govermment is confronted with the challenge
of having to make additional cuts in public spending while maintaining human
capital formation through expenditures in health and education and protecting
the poorest through its social welfare programs.

4,51 The share of public expenditures for the social sectors as a
proportion of GDP and of the budget constitutes a first indicator to assess how
government activities in these sectors have been affected by the economic crisis
and by budget cuts. Graph 4.4 presents the evolution of these shares, based on
budgetary data concerning the Ministries of Education, Higher Education, Health
and Social Affairs throughout the 1980s.
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Graph 4.4 Evolution of Social Sectors Budget
(1980-1989)
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Two important observations are suggested by these figures. First, as could be
expected, the share of social expenditures in GDP has decreased over the years,
although there are sectoral variations. Total social expenditures have come down
from a peak of 5.9% of GDP in 1984/85 to 4% in fiscal year 1990, reflecting the
overall reduction in government expenditures. The most significant drops have
affected the Ministries of Social Affairs and Health. The trend has been less
drastic for both Ministries of Education.

4.52 Second, it comes as a positive surprise that the government has
succeeded in actually increasing the share of the social sectors in the overall
budget despite the economic difficulties and the necessity to decrease the fiscal
deficit through reduced expenditures. The data indicate a steady increase since
the beginning of the 1980s, from 11X to almost 18%. On a sectoral basis,
however, this is not true of the budget of the Ministry of Social Affairs whose
share has slightly fallen (from 1.4% to 1.1X%). But the other three ministries,
especially the education ones, have been able to attract a growing proportion
of government resources. Higher education, for instance, has doubled from 2.5%
in 1980 to 5.1% in 1989.

4,53 While the fact that the social ministries’s share in the overall
budget has been preserved is a positive result in itself, it is necessary to
examine what happened to each ministry’s budget in real terms, given the high
rate of inflation in the last few years. Graph 4.5 presents the evolution, in
real terms, of per capita budgets for the Ministries of Social Affairs and
Health, and of expenditures per student enrolled for the Ministries of Education
and Higher Education. The deflator used is a compound index based on the
evolution of real wages for the salary part of the budget and the CPI for
supplies and other expenditures (Table 8-11, Annex J). At first glance, the
evolution looks very satisfactory as in all four ministries expenditures have
substantially increased in real terms. But these figures are misleading due to
the strong bias which the importance of salaries in total expenditures and the
considerable fall in real wages (down 44% in relation to their 1980 level)
introduces in the results. It is necessary to analyze the budgetary situation
by category of expenditures to obtain an objective picture of the real evolution.
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4.54 - Indeed, the most striking feature linked to the impact of the
budgetary crisis on the social sectors is the growing share of salaries in total
spending to the detriment of other categories of expenditures. Graph 4.6, which
represents the evolution of the distribution of expenditures by category for the
four social ministries, fllustrates this trend quite clearly. The proportion
of salaries in 1989/90 is particularly high for both ministries of education:
94X for education and 70% for higher education. The situation of the Ministry
of Health is no less worrisome, with the wage bill amounting to 78% of the
budget. The international standard is approximately 65% in the health sector.

Graph 4.6 Social Sectors Budget
by Expenditure Category
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4.55 The direct implication of this imbalance is that all these ministries
are under-funded to purchase the supplies needed for normal operation and conduct
the maintenance and repair activities necessary to prevent further deterioration
of the physical infrastructure (hospitals, health centers, schools and
universities). The evolution of per capita real expenditures on non-wage items
in the Ministries of Health and Social Affairs and of per student expenditures
in the Ministries of Education and Higher Education, which is depicted in Graph
4.7, reflects indeed a very disturbing trend.

Graph 4.7 Non-Wage Real Expenditures
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For the Ministries of Social Affairs and Education, per capita or per student
expenditures are now five times smaller than at the beginning of the decade; for
the Ministry of Health, they are three times lower. The Ministry of Higher
Education is the only one where the decline has been relatively minimal, which
can be attributed to a deliberate policy of slow reduction in enrollments
implemented for the last four years.

4.56 The social ministries are faced with the paradox of spending most
of their budget on salaries at the expense of indispensable supplies and other
non-wage expenditures while, at the same time, being unable to offer a level of
remuneration sufficient to motivate their teaching force and health personnel.
The magnitude of the moonlighting phenomenon discussed at the beginning of this
chapter is a direct result of this problem. This situation also reflects the
fact that these ministries have been considered as employers of last resort by
a government committed to guaranteed employment for all graduates.

4.57 The general trend described in the preceding paragraphs has different
implications for each sector. 1In health, the shortage of supplies has become
so acute at general and central hospitals that it is not uncommon for patients
admitted to surgery to be asked to furnish bandages, syringes, or even small
surgical equipment. In some instances, those who can afford to bring these items
may have priority over those who cannot. The unavailability of drugs and
operational supplies are a cause of public dissatisfaction and under-utilization
of health services. A good indicator of the difficulties faced by the Ministry
of Health in the administration of its establishments is the fact that the annual
running costs of a bed in a general hospital are estimated at LE 700 compared
to LE 2,200 for a bed at Cairo University Hospital, and more than LE 15,000 at
the Cairo Curative Organization. The lack of transport facilities at the
district level also appears to prevent the operation of an effective referral
system.

4,58 To offset these budgetary problems and improve hospital management,
the Ministry of Health is progressively introducing cost-recovery schemes in a
number of secondary and tertiary level curative care facilities. Although
provision has been made for reserving a certain proportion of beds to non-paying
patients, there is concern that a two-class system could result from these
schemes, with significant differences in terms of availability and quality of
care.

4.59 In education, the authorities have instituted modest fees at all
levels to compensate for the decline in budgetary allocations for supplies and
other non-wage expenditures. But this decision can be potentially harmful when
applied across the board. While the introduction of cost-recovery measures in
higher education is justifiable from an equity standpoint and should be further
strengthened, the opposite is true of fees in basic education. There is
increasing evidence that the cost of education is becoming prohibitive for
parents in the poorest population groups and that dropout rates in low income
areas are on the rise as a direct consequence. In addition to the compulsory
fee which ranges from 20 to 30 Egyptian Pounds per child in primary education,
representing 5 to 7.5% of the yearly income of a government employee, the
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Ministry of Education has recently institutionalized the practice of priwvate
tutoring within public schools to compete with private lessons organized outside
on an informal basis. Under the new system, the school management organizes and
monitors private lessons given by the students’ teachers on school premises at
a fixed rate. It is estimated that half of the students are enrolled in these
institutionalized "private” lessons, at a cost of 3 to 5 Egyptian Pounds per
subject per month.

4.60 Another equity issue that has been exacerbated by the economic crisis
is the problem of overcrowding in primary and preparatory education. The high
cost of urban land and the lack of recurrent funds to rent additional facilities
are reflected in the increasing degree of overcrowding in urban schools. At the
primary level, the national average is 45 per classroom. In some cases, a
primary school teacher must take care of up to 60 students at the same time,
which makes for less than ideal learning conditions and makes private tutoring
all the more decisive in terms of educational achievement.

4.61 As far as the Ministry of Social Affairs is concerned, one of the
main sources of worry is the dramatic fall in the real value of the direct
transfers given to indigent people. For example, the nominal amount of the Sadat
pension, currently 8 Egyptian Pounds a month, has not been changed since the
introduction of the scheme in 1981, when its purchasing power was approximately
four times the current lavel.

4.62 To conclude, there is concern that additional reductions in real
salaries and non-wage expenditures might compromise further the coverage and
quality of programs in health, education and social affairs.

Conclusion: Adequacy of the Existing Safety Net?

4,63 The results of the analysis conducted in this chapter are summarized
in the following matrix which identifies the social impacts, on the most
vulnerable groups in Egyptian society, of the economic changes likely to take
place as a result of the macroeconomic adjustment program envisaged. The matrix
focuses on three specific groups: (i) the ultrapoor who are entirely economically
dependent on transfer income; (ii) the chronic poor who are engaged in economic
activities but whose earnings are insufficient; and (iii) the new poor, i.e.
those households who are likely to suffer most from the economic restructuring
and who are at risk of falling in poverty during the transition phase.
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4.64 As emphasized by this matrix of losers and winners, the economic
crisis and the adjustment reforms under consideration have wide-ranging social
implications, both positive and negative. Even though the reform program, if
successfully implemented, should restore growth and bring about economy-wide
benefits in the long term, the transition period is 1likely to produce
considerable social costs. Most population groups are likely to suffer from
price increases and from reductions in the coverage and quality of social
services. For the poorest of the poor, the decline in the real value of their
social benefits, for those who get financial assistance from the State, will
represent an additional burden. Tensions on the employment side and falling
wages will affect the chronic poor. Furthermore, restructuring measures that
would cause loss of employment could create poverty for the households of those
concerned.

4.65 In conformity with its long-standing commitment on behalf of social
justice and development, the Egyptian government has responded so far to the
adverse social effects of the economic crisis by spreading hardship rather than
penalizing certain groups more than others. This is reflected in the emphasis
on real wage compression instead of staff reductions and in the efforts to use
subsidies, especially food subsidies, to protect the purchasing power of
consumers threatened by falling real wages. Thus, the degree of hardship likely
to befall various groups in the Egyptian population during the transitory
adjustment period will depend to a great extent upon the evolution of this
fragile balance among salaries, employment and subsidies.

4.66 So far as can be determined on the basis of all macroeconomic
indicators, it is unlikely that this strategy aimed at protecting the whole
population can be sustained much 1longer. The prospect of rupture of the

prevailing social equilibrium raises concern about the adequacy of the existing
safety net. The lack of information and monitoring systems to get rapid feedback
on the social implications of economic trends (income, employment, etc), the
absence of well-functioning employment services to assist displaced workers with
retraining and job search programs, and the inexistence of targeting mechanisms
to ensure that budgetary reductions in subsidies and social expenditures do not
affect the poorest point to the need to put in place efficient social protection
mechanisms to cushion the most needy and vulnerable groups.

4,67 At the same time, it is crucial to stress tht the social situation
is unlikely to improve should the reform program not be implemented. On the
contrary, the negative social consequences of the economic crisis are expected
to be even stronger in the absence of any significant structural change. In the
event of a slow down in the implementation of the Government's reform program,
the economy would slide further into a recession, with little chance for a
renewal of growth in the medium term. GDP growth would become nil or even
negative and per capita income and consumption would further decline in real
terms. Thus the costs of non adjustment, in terms of increased unemployment and
falling income, could have severe social consequences.

e Sy A 63
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V. Toward a Poverty Alleviation Strategy

" ..adjustment does not have to lower basic human
standards ... the more adjustment efforts give proper
weight to social realities --especially the implications
for the poorest -- the more successful they are likely
to be.™

Michel Cam#essus, IMF Managing Director

"An important general priority is the design of programs to
address long-term poverty issues..., programs which expand
the opportunities for employment and the availability of
services for the poor. Our approach to poverty alleviation
has three main elements: first, to restore growth which is
essential to raising incomes of the poor; second, to design
our sector interventions in education, health and other
human resource development in ways which benefit the poor;
third, where appropriate, to design specifically-targeted
programs to address the needs of the poor."

W. Thalwitz, Senior Vice-President, The World Bank,
Presentation to the Executive Directors,
January 11, 1989.

Introduction: Presentation of the Overall Strategy

5.01 Despite commendable improvements in the standards of living and
well-being of the majority of the Egyptian people as a result of thirty years
of efforts to promote economic and social development, poverty rxemains a
significant problem. Even under the most conservative standard poverty affects
between one fifth and one fourth of the population. The present econonmic crisis
and the macroeconomic reforms needed to restructure the Egyptian economy
threaten, in the short term, to aggravate the plight of the existing poor and,
possibly, to create new poor. Paradoxically, the need to protect the poor is
becoming more pressing at a time when the economic recession and budgetary
constraints make it more difficult to set aside resources for distributive
purposes.

5.02 The 1990 World Development Report on poverty emphasizes the fact
that, historically, social progress has been achieved only when there is a
satisfactory combination of substantial economic growth and an appropriate
pattern of growth. Economic recovery is therefore the first condition of success
for any poverty alleviation strategy in Egypt. Without restoration of economic
growth, there is no basis for improving income-earning opportunities for the poor
and mobilizing resources for income redistribution. The second important
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condition is an adequate pattern of growth from the viewpoint of the distribution
of the benefits of economic growth. The history of the last two decades in Egypt
shows that economic growth alone is not sufficient to eradicate poverty, even
when the State is as committed to the promotion of social justice and welfare
as the Egyptian government has been. As R. McNamara remarked in an address to
the World Bank'’s Board of Directors in 1977, "economic growth cannot assist the
poor if it does not reach the poor." The design of a poverty alleviation
strategy for Egypt needs therefore to reflect this dual preoccupation of
increased economic growth and appropriate pattern of growth.

5.03 In terms of configuration of the proposed poverty alleviation
strategy itself, the following three dimensions are important in the present
Egyptian context: (1) the range of possible policy measures; (ii) the diversity
of groups at risk; and (iii) the time horizon.

5.04 Poverty alleviation could be approached in three ways: from a
welfare, human capital, or economic viewpoint. A welfare approach would consist
of making direct income transfers to the most needy, either through cash payments
or through subsidized goods and services. A human capital approach would aim
at increasing the poor’s potential earnings by raising their productivity through
nutrition, health, education and training programs. Finally, an economic
approach would focus on interventions designed to improve income-earning for
the poor, for example by providing easier access to productive employment or
assets and by promoting a better remuneration of their productive activities.

5.05 These three types of partially overlapping interventions are not
equally desirable. Establishing an order of priority among them is important
for operational purposes. Although the welfare approach has traditionally been
the preferred option in many countries including Egypt, the economic approach
appears to be the most appropriate. It confronts directly the roots of poverty
which are linked to the lack of sufficiently remunerating primary income. Only
measures to improve access to sustainable income can make people move from
poverty to economic self-sufficiency. Moreover, these types of interventions
can be limited in time as, once the conditions for improved participation of the
poor in economic life are set right, government assistance can be phased out
gradually. Although the human capital approach does not improve directly the
income of the poor, it is complementary to the economic approach in so far as
it helps the poor increase their potential for a better productive life.

5.06 The welfare approach is the most costly and least effective method
of poverty alleviation. While providing for protection of the poorest against
the lack of regular income, it does not reduce their level of economic
dependency. In Egypt, the welfare approach has had many shortcomings. The most
needy have been ignored in the absence of targeting mechanisms and a real safety
net. Furthermore, this strategy has resulted in the diversion of large amounts
of resources away from productive purposes. The multiplication of unproductive
government jobs and the proliferation of subsidies throughout the economy have
had a high budgetary cost and created serious distortions.
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5.07 However, the introduction of a hierarchical order among these
approaches does not imply that they are entirely mutually exclusive and that the
welfare approach should be rejected altogether. Given the heterogeneity of the
groups in poverty in Egypt, it is necessary to adopt a diversified approach to
poverty eradication. It is important to recognize that, before the poor can
respond to policy incentives provided by the macroeconomic reform program, they
may require initial help for the satisfaction of their basic needs, notably in
terms of food, health, and access to productive employment. Similarly, in the
case of the ultrapoor, the welfare approach is likely to remain predominant
considering the difficulties involved in attempting to integrate older people,
widows with young children, and handicapped or sick people in mainstream economic
activities. For the chronic poor, on the other hand, the economic approach
should prevail as this group is made up of people who are already engaged in
economic activities but whose incomes are too low. Human capital formation is
crucial for all vulnerable members of society, but its impact is dependent on
the success of reforms on the economic side as improvements in the human capital
of the poor can be translated into productivity gains only if there is an
economic demand to use the labor force effectively. Ideally, the strategy
adopted should combine all three forms of intervention with a different emphasis
depending on the degree and type of poverty of each target group.

5.08 Both the short term and the long term requirements of a poverty
alleviation strategy must be considered. Short of rapid and massive income
transfers which would not be desirable per se and would be impossible to consider
under the prevailing economic conditions, there is no short term answer to the
kind of chronic poverty which has persisted in Egypt for at least three decades.
Effective as they may be, measures to provide better income-earning opportunities
for the poor have a long maturation span. Similarly, interventions to improve
access of the poor to public services in health or education take a long time
to bear their fruits. By definition, the very structure of the delivery systems
and the patterns of resource allocation need to be reformed and the reorientation
of investment in hospitals or universities for example is a long term process.
At the same time, however, it is impossible to ignore the immediate adverse
effects of the economic crisis, notably the growing unemployment, falling wages,
and higher prices, and the need to protect the human resources of the poor as
early as possible. Therefore, the goals of the poverty alleviation strategy
should be not only to suppress chronic poverty in the long run, but also to ease
the burden of the economic crisis and reduce the social costs of structural
adjustment on the economically wvulnerable members of the population.

5.09 Taking these dimensions into consideration, the poor should be seen
not as a burden, but as a potential resource, A comprehensive Poverty
Alleviation Strategy should include the following elements:

- structural measures to increase income-earning opportunities

for the poor through improved access to productive employment
and assets;
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- structural measures to improve the equity and cost-
effectiveness of public expenditures in health and education
to increase opportunities for human capital formation for the
poor;

- structural measures to achieve a more equitable and efficient
targeting of all secondary income transfers, including consumer
subsidies, producer subsidies and direct welfare transfers;
and

- an Emergency Social Fund to enhance the above efforts and to
protect the low-income population groups directly affected
during implementation of macroeconomic reforms.

5.10 While all these measures are equally important to achieve the overall
goal of poverty alleviation, their implementation schedules would wvary
significantly. In the short term, the government’s priority is obviously to
set up the Social Fund and to initiate emergency measures to protect the poor
during the adjustment period. The next priority would be to work on the
targeting aspects in order to establish mechanisms which are both more efficient
and more equitable. Introducing reforms in public expenditures allocation and
utilization in the social sectors and improving access of the poor to productive
employment and assets are measures with a longer term horizon.

5.11 Effective targeting is a fundamental determinant of success and cost-
effectiveness of govermnment intervention under each of the four components.
Moving toward selective targeting would represent a significant departure from
past practices based on the belief that generous equal opportunity policies would
automatically benefit the whole population. Both the persistence of poverty and
the financial wunsustainability of present social policies of generalized
subsidies, access to free health and education, government employment guarantee
and egalitarian salary scales regardless of actual need, ability, performance
or merit underline the urgency of designing appropriate targeting mechanisms.
This would make it possible to ensure that resources reach the most needy groups,
increase the benefits to the targeted population and, at the same time, lower
the cost of the programs to the government.

5.12 The availability of timely and accurate information is a sine qua
non condition for any attempt to improve targeting. At the present time, the
possibility to reach the poor is constrained by the ability to identify them
and to monitor the evolution of their living conditions. Among other agencies,
the Ministries of Social Affairs (Sadat pension), Education (scholarships and
fees), Health (cost-recovery), Supply (food subsidies), Energy (electricity and
fuel subsidies), Housing (water tariffs) and Labor (employment and retraining)
would benefit from the capacity to target their programs to protect the most
vulnerable groups. As illustrated by the matrix of winners and losers at the
end of chapter 4, the effects of the planned reforms are likely to differ widely
among various categories of poor households. This should be reflected in the
focus of the specific interventions for each of these groups. The establishment
of monitoring mechanisms will therefore be an integral part of the poverty
alleviation strategy.
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5.13 In deciding which targeting mechanisms would be appropriate, the
Egyptian authorities will face the challenge of finding the right balance between
the administrative cost of targeting and the degree of acceptable leakage. All
the cost of targeting will be determined by the size of the program envisaged,
the number of beneficiaries in the target groups and the level of precision
expected in the identification of these beneficiaries. The amount of leakage
is linked to the degree of "undercoverage" or "overcoverage" of the program.
This implies looking at alternatives based either on direct targeting mechanisms
or on indirect targeting using characteristics of the poor as proxies, depending
on data availability and the cost of information collection in each specific
case. Flexibility should also be a feature of the targeting system to provide
the capacity to admit new households or remove old households as their income
situations change over time.

Income Generation Policies

5.14 Strategies for income generation will focus on employment promotion
and measures to improve access of the poor to productive assets.

Employment Promotion Policies

5.15 Egypt’'s economy has struggled to provide productive employment for
its rapidly expanding population and labor force. In an effort to maintain full
employment, it has overstaffed government and public enterprises. With the
downturn of the economy in the 1980's, this policy is no longer sustainable.
The economic reforms planned with the support of the World Bank will create
incentives for the restructuring of employment and the movement of workers from
less productive to more productive jobs. This will include a restructuring of
employment in government and public enterprises. Both are expected to experience
a downsizing of employment. The speed with which the economy responds to new
production incentives and creates alternative employment opportunities for

displaced workers will affect the social costs of the economic reforms and their
impact on the poor.

5.16 The social costs of economic reforms and the distribution of these
costs will shape government’s response to structural adjustment. Employment
promotion is a key element in any strategy to reduce the social costs of economic
reforms and their impacts on the poor. The availability of productive jobs for
displaced workers will reduce their loss of income and resistance to structural
adjustment. Without this, displaced workers will need protection from economic
hardship. If this protection is not offered, worker resistance to adjustment
can be expected. This protection is justified on equity grounds. It represents
society’s transfer of a share of the benefits of adjustment to those who bear
its cost. These benefits come to consumers in the form of lower prices for goods

and services and in expanding employment, although not necessarily in the same
communities where workers are displaced.
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5.17 Employment promotion can reduce the social cost of adjustment. This
promotion is encouraged by (i) financial market reforms, {(ii) 1labor market
reforms, (iii) emphasis on technology and productivity in the enterprise, (iv)
support for small and medium-sized enterprises, and (v) direct expenditures on
transitional employment., Financial market reforms are essential to reducing the
capital bias of the modern sector. Improving the efficiency of labor markets
will facilitate the economy’s response to new production incentives and
employment creation. Management'’s choice of appropriate production technologies
and organization of the work process will increase labor productivity and
incentives for employment creation. Support for small and medium-sized
enterprises can be an important means for employment creation. While the economy
is adjusting, the government can use public works to create transitional
employment for displaced workers.

5.18 Financial Market Reforms. The World Bank's proposed program of
financial market reforms will address laws, policies and practices which have
stifled capital market activity and distorted the allocation of scarce capital
resources in favor of large public enterprises. The reforms are expected to
improve the mobilization of capital resources and increase the level of private
investment. As part of broader economic reforms, financial market reforms will
help restore a level playing field for the public and private sectors. This will
have an important impact on incentives for employment creation in both sectors.
In the current economic climate, large public enterprises receive favored
treatment in their access to scarce capital resources. Egypt’s experience in
this case is similar to that of other developing countries. Capital tends to
flow to "low risk" investments in public enterprises whose markets are protected
from trade competition and whose deficits are covered by the state budget.

5.19 The description of capital flows in Chapter 3 confirm this pattern.
Small private enterprises experience higher capital costs than larger public
enterprises, costs that exceed expected risk premiums. The cost of borrowing
for public enterprises has been kept below the rate of inflation, resulting in
negative real interest rates. This has, on the one hand, discouraged private
savings, and on the other hand, encouraged investments with rates of return well
below the social opportunity cost of capital. By increasing the demand for
capital and by discouraging savings, this has created an excess demand for
capital which has produced a need for capital rationing. Capital rationing is
carried out through mechanisms such as letters of credit for foreign exchange
and the licensing and restriction of investment.

5.20 The access of public enterprises to low cost capital has increased
incentives for capital intensive investments. The leveling of the playing field
for public and private sectors in their access to capital will increase the
incentive for labor intensive production and employment creation in restructured
public enterprises. In the private sector, financial market reforms, by
improving access to capital, are expected to increase the capital intensity of
production in this sector. This will lower the employment elasticity of private
sector growth, but sharply increase the level of private investment and
employment overall. Financial market reforms will therefore play a critical role
in balancing the use of capital and lasbor in the economy and emncouraging
employment promotion for displaced workers.
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5.21 Labor Market Reforms. An efficient labor market will facilitate
change in the economy and reduce the social cost of adjustment. It will permit
faster rates of economic growth and employment creation without accelerating
inflationary pressures. An efficient labor market requires flexible wages linked
to productivity and low barriers to labor mobility. The analysis of Chapter 3
identifies 6 types of labor reforms to improve the efficiency of Egyptian labor
markets. These reforms are listed in Box 5.1 along with a tentative schedule
for implementation. The reforms address government's role as an employer and
as a regulator of labor market activity. As an employer, government will need
to restrict the growth of its wage bill as part of economic reforms to reduce
the budget deficit. This will force a restructuring of government wage and
employment policies.
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5.22 The government continues to grow through its guarantee of employment
to graduates of secondary and post-secondary schools. Given restrictions on the
wage bill, this growth cannot be sustained without further reductions in real
wages for government workers. However, the real wages of government workers have
already experienced substantial cuts in an effort to reduce the deficit with the
wages of managers and skilled workers bearing a disproportionate share of this
reduction. It is doubtful that government can further reduce real wages in this
manner without damaging the efficacy of govermment itself. The restriction of
the wage bill will therefore encourage the government to consider a downsizing
of its workforce and a restructuring of wages once alternative private employment
opportunities are created. This will require civil service reform.

5.23 Government can reduce pressure on the wage bill by announcing that
it is phasing out the guarantee of employment for graduates of secondary schools
nd universities. The current waiting period of 5 years could be increased one
year for each year to graduation. The guarantee would be dropped altogether for
those who had not entered a secondary school or university at the time of the
announcement. This would allow those who are approaching the schooling decision
to adjust their expectations, while protecting the interests of those now
pursuing one of these degrees. It could improve the effectiveness of this reform
by coupling it with additional cost recovery in post-secondary education and a
general hiring freeze. The delay, moreover, would allow time for the economy
to adjust to new production incentives and expand private sector employment
creation, The proposed expansion of the private sector implies a smaller
government in the future. Phasing out the employment guarantee and freezing new
hires would be consistent with this goal.

5.24 Government is overstaffed as a consequence of past employment
policies. Pressures on the wage bill can be further eased by rationalizing this
employment. This requires a plan for the organizational and personnel structure
of government, policies for merit selection and determination of the redundant
workforce, programs for the integration of redundant workers into the private
sector, and procedures for implementation of the reform. This reform should
include a restructuring of the wage system whereby savings from displacement can
be shifted into improved salaries for those who remain with increased incentives
for management and skilled workers.

5.25 These reforms have been implemented successfully in other countries
as part of structural adjustment without mass displacement of workers. In most
cases, it has been possible to provide incentives that have encouraged voluntary
separations along with natural attrition. Civil service reform has been a
prominent feature of structural adjustment in countries 1like Bangladesh,
Cameroon, Central African Republic, Costa Rica, Cote d’Ivoire, Ghana, Guinea,
and Senegal. The result of civil service reform is a reduction in barriers to
labor mobility created by government employment policies, an increase in market
efficiency through the linking of wages and productivity, and an improvement in
government's fiscal condition. Merit selection and the linking of wages with
productivity increase government efficacy.

5.26 One of the goals of civil service reform is to improve the link
between wages and productivity. Public enterprise reform should also have this
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as a goal. Public enterprises should be free to set wage and employment policies
consistent with market conditions. The increased autonomy of public enterprises
should include the uncoupling of wage and employment policies in these
enterprises from those of government under Public Law 48. This uncoupling will
increase wage flexibility and encourage the closer connection of wages and
productivity. The decentralization of wage determination will represent an
important shift in wage policy as wages are now set nationally by law. Under
Public Law 137-1981, the Egyptian Trade Union Federation plays an advisory role
in wage setting at the national level. There would be no basis for this under
a decentralized, market-based system of wage determination. After further review
of the market power of large public enterprises, Egypt may wish to revise its
law on collective bargaining to balance this power from the supply side of the
market.

5.27 As a regulator of labor market activity, govermment interventions
should be limited to cases where there is a legitimate public interest to
protect, e.g. worker safety and health, child labor. In other cases labor
markets should be deregulated. Government should focus on improving the
functioning of labor markets and avoid interventions that distort the operation
and efficiency of these markets. 1In this context, the government monopoly on
job placements through the Ministry of Labor and its employment service should
be eliminated. Enterprises are already using other means of recruitment for
their workforce. Their willingness to pay fines to do this is a measure of the
relative efficiency of these means. Government should remove its restraint on
this activity and even encourage the operation of private employment services.
The experience of other countries shows that government employment services at
their best will account for only 30% of job placements.

5.28 Government can improve the efficiency of labor markets by impreving
access to labor market information. The weakness of the information now
available is in its timeliness and detail. This information is important to
macroeconomic planning, planning for education and training, career counselling,
and job placement. It will also be important to monitoring the consequences of
structural adjustment. A special government task force should be created to make
recommendations for improving the labor market information provided by CAPMAS
and the Ministry of Labor. The task force should focus on identification of
appropriate concepts and data needs, technical issues in the collection and
processing of data, and strategies for administration of the system and the
presentation and dissemination of its information on employment and incomes.

5.29 The Government'’s regulation of dismissals in Public Law 137-1981 is
a barrier to labor mobility and should be repealed. By making it difficult to
displace redundant labor, enterprises are forced to treat labor as a fixed
resource. In an economic environment of uncertainty, this discourages employment
creation. In the case of large scale layoffs, however, a case can be made to
require prior notice giving public officials adequate time to organize services
to meet the needs of displaced workers. This has been used in countries like
Canada to provide time for mobilizing a special task force to deliver employment
services to redundant workers. The services include job search assistance,
career counselling, training grants, and assistance with unemployment and early
retirement benefits. A general review of the labor code should be conducted to
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identify other laws for amendment or repeal that fail the test of protecting
legitimate public interests.

5.30 Technology and Productivity in the Enterprise. Against the
background of changing relative factor prices that will favor labor intensive
development, managers must choose appropriate production technologies and methods
of organizing the work environment. On the supply side of the labor market,
investments in skills development to improve worker productivity assume that the
appropriate complementary resources will be introduced by enterprise managers.
However, managers that lack skills to select appropriate technologies or to
organize the workplace to use workers efficiently will reduce the economy’s
potential rate of growth and employment creation. Thus, an employment promotion
strategy should include assistance for managers in choosing appropriate
production technologies and forms of work organization.

5.31 This element of the employment promotion strategy will be
particularly important during the transition phase of structural adjustment as
enterprises respond to new market signals. Emphasis on technology and

productivity in the enterprise has been a feature in other middle-income
countries with national training agencies, particularly among the newly
industrialized countries in Asia. Examples are also found in Latin America.
Technology choices and training needs are related concerns. National training
agencies separate government responsibility for skills training from that for
education. They typically are managed by tri-partite committees involving
representatives of government, management, and labor. The establishment of a
national training agency in Egypt would provide an effective institutional
setting for technical assistance to public and private enterprises in technology
choices and work organization.

5.32 An alternative for Egypt would be to establish productivity centers
within the Ministry of Industry and its Productivity and Vocational Training
Department that would be linked to specific sectors of economic activity, e.g.
construction, industry, and services. These centers would provide technical
assistance to enterprises engaged in restructuring with advice on appropriate
production technologies and work organization. This in turn would be tied to
assistance with training. The centers would maintain a core staff for
administrative operations, but rely on international specialists to provide
enterprises with technical assistance. These specialists would be engaged on
short-term contracts for specific tasks to ensure flexibility. Because this may
create inter-ministerial conflicts, an alternative arrangement would have these
centers established as a public enterprise outside government administratiom.
This would enhance their operational flexibility.

5.33 This technical assistance might be funded initially under the
Emergency Social Fund established with the support of the Bank with a sliding
scale of cost-sharing favoring small and medium- sized enterprises. The purpose
of these centers would be to facilitate structural adjustment. Given the social
benefits of this adjustment, government might expect to heavily subsidize this
activity during the initial phase of structural adjustment. This would reduce
the private cost of adjustment to enterprises and facilitate change. After an
initial adjustment phase of 4 to 5 years, these centers should become primarily
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self-supporting. Models for these centers are found in the national training
agencies for Brazil, Peru, and Argentina. Brazil now has 10 such centers for
its manufacturing sector. !/

5.34 Support for Small and Medium-Sized Enterprises. SME'’s have been an
important source of employment creation in Egypt during the 1970's and early
1980’s. Small enterprises, defined as those with less than 10 workers, tend to
be clustered in the informal sector, while medium-sized enterprises, representing
those with 10 to 50 workers, are more likely to be in the modern sector.
Approximately 97% of private sector establishments fall into the small enterprise
category which grew rapidly through 1986. SME’s have characteristics that make
them attractive for economic development and employment promotion (Handoussa,
1989). SME's tend to be more labor intensive than larger enterprises. Thus,
they offer considerable employment potential. They also draw heavily on self-

financing for capital and are an important stimulus for savings and capital
accumulation.

5.35 SME’s develop skills through apprenticeship and do not place heavy
demands on pre-employment training. Their production is based largely on
domestic resources, reducing the demand for scarce foreign exchange. Likewise,
their demands for infrastructure related to roads, schools, telecommunications
are limited and less costly from the government’s perspective. Their products
are frequently sold to low income consumers meeting an important market segment
of needs. The average employment in small enterprises is under 2 persons per
establishment and in medium enterprises it is 18 persons. Preliminary estimates
from the 1986 establishment survey indicate that the number of small and medium-
sized establishments has increased since 1976 by 50X which is consistent with
the observed growth of private employment in the 1986 census.

5.36 The support of SME's offers considerable potential for employment
promotion. Issues affecting the growth of these enterprises in Egypt include
credit access, labor constraints, technical knowledge, and marketing skills
(Jones, 1988). The general economic reforms removing government'’s pervasive hand
from the economy will encourage the growth of SME'’s and employment creation.
In particular, financial market reforms will improve access to capital. Labor
market liberalization will reduce the fixed cost nature of labor and improve its
mobility. Other reforms will reduce government interventions in price setting,
licensing of investment, allocation of raw materials and foreign exchange. The
general liberalization of the economic climate will remove many of the incentives
for SME's to remain small, hidden from government'’'s regulation. These general
reforms will encourage the movement of some SME's into the modern sector.

'/ CINTERFOR, 1989. Regional Review of Vocational Training in Latin
America, a report prepared for the World Bank, Washington, D.C.
(mimeo).




- 132 -

5.37 Government can also take specific steps to support SME’s and open
the path to new employment for displaced workers. It can do the following: (i)
allow the capitalization of job separation benefits giving displaced workers a
source of capital for private investment; (ii) assist the banking system in
establishing credit mechanisms for small enterprises; (iii) create an SME
division within the productivity centers above offering entrepreneurs technical
assistance involving technology choices, productivity, and marketing, plus access
to management training; and (iv) provide an infrastructure of services and
facilities to launch new SME’s. The latter is referred to as an incubator system
and has been employed successfully in the United States and other industrialized
countries to encourage the growth of SME's (Temali et al., 1984).

5.38 Transitional Employment. The government will naturally want to avoid
sharp increases in open unemployment during structural adjustment. This will
occur where new jobs are not created in the same sequence as workers are
displaced. Some industrialized countries have used public works to create
transitional employment to avoid this outcome. A displaced worker is expected
to find employment in the private sector after a fixed period of time in a
transitional job. The worker may receive training in the transitional job along
with other employment counselling and job search assistance. The key word in
this case is "transitional." The jobs are not intended to be permanent and are
typically up to 6 months or a year in duration.

5.39 These jobs will delay reductions in the government’s wage bill, but
they provide an important means to reduce the worker’s loss of income and
resistance to structural adjustment. The use of redundant labor in public works
actually increases the output of government. By labeling these jobs as
transitional, this changes worker expectations and encourages their transition
into the private sector. Some industrialized countries have allowed displaced
workers to capitalize the benefits of these jobs as a means to encourage their
entry into private employment. The capitalized sum becomes a basis for private
investment. The risk of these jobs is that governments will not treat them as
transitional thereby producing a new class of government employment.

5.40 Temporary employment in public works programs can also be used to
provide income for the unemployed in poverty households. Targeting these jobs
on the economically vulnerable members of the population can be facilitated by
selecting projects in low income communities and keeping wages low. Workers who
have better employment options will exercise these options, while others will
use these jobs as the employment of last resort. Apart from the danger of
treating these jobs as a new class of government employment, there is also the
danger of exceeding the capacity of local governmental units to implement
effective public works projects. These projects require considerable advance
planning and supervision. Care should be taken to avoid exceeding this capacity.

Access to Productive Assets

5.41 Provision of small scale credit technical assistance and training,
especially to women, has a great potential for income generation. In other
adjustment compensation programs, credit schemes play a prominent role. Plenty
of examples of successful pilot project schemes exist in Egypt, in both urban
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and rural settings, some in the public sector, others administered by NGOs (El
Kholy, 1987, EQI, 1988, UNICEF internal documents, Oldham, 1988). The objective
should be to ensure that every person in the country has access to credit on
reasonable terms even for the smallest undertaking. The smaller the loan, the
proportionately larger the potential gain to the borrower; it is the poorest
groups who use the smallest loans, and thus the higher the welfare impact of a
given increment in income; and the poorest, especially women, are the group which
has had least access to credit up to now.

5.42 The govermment should commission the preparation of a review of such
schemes with a view to understanding best practice methods and deciding on the
appropriate implementing agency in different cases.

5.43 Some likely conditions for success can be suggested. First, small
loans for women can best be established and administered if a group lending
mechanism is used. Several of the existing schemes in Egypt are of this kind;
repayment rates are much higher than on commercial loans. Among other virtues,
this mechanism avoids the need for collateral, which is a major obstacle in
women’'s access to credit through formal financial institutions. Second, for
women, loans need to be combined with technical assistance, in 1literacy,
numeracy, bookkeeping and management skills as well as in the production process
itself (see Oldham, 1988). Third, for any project involving livestock, which
seems presently to be the majority of projects for women in both urban and rural
areas, an insurance element is essential to cover losses from Jisease.

5.44 The development of credit institutions should be combined with the
deposit-taking function. Collier (1988) notes that in countries where women's
rights to property are limited, as in Egypt, it is only through building up a
record (and accumulating funds) as a depositor that women can establish a credit
rating. The prevalence of small savings circles ("jamiyat") among women in
Egypt, indicates that this objective is feasible (see for example Ibrahim in
Zurayk and Shorter, 1987).

5.45 Furthermore, the existence of savings circles demonstrates the
widespread capacity for savings mobilization in Egypt, and suggests that the
credit operations can set fees at a cost-recovering level. Whatever the nominal
rate of interest charged, which may have to be tied to subsidized formal market
rates, experience shows that borrowers are willing and able to pay realistic fees
for specific credit related services.

5.46 The government can increase its involvement and effectiveness in the
field of small scale credit in any of three ways:

- first, consideration should be given to extending the scope
of existing financial institutions, eg., the Village Banks.
This might be done, not directly with beneficiaries, which
would involve excessive administrative costs and radical
changes 1in procedures, but indirectly, through village and
neighborhood Community Development Associations.
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- second, the Productive Families Program might be modified so
as better to serve the poorest groups, not by reducing the cost
of credit to borrowers -- studies show that borrowers see a
good return on their activities and in NGO projects accept
higher charges without difficulty -- but by lowering the size
of loans.

- third, consideration should be given to concentrating the
activities of the Productive Families Program entirely on the
training and loans side, and either delegating the direct
employment and production aspect to the private sector
entirely, or dropping it altogether. It is far less risky and
costly for the state to disburse a given fund in credit than
in direct production: credit schemes can benefit from the
diversity of activities among borrowers and from coopting the
interests of borrowers in achieving high returns.

5.47 NGOs have an important place to play in small scale credit, as the
success of innovative projects has proved. However, NGOs’ success rests
ultimately on intimate familiarity with particular communities, which is
expensive to attain. There is in this way a considerable subsidy element in many
projects. One way to spread these costs is for the government to ensure that
knowledge of the methods of successful projects is well disseminated, and that
good procedural manuals and training materials for staff and beneficiaries alike
are made available to all credit projects.

5.48 It has been shown that Community Development Associations (CDAs) can
take over successful projects and operate them on their own behalf (EQI, 1988).
This practice should be encouraged. The legislation governing CDAs (and other
NGOs) should be amended to allow them to carry out income generating projects
of their own to finance the operating costs of loans schemes. As suggested
above, the Village Banks could be the channel for receipt of government start-
up funding, and could also provide financial technical assistance to CDA
officers.

5.49 To ensure that CDAs perform well in reaching women borrowers, it is
recommended that local targets be set for the proportion of females to be
reached, and regular monitoring of performance be instituted. One means of
improving performance in this respect might be to have a women’s officer on the
CDA board. It is recommended that an experiment be set up, comparing the
effectiveness in reaching women of matched sets of CDAs with and without women's
officers. If the women’s officers prove instrumental in ensuring good
performance, then there should be a standing requirement that such a position
be created on every CDA board.

Human Capital Maintenance

5.50 Human capital is usually the most valuable asset of poor people.
It is therefore crucial that human capital formation programs be protected during
the transition period of economic reforms despite the planned reductions im
government expenditures. This can be achieved through improvements in the
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pattern of allocation and utilization of available resources. Measures taken
to improve the targeting of health and education programs to persons with the
greatest need and to increase the efficiency with which services are delivered
can lead to the simultaneous improvement of equity and efficiency in these
sectors. With this type of measures, the most economically vulnerable members
of the population can be sheltered from the social and economic costs of the
structural adjustment program without increasing the government'’s budget for the
social sectors, though it should be maintained at its current level in real
terms. In addition to exploring structural measures to improve access of the
poor to health and education services, this section puts forward proposals on
retraining assistance programs for people who would lose their employment as a
result of structural adjustment.

Health
5.51 The following options would need to be considered in the health
sector:

(1) reorientation of the investment program in favor of primary
and compunity health care;

(ii) rationalization of the existing network of curative facilities
on the basis of effective utilization rates and reallocation
of recurrent resources to the primary health care facilities
and programs;

(iii1) introduction of differential user fees to promote cost-
recovery in curative services in conjunction with an extension
of medical insurance coverage;

(iv) strengthening of the infectious and parasitic diseases control
programs; and

(v) complementary measures to improve the quality of care at all
levels.

5.52 The investment budget of the Ministry of Health should be revisited

with the objective of downscaling the program of construction of new secondary
and tertiary curative facilities in urban areas and reallocating resources to
the existing primary health care facilities in rural areas. As illustrated by
Graph 5.1, the distribution of investment in the current Plan is heavily skewed
in favor of curative services facilities.
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Graph 5.1 Functional Distribution of MOH Investment Budget
Five Year Plan 1987-1992

Curative Services
65%

Preventive Services
6%

Primary Health Care
29%

Source: Ministry of Health

The reallocated funds should be used as a matter of priority for the
rehabilitation, reequipping and upgrading of rural health facilities in the most
remote areas in the poorest Governorates.

5.53 To accompany these measures on the investment side, the Ministry
should draw up a medium term plan to rationalize the existing network of curative
facilities on the basis of effective utilization rates with a view to
reallocating recurrent resources to primary health care facilities and preventive
programs.

5.54 To mobilize additional resources and increase equity in the curative
health system, the government'’s program to introduce gradually user fees for both
outpatients and inpatients in selected general and central hospitals should be
strengthened. For outpatient services, a modest fee should be charged during
the regular morning session. Additional clinic sessions could be organized in
the afternoon for patients seen by appointment at a higher fee. It would be
imperative that patients receive the same quality of professional services in
both types of clinics. For inpatient care, hospitals would offer beds in first,
second and third class rooms depending on the number of beds in the room and the
kind of accessory amenities offered. Patients admitted in third class
accommodation would be charged the actual running cost whereas an escalating
scale would apply to patients choosing another class of accommodation. A large
proportion of third class beds should be reserved for eligible poor families who
would be treated free. If well-managed, government hospitals would be able, with
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this cost-recovery scheme, to offer better quality care at moderate costs and
could in the longer run become more competitive in relation to private sector
clinics and hospitals. The introduction and extension of the cost recovery
scheme should be gradual and the lessons of experience from the Cairo and
Alexandria Curative Care Organizations should taken into consideration.

5.55 Medical insurance coverage should be extended in parallel with this
reform. All civil servants and private sector workers could be gradually
included. Admission policies for widows and dependents should be revised. At
the minimum, the General Organization for Insurances and Pensions should take
over, for widows, the payments previously made by their deceased husbands’' former
employers. Extended coverage would require the Health Insurance Organization
to establish new contracts with hospitals and polyclinics in order to provide
the additional medical care needed.

5.56 In terms of program focus, the infectious and parasitic diseases
control programs should be strengthened, notably for bilharzia and leprosy.
While the bilharzia control program under way in the Delta is well-structured
and follows a well-developed plan, additional financial support is needed to
ensure regular supply of drugs for the treatment of cases recently detected and
adequate provision of the necessary laboratory equipment and supplies for
qualitative and quantitative diagnostic tests. The development of a national
leprosy control program, now in the planning stage, should be given high
priority. Resources will be needed to staff an evaluation and monitoring unit,
involve school and rural health teams in active case-finding, and purchase the
quantity of drugs required. The training of traditional midwives and doctors
assigned to rural areas in community medicine and the proper management of acute
respiratory infectious should be strengthened. Further UNICEF and WHO assistance
could be requested for that purpose.

5.57 An integrated program to improve the nutrition situation of
vulnerable groups should be designed and implemented. Emphasis should be put
on the protection of children in particular, as they have benefited much less
from the food subsidies system than the adult population as a result, most
likely, of intra-households inequities.

5.58 Although it does not fall under the direct responsibility of the
Ministry of Health, the preparation and implementation of an action-plan to
increase the production and availability of safe water and adequate sanitation
in rural areas would be a determinant component of public health policies to
reduce the incidence of many infectious and parasitic diseases in Egypt. The
widespread occurrence of waterborne diseases and, in particular, the recent
increase in the incidence of infectious hepatitis make the issue of safe water
one of great priority.

5.59 Finally, a variety of complementary measures could be envisaged to
improve the level of care at all levels., For example, improving the transport
facilities at the district level would be important to promote a proper referral
system and facilitate a closer supervision of rural health units. Increasing
the fringe benefits of health personnel working in rural areas would be important
to boost staff motivation and performance. This could be done by granting
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assignment allowances to compensate for the lack of opportunity for private
practice, or by remunerating overtime spent in conducting an appointment clinie
outside official working hours, which would make access of the health units
easier for households involved in agricultural activities.

Education

5.60 In the education sector, the present level of government expenditures
devoted to basic education should be at least maintained in real terms, given
the need to achieve universal basic education, particularly for girls, and to
improve the qualitative aspects of the educational process. At the same time,
it is equally important to rationalize the pattern of allocation and utilization
of resources within the education system, considering that the present policy
of unlimited expansion at all levels is neither sustainable from an economic
viewpoint nor equitable from a social perspective. Greater emphasis should be
given to basic education in recognition of the higher social rates of return at
that level and the necessity to offer better opportunities to those who are not
able to go beyond that level of education.

5.61 The following options could be implemented to increase equity and
cost-effectiveness in the delivery of education programs:

- elimination of fees in basic education;
- generalization of cost-recovery measures in higher education;

- improvement in the quality of basic education financed through
transfers of budgetary resources from higher education to basic
education; and

- introduction of more selective procedures for access to post-
secondary education.

5.62 Though modest in amount, the fees which have recently been introduced
at the primary and secondary levels have increased the burden of schooling on
parents already faced with the high cost of private tutoring. A growing number
of parents from poor households are seen to take their children out of school
as a result, It is therefore recommended that fees be abolished in basic
education to guarantee democratic access at that level.

5.63 In higher education, however, authorities should consider actively
ways of extending the cost-recovery measures already introduced in some faculties
and institutes, such as user charges and contributions from industry. As seen
in Chapter 3, there are strong equity justifications for reducing the degree of
subsidization of higher education given the prevailing pattern of misallocation
of resources. To protect students of low income groups, scholarships and loans
should be made available.

5.64 Improvements in the quality of education offered at the primary and
preparatory levels could be financed by reallocating resources from higher
education to basic education. The additional resources could be used to finance
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curriculum reform with the objective of having less exam-driven programs, and
improve the quality of textbooks and other instructional material while
increasing their availability. Attempts should be made to reduce overcrowding
which is an obstacle to better classroom instruction by giving priority to the
construction of new schools in those areas where the problem is most acute.

5.65 The consolidation of university education should be achieved through
constrained growth of enrollments. Since the financial situation is not likely
to improve drastically in higher education as the increase in resources through
cost-recovery measures would be partly offset by budgetary transfers to basic
education, the only way to be able to devote more resources per student would
be to stabilize the number of students. This could be achieved by applying more
restrictive access mechanisms on the basis of merit criteria. This has been
recently tried on an experimental basis by some faculties of engineering for
example. The labor market prospects for graduate employment, or rather the lack
of prospects in the present economic context, would also justify such a move.

Retraining Assistance

5.66 Retraining is a costly option for improving employment opportunities
and its effectiveness depends on the linkage between the training and employment
prospects, Not all displaced workers under structural adjustment will

necessarily need retraining. It is therefore important that an assessment of
employability needs be made for each displaced worker. This assessment would
follow with counselling on the occupations for which training provides a good
chance for reemployment. In industrialized countries, this assessment is usually
provided by an employment service under a Ministry of Labor, or in the case of
Canada, by a special employment service task force that is mobilized once notice
of a plant closing is given. The task force offers assessment and referral to

a comprehensive set of services. The employment service is equipped to identify
job openings in the local labor market for which displaced workers could qualify
if retrained. The linking of job information nationally broadens opportunities
for reemployment.

5.67 Egypt has no ready mechanism for employability assessment. The
upgrading of the Ministry of Labor’'s employment service would respond to this
need in the short run as well as enhance the labor market exchange in the long
run. As described in Chapter 3, the MOL’s employment service is limited largely
to rationing scarce employment opportunities. It does provide some skills
assessment and counselling for training, but it does not provide a nationally
integrated system of job listings and search assistance. Discussions with a
number of employment service managers indicates that there is very little direct
contact at the local level with enterprises. Job vacancies are transmitted
through the Ministry of Labor to the local office of the employment service.
The decentralization of responsibilities and upgrading of services in local MOL
employment service offices will be necessary to improve the labor market exchange
and assessment of retraining needs.

5.68 The retraining of displaced workers requires training institutions
that depart from conventional modes of skills development. These institutions
will need to give workers flexibility in the timing of their participation in
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training (open entry and exit), because workers will not be displaced om a
schedule consistent with admission to conventional academic programs. Training
will need to be developed in modules to permit flexible entry and exit. Skills
development need not follow a fixed time schedule. Instead, it should be
competency based. The training must be flexible and able to respond quickly to
the needs of displaced workers and enterprises. The emergence of new skills and
expanding of old ones will require an institution that is capable of mounting
training activities on short notice. This implies flexibility in staffing and
curriculum development. The capacity of local training institutions may become
a constraint to the retraining of large numbers of displaced workers in short
periods of time. A competency based system will help expand capacity by opening
positions faster,

5.69 Based on the assessment of employability needs, training grants may
be offered to displaced workers as part of the support package to reduce their
private cost of adjustment and to increase their productivity and employability.
These grants can be transferred to enterprises to encourage the employment and
retraining of displaced workers. This would reduce the pressure on local
training institutions. The linking of training with employment has been found
to improve the cost-effectiveness of the training. Not all enterprises, however,
will have the capacity to train. Small enterprises will frequently lack this
capacity and will not be able to realize potential economies of scale. New
technologies may introduce skills for which enterprises lack the ability to
train. This opens a market for training institutions to work closely with
enterprises, large and small, to offer training closely linked to employment.
The financing of training institutions should include incentives to provide
contract training services for enterprises. 1In countries like Brazil, Jordan,
Singapore, and Hong Kong, national training agencies provide these services.

Income Transfers and Price Subsidies

Food Subsidies

5.70 Revamping the ration/food subsidy system is a contentious issue.
The government has periodically looked at ways to modify the system but because
of concern about public reaction has refrained from any major modificationms.
Public unrest in countries in the region which have tried to eliminate consumer
subsidies has made the Egyptian government cautious.

5.71 Despite the ©political and social difficulties involved in
implementing major changes in the ration/subsidy system, there is an urgent need
to take effective measures to reduce the burden on the government budget while
at the same time improving the targeting to the nutritionally at-risk segments
of the population. While it appears wise to experiment with 3 or 4 new
approaches on a pilot basis before recommending adoption on a larger scale, the
government should move rapidly on this issue as there is no income or nutritional
justification for subsidizing 93% of the population.

5.72 The foods provided through the ration shops (oil, rice and sugar)
and the bread/flour subsidy provide a disproportionate share of the food intake
of the low income households. In addition, Balady bread has a weakly negative
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income elasticity (Alderman et al., 1984) and thus consumption decreases in the
upper income groups. Given this, it is important to maintain the rationed
commodity and the subsidy on bread at its current level while other food security
strategies are developed that are targeted to a narrower segment of the
population.

5.73 During field visits in November 1989, discussions were held with
consumers and shop owners in several low income areas of Cairo. Many people
indicated that the primary value of the ration card was that it guaranteed access
to basic staples; several consumers indicated that they would be happy to pay
a higher price at a cooperative or even an "open market" shop but that sugar,
tea and rice typically are not available at these other shops. It would appear
therefore important for the government to guarantee easy access to these basic
staples as a first step in phasing out a large number of the ration cards.

5.74 Unfortunately the Government Authority for Supply of Commodities
(GASC) in the Ministry of Supply is moving at present in a direction which
further complicates an already cumbersome system. GASC has proposed issuing a
third type of ration card, a "yellow" card, to a segment of the population that
does not currently use the ration system. The yellow card would be for diplomats
and other types of individuals who are currently excluded from the ration system.
The yellow card would entitle the household to buy a rationed quantity of rice,
sugar, oil and tea but at the full market price. The purpose of the yellow card
is simply to ensure availability of the basic ration. Clearly if these supplies

were available through the normal market channels these yellow rations cards
would not be needed.

5.75 The pgovernment has the opportunity as part of the proposed
restructuring of the wage schedule for government and public sector workers to
limit the number of ration cards. The participation in the ration system should
be limited to the bottom rung of the wage earners, for example the lowest
quartile of government and public sector wage earners. The details of this type
of targeting would have to be decided in conjunction with the new wage schedules
under consideration. Even though this approach would still entail some leakages
since the low wage earners often have second or in some cases third jobs, the
leakages would be substantially less than in the current system. The phasing
out of the rations for the other three quarters of government and public sector
workers would be considered in establishing wages for these employees. This
approach can only be successful if the supplies of these basic staples can be
guaranteed through the normal market channels.

5.76 The ideal way to target the ration/subsidy system is to limit the
participation to those who are the nutritionally needy. Most often malnutrition
is synonymous with the poor. However the government has no way currently to
identify the poor. Therefore it is suggested that the government experiment with
some new ways of targeting as a way to learn about some potential methods for
making the ration/subsidy system more cost effective. One method which should
be considered is geographical targeting. Clearly there are areas with ration
shops which are generally recognized as middle and upper income, although this
does not mean that there are no poor households in the area. Zamalek in Cairo
is such a location. The government could, on a trial basis, experiment in
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closing ration shops in selected areas. Here again this would only work if the
supply of the basic rationed staples - sugar, oil, rice and tea - were ensured
through the local market. There would also need to be a system developed for
the poor households in these middle/upper income areas to be able to gain access
to the rationed commodities from ration shops in other areas. The exact method
for this needs to be developed in the context of the current administrative
structure of the ration system.

5.77 In discussions about geographic targeting, GASC officials indicated
that this approach would not work because some poor people would be hurt.
However, it should be noted that the lowest income groups are already getting
hurt from the escalating food prices. Rather than giving a small amount of
ration to most of the population, it would be more cost-effective to provide
larger quantities of the current ration to a more limited segment of the
population. This is the basis for the next suggestion on targeting. Again on
an experimental basis the government should test the feasibility of providing
more food to certain groups of households. One way to do this is to select
certain obvious low income areas and test this approach. Not only should the
ration be larger but the mix of food should change. Tea should be de-emphasized

since this does not make a nutritional contribution to the diet. The government

should test the feasibility of a coarse grain flour or a mixed grain flour which
would have low appeal to middle or upper income groups but would make a
significant contribution to the food intake of the lowest income groups. Years
ago, corn flour (a less preferred commodity) was used to make bread. This could
be reinstated and a mixture of corn flour and coarse wheat flour could be used
to make bread. This in essence might be a self-targeting food.

5.78 This approach was tried in Pakistan where low priced atta (a type
of wheat flour) was made available through the ration shop (Rogers, 1978). The
poorest households chose atta over the higher priced but generally preferred
whole wheat. For each dollar spent a larger quantity of atta than of whole wheat
could be purchased and, as a result, household food consumption was increased.
A similar experiment was tried in 1978 in Bangladesh (Karim et al., 1984) where
sorghum was subsidized to half the price of rice. For each dollar spent, a
larger quantity of sorghum than rice could be purchased and the effect on
household food consumption was increased. Sorghum sales were low in the urban
areas but after three months approximately 70% of the poorest households were
purchasing sorghum.

5.79 Not all of these targeting mechanisms will be equally successful.
However by testing selected targeting mechanisms on a pilot basis, the government
can determine the pros and cons of various approaches before implementing these
on a country-wide basis.

5.80 Cooperatives as a distributor of subsidized foods should be phased
out over time. The evidence suggests that these are used more by middle and
upper income groups than the poor. This would provide a budgetary savings of
about 200 million Egyptian pounds to the government without jeopardizing the food
security of the lowest income groups.
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5.81 The desirability and feasibility of replacing food subsidy with
direct income transfers exclusively targeted to the poor should also be
considered as a perhaps less costly and more efficient alternative to the
existing system of general subsidies.

5.82 The government has no real way currently to monitor the actual impact
of price increases on household food security. There is a critical need to have
a technical capability within government to evaluate the effects of policy reform
on food consumption and nutrition. A system for monitoring the impact of these
policies should therefore be put in place by the government. The proposed
monitoring and evaluation system should permit the government to identify who
are the food insecure and malnourished, where they are located, and what are the
causes of their predicament. There also needs to be a mechanism to analyze and
evaluate household response to new programs and policies.

Utilities, Transpoxrt, Energy and Housing

5.83 Water. Because of the high income demand elasticity for water
consumption, there is ample room in the present tariff structure for further
price discrimination against large users. Some of the additional revenues could
be used to subsidize lower income households, specially to lower the cost of
connection fees. One mechanism to this end could be to spread the cost of
connection and water meters, by charging a rental fee related to the level of
household consumption. Lower income households would pay for water connection
in more and smaller installments than higher income households. Suppressing
water meters is not desirable because of the induced waste and the difficulty
of identifying qualifying households.

5.84 Given the heavy losses of water in the system due to leakages, tank
overflows, or broken lines, which have been estimated as low as 40 percent and
as high as 70 percent of production, the premise of cost recovery pricing is
questionable. Certainly, the elimination of wastage should allow to meet the
cost recovery objectives with lower tariffs.

5.85 Because of the relatively low coverage of rural and urban low income
households, new investments in water supply systems should be targeted to areas
where those households reside. In areas where piped water from public utilities
is available, the most effective policy will be to increase maintenance
expenditures to reduce the high levels of wastage.

5.86 Electricity. Changes in the tariff structure should be made in such
as way as to protect low-income households at the same time that they eliminate
present subsidies to higher income households. One of the options proposed to
achieve this goal consist of compressing the sliding quantity brackets in the
tariff schedule to smaller increments, say 100 KWH per month, and applying the
tariff rate in a proportional way to the entire level of household consumption.

5.87 However, this type of change in the pricing structure has several
constraints. First, there is no practical way to identify the income level of
consumers except by their level of consumption. Given available data on income
demand elasticities for electricity, it may be fair to assume that all households
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consuming 100 KWH per month or less are low income households. This
approximation could be expanded to include all households consuming less than
200 KWH per month. Because of the much larger number of households consuming
less than 100 or 200 KWH per month, the policy premise of protecting low income
households will have significant budgetary consequences for the Egyptian
Electricity Authority. Given the constraint and the objective of full cost
recovery, it is recommended that tariffs be set at a substantially higher level
than the long run marginal cost of production for high income households and that
cross-subsidization of low consumption households by those households consuming
larger amounts of electricity can be increased.

5.88 Energy Products. Subsidized prices for gasoline and several other
fuel products have not only benefited mostly higher income groups, but have also
decreased Egypt’s available surpluses for exports, and have led as well to
negative externalities in traffic congestion, noise and air pollution. Thus,
a pricing policy that would align domestic prices with world oil prices would
have multiple social and economic benefits.

5.89 To protect low-income households, it may be desirable to limit price
increases for kerosene. Because of the high level of product differentiation,
subsidizing kerosene prices is unlikely to benefit other than low-income
households. One negative aspect of this policy, however, is that it will tend
to slow down conversion to liquified natural gas which is more economical and
cleaner than kerosene. Conversion to natural gas may still be induced by limited
price increases.

5.90 An alternative approach would consist in allowing kerosene prices
align also with World market prices. To protect low income users, the government
would introduce a stamp scheme for low income consumers with an entitlement of
5 liters per month for example at a subsidized price. A similar policy was
successfully introduced in Sri Lanka in 1979. The advantage of this type of
approach is that it protects low income households while, at the same time,
inducing conservation or a switch to natural gas since consumers using more than
the monthly entitlement would need to purchase it at market prices. The possible
disadvantage is the administrative cost involved in the identification of
qualifying households and the management of the program.

5.91 Transportation. There appears to be ample room for tariff increases
in rail services for luxury and first class services and in luxury buses, both
inter- and intra-city. For suburban commuter trains and regular intra-city
buses, however, it seems plain that without some sort of subsidization, low
income households would be adversely affected. Subsidized tariffs for these

services can be justified on other than distributional grounds. Low price public
transportation plays a crucial role in urban labor markets for unskilled low wage
workers, bringing together locationally mismatched demand and supply for this
type of labor services. Encouraging the use of public mass transportation also
has beneficial impact of reducing congestion and air and noise pollution.
Pricing of general mass transportation services should also take into account
the relative subsidies to other modes of transportation (e.g., low price of
gasoline or free use of highways).
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5.92 Differentiating products and subsidizing only third class rail
service and intra-city regular bus services is the most effective way to reduce
the leakage of transportation subsidies to higher income households. To keep
the transportation subsidy transparent, it would be desirable that the government
use an explicit line budget item for passenger subsidies to the Egyptian National
Railways and parastatal bus companies.

5.93 Housing. The most effective policy measure that the Government could
take to alleviate Egypt's housing shortage would be to remove all rent controls
for newly-built units. While it is clear that it would not be politically
feasible to suppress rent control for existing housing units, rent ceilings could
be raised gradually to encourage landlords to do maintenance work and thus
slowdown the deterioration of the housing stock.

5.94 However, free market rental prices would not solve the housing
problem of the poorest groups. There is a need for a more ambitious program of
construction of low cost units to address their specific needs. In addition,
the Government could establish a low cost policy and provide basic public
services (water, sewage, street paving and electricity) to open public lands for
settlements in an organized way.

Social Welfare

5.95 Many people in the population - the elderly and handicapped and women
with young children and no immediate income earner to give them support - are
inevitably dependent for subsistence on direct transfer payments. Both state
and private organizations are currently active in this area, each with special
advantages, and both should continue. Studies suggest that social relief
programs do not "crowd out" private family transfers (Tradors, 1984): the demand
for assistance is therefore not a limitless one.

5.96 The Ministry of Social Affairs has a widespread delivery system, with
many outlets throughout the country. The only sections of the population which
may not be well served - as with other types of services - are inhabitants of
satellite villages which do not have a "social unit". The truly destitute are
certainly least able to travel the often quite considerable distance between
satellite and mother villages. The "social units” are well respected in the
field and have a non-discriminatory record in making awards. However, the level
of awards that are made are extremely low, and staff morale must be affected by
the knowledge that the support offered falls far short of the Ministry’s own
intentions to provide a basic safety net for the poor.

5.97 NGOs seem to play a considerably larger role than the state in
providing transfer payments to the poor, though neither the total disbursements
nor the composition of their activities is known precisely at the national level.
The NGOs’' advantage lies in their greater flexibility, their openness to new
criteria, and their ability to experiment with new approaches. The most urgent
need is to expand their scope by relaxing some of the red tape which surrounds
their fund raising operations. Government’'s desire to monitor NGO activities
need not be compromised. The disadvantages of an atomized and hierarchically
organized sector for replicability and improvement of operations can perhaps be
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overcome, without any alteration in the registration arrangements. The
arrangements for monitoring program activities could be improved without any
fundamental loss of control to the government, whose political imperatives must
be respected. By analogy with the requirements for state social assistance
programmes themselves, however, the main need is to allow existing NGOs to give
support to their particular client groups at a realistic level and to extend
coverage among the poorest and most vulnerable groups, such as the elderly and
handicapped and widows and divorced women.

5.98 Given the political sensitivities, however, any more inmovative
programs designed to reach other groups vulnerable to economic changes associated
with adjustment, such as retrenched urban workers and unemployed youth, might
not be welcomed within the current framework. Such activities could be better
handled by the Emergency Social Fund set up to compensate for the impact of
adjustment,

5.99 Ministry of Social Affairs. Funding for the Ministry of Social
Affairs transfer payments schemes should be greatly increased to allow individual

benefits to be increased to a realistic level. There are two part to this:

- first, to increase the level of payments to the current
beneficiaries, the fund has to be increased by three times to
LE30m annually (if once-off relief payments are left at the
present level) or four times to LE4Om annually (if once-off
payments are also to be increased).

- second, if the coverage of the schemes is to be increased, the
amount would have to be increased further. But the fact that
NGOs seem likely to significantly increase their funds if fund
raising restrictions were lifted suggests that this extra
budgetary cost need not be imposed in full. Total transfer
payments disbursements by NGOs should, however, be monitored
to see how many extra funds they secure, and the total amount
of transfer payments made to the poor by public and private
organizations should be reviewed periodically and compared with
estimates of need.

5.100 The state is preferable to NGOs for providing regular payments on
a statutory basis. A study should be made to determine the optimal allocation
of beneficiaries of different categories between the two systems, and state
funding adjusted accordingly.

5.101 The delivery mechanism for Ministry schemes is sound and well
respected. It should perhaps however be extended to cover the population of
satellite villages. Extra permanent social units are not called for; rather
staff in existing social units should have provision made for them to travel
periodically to the satellites to make on-site visits. It is important, given
the preponderance of women among the eligible population, that many of these
peripatetic staff are themselves women.

ST ——
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5.102 NGOs. The main recommendation rests on the premise that NGOs could
greatly increase the scale of their operations if their capacity to raise funds
were not so restricted. The legislative framework and administrative practice
should be liberalized. It should be possible for NGOs to be set up on the basis
of an endowment. The government should ease the restrictions on fund raising
from the general public and make it easier for NGOs to receive funds from bona
fide international charities and donor agencies. The Ministry should consider
introducing a floor level for annual fund raising below which official approval
does not need to be sought. The annual auditing which NGOs are required to
undergo can provide a check on this.

5.103 The government should cease making subventions to NGOs, which
presently take the form of small operational grants and help with recruitment
and salary costs (albeit very low). What might be called "semi-voluntary staff"
ar provided to NGOs under the social service scheme for unemployed graduates
awaiting job placement in government. The amount of support given amounts to
60 percent of the total state social assistance transfer payments budget, which
would be better used on the Ministry's own program. Plenty of other support is
given to NGOs, particularly in tax exemptions. Subventions of this magnitude
(or at all) are not necessary to ensure NGOs' compliance with the regulations.

5.104 In particular, NGOs should be able to pay their own staff out of the
expected increase in revenues. The government may still provide a useful service
by way of recruitment and placement of unemployed graduates. The financial
discipline would be beneficial to NGOs' management capacity. If necessary, NGOs
should be given technical assistance to help them through this transition. The
government should contract private sector training organizations to provide this
assistance.

5.105 NGOs advantages of flexibility and experimentation are not captured
for the nation if their successes are not taken up more widely. Means need to
be found to encourage replicability in projects and the take-up of best practice
projects. The government should thus encourage, for example, exchange of ideas
through seminars, production and dissemination of reports, review of best
practice projects, and production of training materials. These things should
be seen as a desirable and integral part of NGO activities.

5.106 The government should alsc encourage uptake of best practice methods
within the state services themselves, no less than among NGOs. Some cases have
already occurred, e.g., use by the public sector of health education packages
developed by the ICA (Institute for Cultural Affairs) for use by women health
promoters among women in villages in Beni-Suef. The same NGO has also developed
an impressive pre-school curriculum based on Montessori methods, modified to
local conditions, which could be employed to advantage in Ministry nursery
schools.

Unemployment Benefi

5.107 As described in Chapter 3, open unemployment in Egypt is primarily
a problem of new entrants. The number of unemployed who have left a job or lost
a job is quite small. This is attributable to the labor surplus nature of the
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economy and restrictions on worker displacement. Labor market adjustments to
the level of production are made through real wages rather than expansion and
layoffs. This encourages stability in employment levels, but increases the
volatility of real wages. As long as cyclical activity remains a risk, it also
discourages employment growth. Enterprises are reluctant to expand employment
when this employment cannot be easily cut back to reduce costs in a recession.
Against this background, Egypt has no experience with unemployment among large
numbers of displaced workers. Through the Ministry of Social Insurance it
maintains an unemployment insurance fund, but the number of recipients is small.
There is reason to believe that the system would be unprepared to handle large
numbers of displaced workers.

5.108 Unemployment insurance protects workers from the vagaries of the
business cycle. It provides workers who have lost a job through no direct fault
of their own with transitional support. It is not designed for structural
unemployment which represents a mismatch between jobs and workers. Structural
unemployment exists not because the number of job vacancies is less than the
nunber of persons seeking employment, but because the skills these jobs demand,
or their location, are significantly different from those of the labor supply.

This type of unemployment characterizes the worker displacement of structural

adjustment. With the expectation that spells of cyclical unemployment will be
of short duration, unemployment insurance in most countries is limited to 26
weeks of eligibility. The solution to structural unemployment, however, may be
of longer duration requiring retraining and even relocation, and therefore,
countries experiencing structural adjustment have extended the period of
eligibility for unemployment insurance up to a year. This insurance typically
replaces 60X to 80X of a worker’s prior wages up to some maximum.

5.109 Unemployment insurance is generally financed through a payroll levy,
but extended benefits may be covered from government revenues as part of the
realignment of social costs and benefits of structural adjustment. These
extended benefits are an important means for redistributing the social cost of
adjustment and protecting the economically vulnerable members of a population.
The income support these benefits provide is usually coupled with other services.
The determination of eligibility for wunemployment insurance in most
industrialized countries rests with an employment service which is also assessing
the displaced worker's employability. Thus, along with income support, the
worker may be provided with a training grant, job search assistance, and in some
cases, relocation assistance. A package of income support and services is
therefore available to displaced workers.

5.110 This package can be important in reducing worker resistance to
structural adjustment. The cost of the unemployment benefits for displaced
government workers would be small since instead of paying these workers to sit
idle, the government would support their search for productive employment in the
private sector. To control the cost of unemployment benefits, a number of
industrialized countries have targeted programs to specific economic sectors,
geographic areas, or income groups, although this can sometimes lead to certain
inequities. These inequities arise where displaced workers may be moved ahead
in the job queue in front of other unemployed workers ineligible for benefits.
In a weak economy, a displaced worker may find employment by displacing a less

At 7 it S
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skilled worker, trading the employment of one for another. As indicated earlier,
some countries have successfully experimented with allowing workers to capitalize
some of these benefits, including unemployment insurance, to support and
accelerate their transition into the private sector.

5.111 To make Egypt’'s unemployment insurance system an effective element
in the poverty strategy it will need to be linked with an ungraded employment
service to ensure a smooth flow of support and services to displaced workers.
Not only is there concern for the system’s capacity to handle numbers of
claimants, there is concern for its financing. It is a system built around a
full employment policy. Whether or not its payroll tax rate, two-thirds paid
by the enterprise and one-third by the worker, is adequate to meet the needs of
structural adjustment is uncertain. The system presently replaces up to 80% of
lost earnings based on the earnings of the 2 previous years. Its benefits are
partially adjusted for inflation. Like government wages, these benefits are
losing value in real terms. The system presently runs a surplus, but with only
a small number of claimants. The government needs to study the organization and
financial condition of the unemployment insurance system and consider the funding
of extended benefits for displaced workers.

Early Retirement Options

5.112 As part of civil service reform in developing countries, options for
early retirement have helped accelerate the displacement of redundant labor.
Since some who elect early retirement may reenter the labor force, this approach
does not assure a reduction in open unemployment. As such, this option is
generally considered in situations where alternative employment opportunities
for older workers are limited. The available evidence on these programs
indicates that they may be a costly form of adjustment assistance, although the
costs must be weighed against the unemployment payments that might otherwise have
to be made to these workers. Allowing workers to retire voluntarily with an
income, moreover, may help achieve a more positive attitude toward change on the
part of workers in general. Early retirement can be easily targeted to specific
cohorts or agencies with excessive overstaffing as a means to reduce the cost
of the program.

5.113 The Ministry of Social Insurance is also responsible for pension
programs. The system is not designed to encourage early retirement. Early
retirement pensions, for example, are not adjusted for inflation. The concern
for the financing of this system is the same as that for unemployment insurance.
Both are part of the larger social insurance system covering pensions,
disability, health, and unemployment. The government needs to consider changes
in the regulations encouraging early retirement for workers in government and
public enterprises.

0 1 urit

5.114 - It would be desirable to consider an increase in the statutory
maximum salary for contributions to the social security system. The present
maximum of LE 625 per month makes the system regressive. Raising the statutory
maximum will also make the system more revenue elastic. Without periodic
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adjustments -- or automatic indexing -- of statutory maximum wages, rates, and
benefits, the social security system runs the risk of becoming increasingly
irrelevant in periods of high inflation. The Egyptian social security system
is presently undergoing this type of erosion. However, adjustments in the
statutory maximum salary and/or rates will be difficult to introduce because of
the sharp decrease in real wages in recent years.

5.115 An alternative complementary measure would be for the government to
increase its contributions for government employees from 1 %X of its payroll.
This measure would increase the equity of the system’s finances because
government general revenues are raised, on average, from less regressive sources
than the payroll tax. While it is appropriate for the government to implement
minimum income maintenance policies such as currently done through the temporary
worker social insurance scheme, it is less desirable to finance these policies
with funds which have been raised in a regressive fashion, as is the case for
contributions to the general scheme by private sector workers. The downside of
higher government contributions to the social security system, of course, will
be its impact on the overall budget deficit.

5.116 Finally, the social security system should make use of its statutory
ability to seek alternative investment vehicles yielding higher rates of return.
The trust funds should be able, at the very least, to protect the real value of
accumulated surpluses. Making the central government less dependent on social
security surpluses may have the added benefits of increasing both national
savings and real capital growth in Egypt.

Protecting the Poor during Adjustment: The Emergency Social Fund

5.117 The creation of an Emergency Social Fund (ESF) has the dual
objectives of protecting the most vulnerable groups in Egyptian society from the
adverse social impacts of economic adjustment and enhancing political support
for the government'’s reform program. The ESF would be a temporary institution
with a three to four year lifespan, extendable in the event of success and
continuation of adjustment programs, up to ten years.

5.118 The ESF would not be a new implementing agency but rather a
coordinating and decision-making institution whose principal functions would be
to:

- mobilize international and local financial resources;

- promote the preparation of sub-projects addressing the needs
of the most vulnerable households among selected target groups;

- appraise and select sub-projects for funding;

- monitor and supervise the implementation of these sub-
projects; and

- strengthen the Government’s capacity to design and monitor
poverty alleviation policies.
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‘Budgetary Implications of the Poverty Alleviation Strategy
5.119 While it is not possible at this stage to give a detailed

quantitative estimate of the budgetary impact of the various poverty alleviation
policies and measures recommended, it is however important to outline the broad
financial implications of the proposed strategy. Higher payments to re-
establish the real value of the Ministry of Social Affairs’ welfare programs
(Sadat and Social Security pensions) and increased allocations for non-wage
expenditures in the other social ministries (Health, Education, Higher Education)
would represent an additional burden equivalent to 2.6% of the overall recurrent
budget. On the other hand, improvements in the targeting of food subsidies
should lead to annual savings of about 1% of the budget, which means a net effect
of about 1.6X of the budget. '

5.120 The employment transition program to assist displaced workers in
restructured public enterprises would involve two types of costs: the payment
of compensation benefits and expenditures to support the retraining and job
placement interventions of the Social Fund. Compensation benefits would run in
the order of 150 million Egyptian Pounds or .7% of the budget while the second
category of costs is currently estimated at 85 million Egyptian Pounds or .4%
of the budget. Several options exist for funding the compensation benefits.
The cost could be absorbed by each public enterprise as part of its restructuring
cost. In addition to separation payments, enterprises would continue to pay
displaced workers their wages for a specified period of time. Alternatively,
while allowing enterprises to pay displaced workers, the cost of this assistance
could be redistributed among public enterprises through the introduction of a
special tax. It could also be covered through the existing program of
unemployment insurance in the Minictry of Social Insurance.

5.121 - The poverty alleviation interventions supported by the Social Fund
would be financed by additional resources mobilized specifically for this
purpose. No extra budgetary cost would result from this operation.

Role of the Bank

5.122 The World Bank could support the proposed poverty alleviation
strategy with the following:

- participation in funding the transition costs borne by the most
vulnerable members of society during the adjustment period
within the framework of the Social Fund;

- assistance to design and implement the restructuring measures
associated with the setting up of a new macroeconomic and
regulatory framework (labor market reform, retraining programs,
food subsidy targeting, reallocation of resources in Ministries
of Education and Health, etc); and
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assistance in the establishment of evaluation mechanisms to
monitor, on a continuing basis, progress in the social sectors
(poverty, income distribution, nutrition, health, literacy,
employment, living conditions).
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'ABLE Al - ECONOMIC AND SOCIAL DEVELOPMENT INDICATORS FOR EGYPT
£1973-87)

Year GDP Growth Daily Calorie Supply
1973 0.8% 2611

1975 9.1% 2750

1977 13.5% 2760

1979 6.2% 2870

1981 3.8% 2941

1983 7.6% 3163

1985 6.7% 3275

1987 2.5% 3390

Year Infant Mortality Life Expectancy
1973 92.4 53

1974 89.8 54

1975 87.2 54

1976 84.6 54

1977 82.0 55

1978 79.6 56

1979 77.2 57

1980 74.8 57

1981 72.4 59

1982 70.0 59

1983 64.9 60

1984 59.9 60

1985 54.8 61

1986 49.7 61

1987 44.7 62

Source: World Development Report, Wortd Bank.
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JABLE A2 - INCIDENCE OF POVERTY 1IN SELECTED COUMYRIES

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

R _ U R A 1L U R B A N
Countries Proportion Below Ranking Proportion Below Rarking
Poverty Line (X) Poverty Line (X)

Afghanistan 3% 11 18 4
Algeria n.a. - 20 6
Bangladesh 86 30 86 22
Barbados 23 5 23 8
Bolivia 85 29 n.a. -
Burma 40 13 40 15
EGYPT 25 6 21 7
Burundi 85 29 55 20
Cameroon 40 13 15 3
Chad 56 20 30 12
Colombia n.a. - 3% 13
Dominican Republic 43 14 45 17
Ecuador 65 24 40 15
El Ssalvador 32 8 20 ]
Ethiopia 65 24 60 21
Fiji 30 7 n.a. -
The Gambia 40 13 n.a. -
Guatemala 25 (] 21 7
Haiti 78 27 55 20
KHonduras 55 19 14 2
Indonesia 51 18 28 1
Iraq 40 13 n.a. -
Jamaica 80 28 n.a. -
Kenya 55 19 10 1
Republic of Korea 1" 1 18 4
Liberia s 26 n.a. -
Madagascar 50 17 50 19
Malawi 85 29 25 9
Malaysia 59 21 21 7
Mali 48 16 27 10
Morocco 45 15 38 14
Nepal 61 23 55 20
Nicaragua 19 3 21 7
Niger 35 10 n.a. -
Pakistan 43 14 42 16
Panama 30 7 21 7
Papau N. Guinea n.a. - n.a. -
Paraguay 50 17 19 5
Peru n.a. - 49 18
Philippines n.a. - - n.a.
Rwanda n.a. - 30 12
Somalia 70 25 40 15
Sudan 85 29 n.a. -
Swaziland 50 17 45 17
Tanzania &0 22 10 1
Thaitand 34 9 15 3
Togo n.a. - 42 16
Trinidad & Tobago 39 12 n.a. -
Tunisia 15 2 20 é
PDRY 20 4 n.a. -
2aire 80 28 n.a. -
Zambia n.a. - 25 9

e L R T Ll L L L L R R L L L L L L L T L L Lt T oI Y.

Source: WR, World Bank, 1986
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TABLE A3 -
IN SELECTED COUNTRIES
Countries Ratio: 20% richest/20X poorest Ranking
Los-Income Economy
Bangladesh 7:1 14
2ambia 18:1 39
India 7:1 14
Kenya 23:1 42
Sri Lanka 9:1 25
Indonesia 8:1 20
Niddie-Income Economy
Philippines 10:1 32
Egypt 7:1 14
Ivory Coast 26:1 43
Thailand 9:1 25
El Salvador 9:1 25
Turkey 16:1 35
Peru 32:1 45
Mauritius 15:1 35
Costa Rica 17:1 38
Malaysia 16:1 35
Mexico 20:1 41
Upper-Middle Income Economy
Brazil 33:1 46
Hungary 5:1 3
Panama 31:1 [ 14
Argentina 11:1 3
Yugoslavia 6:1 7
Korea 8:1 20
Portugal 9:1 25
Venezuela 18:1 39
Trinidad and Tobago 12:1 34
High-Income Economy
Spain 6:1 7
ireland 5:1 3
Israel 7:1 14
New Zealand 9:1 25
Hong Kong 9:1 S
Italy 7:1 14
United Kingdom 6:1 7
Australia 9:1 25
Belgium S:1 3
Netherlands 421 1
France 8:1 20
Germany, Federal Republic 5:1 3
Fintand 6:1 7
Denmark 7:1 14
Canada 8:1 20
Sweden 6:1 7
Japan 4:1 1
Norway &:1 7
United States 8:1 20
Switzerland 6:1 7

Source: World Development Report, World Bank, 1989.
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IABLE A4 - THE NEED FOR ADJUSTMENT IM EGYPT
1982 1983 1984 1985 1986 1987 1988 1989
GDP Growth 10.1 7.6 6.2 8.7 2.7 2.% 3.2 1.0
Budget Deficit 19.1 23.1 22.0 2.8 17.1 14.1 16.3 13.8
(X of GOP)
Current Account Deficit -13.5 -8.4 -9.9 -13.6 -15.2 -10.4 7.7 -~10.0
(%X of GOP)
Terms of Trade 93 93 89 88 76 57 56 51
(1980=100)
cPl 15.7 22.1 10.3 14.0 23.7 20.0 18.9 20.0
Source: Assad and Commander, 1989
Mission estimates
IABLE A5 - CONS PRICE IND 0 8
Family Apnual Category | Category 1} Catagory III
Income s LE 500 LE 900 - 1300 LE 3000 - €000
Jan  May June July Aug Sep Jan  May June July Aug Sep Jan  May June July Aug Sep
A1 ltems 100 125.3 130.6 138.1 139.0 142.8 100 112.1 119.4 124.0 124.9 129.4 100 105.7 108.7 107.4 107.8 111.3
1 Food, 100 132.3 137.5 147.2 146.7 151.7 100 115.8 124.4 130.9 131.4 137.2 100 110.7 110.9 111.7 118,06 112.7
Beverage
& Tobacco
Sourcs: Recalculation of dats provided by GASC, 1989, Field visits, 1389.
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TABLE Bl - EXPENDITURE LEVELS OF THE POOR AND THE NON-POOR
(EGYPTIAN POUNDS PER YEAR)
Rural Urban
Poorest 10% 250 380
Poorest 30% 450 517
All Egyptians 1,089 1,441
Wealthiest 10% 2,475 3,676
Source: 1981/82 HBS, CAPMAS
TABLE B2 - AGE STRUCTURE OF THE RURAL POOR IN 1977
%)
Age Group Poor Non-Poor
Youths (Less than 15) 48 40
Adults (15-64) 48 56
Seniors (65 and more) 4 4

D I I R R I I T B e I R I S T R R P N S SR I N A

Source: Radwan and Lee, 1986
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Year Rural Urban Ratio

L (2) a3 3 /7 (2
1966/67 47.6 79.4 1.67
1967/68 45,2 75.1 1.66
1968/69 44.0 72.8 1.65
1969/70 48.1 79.4 1.65
1970/71 47.2 77.7 1.65
1971/72 48 .4 81.8 1.69
1972/73 54.3 88.9 1.64
1973/74 72.1 117.6 1.63
1974/75 84.6 137.7 1.63
1975/76 99.7 159.8 1.60
1976/77 123.3 194.8 1.58
1977/78 143.0 222.6 1.56
1978/79 209.4 321.2 1.53
1979/80 235.9 351.0 1.69
1981/82 275.8 403.8 1.66
1982/83 288.1 422.0 1.46
1983/84 344.5 507.3 1.46

Source: Korayem (1987)




Governorates

Cairo
Alexandria
Port Said
Suez
Damietta
Dakahliya
Sharkiya
Qalioubiyas
Kafr El Sheikh
Sharkiya
Menoufiya
Beheira
Ismailia
Giza

Beni Sueif
Fayoum
Minya
Assiut
Sohag
Qena

Aswan

M. Sinai
Matruh

New Valley
Red Sea

TOTAL
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JABLE B.4 - INCIDENCE OF POVERTY BY GOVERNORATES

Proportion of Rural Households
In Poverty
X)

Proportion of Urben Houscholds
In Poverty
(x)

s
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Source: 1981/82,HBS, CAPMAS
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TABLE B5 - DISTRIBUTION OF THE POOR BY OCCUPATIONAL
ACTIVITY OF HOUSEHOLDS HEADS

(%

Urban Rural
Agriculture 10.5 39.7
Clerical 4.3 0.7
Industry 19.8 6.1
Outside the Labor Force 34.5 36.1
Sales and Services 21.9 7.5
Self-employed 8.9 9.9

Source: 1981/82 HBS, CAPMAS

TABLE Bé - DISTRIBUTION OF THE POOR BY ECONOMIC ACTIVITY

Sector Rural Urban
1. Agriculture 39.8 10.4
2. Manufacturing 3.8 12.6
3. Water, Electricity 0.1 0.5
4. Construction 0.9 3.1
5. Services 6.6 17.2
100.0 100.0

Source: 1981/82 HBS, CAPMAS
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JABLE B7 - RELATIVE INCIDENCE OF POVERTY BY
ECONOMIC ACTIVITY OF HOUSENOLD HEAD
Economic Activity Urban Rural

Agricul ture 1.2 0.8
Mining 0.1 0.4
Manufacturing 0.8 0.6
Electricity, Gas, and Water 0.6 0.5
Building & Construction 0.6 0.4
Trade, Restaurants & Hotels 0.9 0.6
Storage, Transport, &

Communications 0.5 0.5
Supply and Insurance 0.3 0.2
Public and Private Social Services 0.8 0.6
Unidentified Activities 2.1 2.5
Other Activities 1.6 2.0

*Economic activity share of total household and poverty divided by
economic activity share of total households.

Source: 1981/82 HBS, CAPMAS

JABLE 88 - AVERAGE HOUSEHOLD INCONE BY OCCUPATION
OF RURAL HWOUSEHOLD HEAD

Poor and Narginal Non-Poor

Occupation Households ’ Households
(LE) (LE)

Housewife 172 340
Farmer 363 594
Farm Laborer 218 339
Craftsman 320 495
Construction 405 345
Service 249 562
Government 400 469
Others 33% 200
Disabled 220 346
Regular Army - 579
National Service 402 407
Student 342 160

Source: Radwan and Fisher, 1988.



- 166 -

ANNEX B
Page 6 of 7

JABLE B9 - DISTRIBUTION OF HOUSEHOLD EXPENDITURES

X)
1958/59 1964765 1974/75 1981/82
Rursl Urben Rural Uben Rural Urben  Rural Urben

Lowest 20X 6.7) 74 ) 5.9 8.1 6.0 7.5

) 16.4 Y 16.5
20-40% 11.0 ) 1.6 ) 11.2 12.7 11.4 13.2
40-60% 16.6 14.5 16.3 1%.8 15.8 16.7 16.0 17.2
60-80% 21.9) 22.0 ) 21.2 22.8 22.6 22.3

) 69.1 ) 68.8
Top 20% 43.9) 42.7 ) 45.9 39.7 44.0 39.8
Gini Coefficient _'_/ 0.36 0.40 0.29 0.40 0.35 0.37 0.34 0.37
Theil Measures? 0.16 n.e. 0.12 n.a. 0.17 n.a. 0.17 n.a.
1’ The Gini Coefficient is an aggregate numerical measure of income inequality calculated on

the basis of the variance of the size distribution of income (Lorenz curve) from perfect

equatity.

2 The Theil measure of inequality is based on the notion of entropy in information theory.

Given a population divided into a numnber of groups according to certain socioeconomic
characteristics, the Theil Index of inequality measures the contribution of inequality of
each group to the aggregate inequality.

" For mathematical definitions of these measures of inequality, see Kakwani, N., lncome

Inequality and Poverty: Methods of Estimation and Policy Applications, Oxford University
Press, 1980.

Source: Hansen and Radwan, 1982

TABLE B10 - DISTRIBUTION OF ASSETS IN RURAL AREAS IN 1977

Income Group 4

Poorest 10%
Second decile
Third decile
Fourth decile
Fifth decile
Sixth decile
Seventh decile
Eight declle
Ninth decile
Richest 10%

WWOWOWNOONNO »nH

AUV ORAWPHHREHEOO

.

v

Source: Radwan and Lee, 1986
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TABLE Bll - DISTRIBUTION O EDUCATION EXPENDITURES
BY SOCIOQECONOMIC ORIGIN
%)

Share of the Population Share of Education Expenditure

Low Income 25 12
Middle Income 67 74
Upper Income 8 14
TOTAL 100 100

Source: Abdel-Fadil, 1982
Ministry of Education
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TABLE C1 - SOCIAL COMPOSITION OF HOUSEHOLDS, CATRO, 1980

Distribution Mean
Type of Household {(Percent) Size

Simple Households
1 Married couple without children 7 2.0
2 Married couple with children 55 5.2
3 Single parent with children 10 3.8

Subtotal, simple 22 4,7
Complex Households
4 One couple (with or without children)

and additional person(s) 11 5.7
5 Multiple couples with or without

children and with or without additional

persons ] 1.5

Subtotal, complex 18 5.3
No-couple Households
6 Person residing alone 7 1.0
7 Multiple persons without any couple 3 2.3

Subtotal, no-couple 10 -]
All (percent) ’ -100 4.69
Sample N ' 2103 9863

Source: Shorter, F., 1989
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TABLE C2 - POPULATION AND LABOR FORCE ACTIVITY: 1976-1986

1976 1986
Population 6+ 30,292,119 38,976,690
Labor Force 6+ 10,981,435 13,976,690
Employed 10,171,904 12,146,621
Unemployed 809,631 1,232,133
Unemployment Rate 7.4% 9.2%

Source: 1976 and 1986 census.
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TABLE C3 - POPULATION AND LABOR FORCE ACTIVITY BY SEX FOR RURAL AND URBAN AREAS:
EGYPT 1976 - 1986

POPULATION 6+

Men
Women
Total

LABOR FORCE 6+
Men

Women

Total

EMPLOYED 6+
Men

Women

Total

UNEMPLOYED
Men

Women
Total

UNEMPLOYMENT RATE

Men
Women
Total

EMPLOY-POP:RATIO

Men
Women
Total

LABOR PART.RATE
Men

Women

Total

Yotal Urban Rurat
1976 1986 1976 1986 1976 1986
15,430,960 19,920,095 6,969,900 8,981,419 8,461,060 10,938,676
14,861,159 19,056,595 6,598,107 8,543,374 8,263,052 10,513,221
30,292,119 38,976,690 13,568,007 17,524,793 16,724,112 21,451,897
9,996,537 11,817,2M1 4,142,%%6 5,211,642 5,854,391 6,605,649
984,998 1,561,463 628,079 1,089,376 356,919 472,087
10,981,435 13,378,754 4,770,225 6,301,018 6,211,210 7,077,736
9,473,800 10,949,447 3,867,042 4,775,966 5,606,758 6,173,481
698,104 1,197,174 474,421 849,027 223,683 348,147
10,171,904 12,146,621 4,341,463 5,624,993 5,830,441 6,521,628
522,737 867,844 275,104 435,676 247,633 432,168
286,894 364,289 153,658 240,349 133,236 123,940
809,631 1,232,133 428,762 676,025 380,869 556,108
5.2% 7.3% 6.6% 8.4% 4.2% 6.5%
29.1% 23.3% 26.5% 22.1% 37.3% 26.3%
7.4% 9.2% 9.0% 10.7% 6.1X 7.9%
61.4% 55.0% 55.5% 53.2% 66.3% 56.4%
4.7% 6.3% 7.2% 9.9% 2.7% 3.3%
33.6% 31.2% 32.0% 32.1% 34.9% 30.4%
64.8% 59.3% 59.4% 58.0% 69.2% 60.4%
6.6% 8.2% 9.5% 12.8% 4.3% 4.5%
36.3% 34.3% 35.2% 36.0% 37.1%X 33.0%

Source:

1976 and 1986 Census
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TABLE D1 - DISTRIBUTION OF THE LABOR FORCE
BY OCCUPATION OF HOUSEHOLD HEAD

Poor and Marginal Non-Poor

Occupation Households Households
Farmer 39.5 42.2
Farm Laborer 19.7 7.1
Craftsman 7.4 7.7
Construction 1.5 2.3
Service 4.5 6.7
Government 5.2 15.6
Others 5.1 3.2
Army and 0.3 2.1
National Service 5.6 6.6
Looking for work 2.1 1.6

TOTAL 100.0 100.0

Source: Radwan and Lee, 1986

TABLE D2 - SIZE OF THE TOTAL LABOR FORCE AGE 6 AND OLDER

1976
Labor Force 6+ 10,981,435
Youths 15-24 2,434,898

Women 984,998

Source: Census, 1976 and 1986

1986

13,378,754

3,376,651
1,561,463
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TABLE D3 - EMPLOYMENT BY SECTOR OF ECONOMIC ACTIVITY:
1976 and 1986

1976 X 1986 2
Agriculture, Fishing,

and Hunting 4,881,009 47.58% 4,566,945 37.60%
Mining 33,831 0.33% 52,769 0.43%
Industry 1,369,482 13.35% 1,475,608 12.15%
Electricity 61,761 0.60% 91,077 0.275%
Construction 425,084 4H.,14% 817,644 6.73%
Trade, Hotel,

Restaurant 861,286 8.40% 852,124 7.02%
Trans, Comm, Stor. 482,253 4.70% 640,827 5.28%
Fin. and Insurance 88,392 0.86% 224,061 1.84%
Social Services 1,868,289 18.21% 2,614,477  21.52%
Other not elsewhere

Classified 186,438 1.82% 811,089 6.68%
TOTAL 10,257,825 100.00% 12,146,621 100.00%
Source: 1976 and 1986 Census

TABLE D4 - EMPLOYMENT BY TYPE OF EMPIOYER: 1976 AND 1986

Type of Employer 1976 x 1986 h 4

Government 1,786,064 17.5 2,567,219 21.9

Public Enterprise 964,583 9.4 1,201,008 10.2

Private Enterprise 7,355,770 71.9 7,930,492 67.6

Agriculture 4,881,009 47.7 4,566,945 39.0

Non-Agriculture 2,474,761 24.2 3,363,547 28.7

Cooperative 18,471 0.2 n/a

Foreign 4,959 0.0 12,042 0.1

Not Declared 100,102 1.0 14,244 0.1
TOTAL 10,229,949 100.0 11,725,005 168.0

Source: 1976 and 1986 Census



JABLE D5 - REAL MAGE TREWDS BY SECTOR (1973-100)

Category 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
Agriculture
Public 100 105 67 84 114 82 79 77 81 85 84 88
Private 100 110 130 155 173 180 200 207 239 268 288 324
Manufacturing
Public 100 o7 89 93 98 100 109 108 116 123 117 120
Private 100 " 108 116 136 134 136 136 145 153 161 179
Construction
Public 100 m 100 104 109 118 139 125 120 115 130 150
Private 100 127 148 162 171 168 174 156 151 145 132 132
Services
Public 100 "7 99° 89 95 118 101 96 99 100 94 96
Private 100 100 9 103 106 140 134 125 126 126 124 130
Blue Coltar’
(all sectors) .
Public 100 101 9% 97 108 104 114 113 123 127 123 128 121 108 9
Private 100 92 90 102 15 114 129 123 127 129 134 w7 141 126 115
white Coliar
(all sectors)
Public 100 104 88 86 91 106 or o1 92 92 88 92 84 7% 66
Private 100 92 a8 87 94 98 115 108 108 108 108 115 123 103 89
Public Enterprises 100 103 92 9% 102 107 110 107 112 116 m 16 108~ 98 Y
Private Sector* 100 103 82 89 103 100 "7 112 115 17 121 132 134 115 102
Government 100 87 83 84 87 83 82 80 86 a7 78 77 P L BT B

Source: Assaad and conandcr; 1989, Appendix Table 1, p.26

* Enterprises of 10 workers or more

- LT -
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TABLE D6 - REAL WAGE TRENDS BY ECONOMIC SECTOR

Year Government
1973 100
1974 87
1975 83
1976 84
1977 87
1978 83
1979 82
1980 80
1981 86
1982 87
1983 78
1984 77
1985 71
1986 60
1987 55

Public Enterprise

Source: Assad and Commander, 1989

TABLE D7 - UNEMPLOYMENT BY EDUCATION LEVEL \

v

(1986)

100
103

92

94
102
107
110
107
112
116
111
116
108

98

90

D

Page 4%

of 5

Private Sector

Education Level

. of Unemployed

Illiterate
Read and Write
Primary

Less than Secondary

Secondary
Upper Secondary
University

Non Declared

TOTAL

38,248
32,448
15,701
30,259

785,954

73,872

236,530

321

1,230,133

- A%

Source: Ministry of Labor

100
103

82

89
103
100
117
112
115
117
121
132
134
115
102
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TABLE D8 - OPEN UNEMPLOYMENT RATES FOR MEN AND WOMEN IN

AN RURAL S: 1976 - 1986

Urban Rural

Men Women Men Women
1976 6.6 24.5 4.2 37.3
1986 8.4 22.1 6.5 26.3

Source: 1976 and 1984 Census
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TABLE E1 - AVERAGE PER CAPITA FOOD SUPPLY OF EG?ET {G/DA)

Qantry Qrumls Rism Sactes W ¢ Mst Bps Flh Ml Sp Ol Jomin  Qllories
Dvelpad () 26 16 12 0 ¥ 1S D I SO M O 0V M X0
Doekping () 86 © 15 184 » 2710 ® ¥ U B 9 AN
Bt OMES Z 0B XS % 38 61137 08 203 854 101 X0
Bt O &8 2% B 36 % 36 8818 @& B 86 107 A
B (Mem 2% & &6 2 2 1@ 71 3 98 22 N
Bet @& 2 9B m S 2 1B MW B % 1 I

Source: Galal and Amine, 1984,

TABLE E2 - DAILY CALORIE SUPPLY PER CAPITA
FOR SELECTED COUNTRIES OF THE REGION

Country Calories % of Requirement
Morocco 2344 105
Egypt 3163 126
Turkey 3100 123
Tunisia 2889 121

Source: Worid Development Report, 1986.
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Physiological Mean Hb % Anaemic Total No.
Status t s.D. examined
gx
Non-pregnant 13,5 + 1.6 17.0 % 402
Lactating 12.8 £ 1.6 25.3 % 823
Pregnant 11.8 £ 1.5 22.1 % 253
Total 12.7 + 1.7 22.4 % 1478

Source: CAPMAS and UNICEF, 1988
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INCOME TRANSFERS FROM FOOD SUBSIDIES AND DISTO &1 D_PRICES,

BY EMPLOYMENT GROUPS

Rural Households
Farm Households tand: Non: ::::, —Urban Households
Medium- less farm  Self- Self-
Small  Size Large Farm Wage Em- Em. Wage
Source of Transfer Farms Farms Farms Labor Labor ployed Others ployed labor Others
{LE/capita/year)

Cereal production ~1.35 -94i <3089 000 -146 -244 -2.97 ves ves
Wheat ' -0.39 -1.65 -8.86 000 -040 -040 ~0.31 ves vee rao
Rice -069 -675 =-1775 000 -081 -183 -255 . ves
Maize, sorghum,

and barley -0.19 -059% -247 000 -023 -015 -~-004 e ves veu
Beans and lentils -006 -041 -1.79 000 -00! -004 -0.07 . voe cee

Animal production 6.717 17.34 15.61 0.78 498 4.69 4.60 ven ves .
Livestock 6.80 16.71 17.18 1.34 543 S.3t S.51 vae vea .
Datry 042 1.14 108 012 024 004 073 e . .
Poultry ~044 -0S51 -265 -069 -069 -066 -164 ‘s . .

Sugar production ~0.36 -1.26 -7.84 000 -040 -004 -0.09 ces N .

Cotton production ~566 -2845 -880%9 000 -587 -326 -9.21 . . ves

Inputs 6.73 12.85 30.57 1.61 4.14 4.14 $.5% .e

Total transfer from
production 613 -893 -8065 238 137 308 -2.11 vee ‘e .ee

Government channels 21.20 15.60 1368 1957 2148 1998 23.03 2714 2952 3213
Basic ration 5.83 S.51 490 s.10 $.68 S.8t 6.01 6.61 .23 770
Additional ration 1.19 0.85 0.79 0.84 1.01 0.90 1.34 1.18 1.47 1.99
Purchases from co-

operatives 0.24 033 0.27 0.15 0.7$ 042 0.36 1.49 191 238
Frozen meat 0.23 0.21 016 003 087 021 048 1200 222 221
Flour and bread 1369 868 754 1344 1315 1261 1482 1664 1666 1784

Open market . 266 23?7 -620 459 -002 062 S569 -2093 ~1393 -1658
Cereals 1212 11.18 833 1301 1092 1214 1600 -0.04 238 258
Sugar, oil, and tea -038 -032 -035 -058 -029 -027 -028 -0.17 -004 <008
Meat, fish, and

pouitry -874 -806 -1353 -748 -1029 -1089 -95! -2060 ~-16.14 -1901
Beans and lentils -032 -043 -064 -035 -045 -035 -0S51 -0.10 -0.i0 -~009
Share of survey house-
holds (percent) 8.0 14.5 1.6 54 12.2 6.8 10.0 10.0 212 . 103
Sources:

Notes‘:

. cake, maize, and berseem sales.

Data from the household survey made by the International Food Policy
Research Institute and Institute of National Planning, Cairo, 1981/82.
Alderman and von Braun, 1984,

Households are classified by the main employment of the head of the
household. Small farms have less than 1 feddan: medium size farms have
between 1 and 5 feddan; large farms have more than 5 feddan.

The subtotals for cereal production, goverament channels; and s¢ forth
do not always equal the sum of their parts because of rounding.

Inputs include fertilizers, insecticides, machinery, feed mix, cotton
Basic rations include sugar, oil, tea, and
rice. Additional rations include these commodities, at higher prices, plus
beans and lentils. Purchases from cooperatives include the same commodities
included in additional rations. The category "flour and bread” includes
only the flour and bread distributed through government channels. Flour

sold on the open market is .included in cereals.
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TABLE E6 - D B T
(BY FARM SIZE, 1976)
Farm size (in feddans)

chmcdity <1l 1-3 3-5 5=-10 > 10 All
Wheat «20 22 .24 .18 «17 .21
Maize +08 22 .18 <14 .09 17
Rice «53 .40 -4l «36 .46 42
Cotton «24 «33 «27 +40 .32 «32
SS berseen 24 «31 .22 .38 .29 .29
LS berseen .41 «37 «31 <31 «23 «33
Others#* «15 +11 .28 .14 «26 «17

Notes: *Others = potatoes, tomatces, onions, and fruits.
SS = short season; LS = long season.

Source: Dethier, 1989,
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TABLE E7 - SOURC s S VARYT
Farm Size
0-1 1-3 3-8 More than
Components Feddan Feddan Feddan $ Feddan
(kilograms/capita/year/of wheat grain equivalent)
Cereal producdon 97.7 268.1 : 3609 606.5
Wheat 30.1 87.8 964 2106
Rice (milled) 109 709 144.0 2140
Maize 412 701 634 844
Sorghum 134 136 208 256
Barley 00 16 32 212
Subsidized cereals 1311 784 $9.2 50
Baledy flour* 80.2 45 44 237
Fino flour* 200 108 121 8.7
Balady bread* 1723 100 44 35
Afrangi bread® 20 1.1 03 04
Shamt bread® 0.6 06 ['}} 12
Rice {milled)
Rationed 6.3 s8 48 43
From cooperatives 0.7 08 02 08
Maize {yellow) 23 33 18 82
Sales of cereals 150 840 149.6 293.1
Wheat 37 189 ril) 865
Rice {milled) 8s 48.3 938 1365
Maize 30 38 80 182
Sorghum 04 1.0 5t 68
Human consumption® 329.2 36 3148 3323
Wheat and wheat products® 323 2030 1844 1830
Rice (milled) 4.9 374 523 837
Maize and maize flous $3.1 7" $7.2 854
Sorghum 133 7.1 80 142

Source: Alderman and von Braun, 1984.






- 189 -

ANNEX F: DATA ON HEALTH




- 190 -

ANNEX F
Page 1 of 11

Source: CAPMAS and UNICEF, 1988
Ministry of Health
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JABLE F2 - INFANT AND CRILD MORTALITY RATES BY GOVERNORATES
1.M.R. C.M.R.
Country Registration |Adjustment for
Under reporting Rates

Cairo 47 47 3.8
Alexandria 38 4 3.3
Port Said a7 36 2.5
Suez Canal 36 S0 2.4
Damietta 26 34 3.3
Dagahlia 26 36 4.3
Sharqgiya 34 47 6.6
Qalyoubia 49 56 6.7
Kafr Elsheikh 25 43 4.6
Gharbia 33 35 4.4
Menouf ia 7 47 7.9
Beheira 36 50 5.7
Ismailia - 33 39 4.4
Giza 7 85 9.3
Benisuef 55 98 12.7
Fayoum 50 84 10.9
Minya 55 95 12.5
Assiut 58 93 9.1
Sohag 51 88 12.5
Qena 48 104 12.8
Aswan 76 89 10.5
Red Sea 73 X 4.8
New Valley 46 X 4.1
Matrouh 29 x 4.2
Sinai Nth - 35 x 4.5
Sinai Sth 15 b

EGYPT 45 60 7.4

Source: Ministry of Health
x Adjustment factors not available for frontier governorates.
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JABLE F3 - BILHARZIA CONTROL PROGRAM

I. Niddle Egypt - Prevalence Rates**(S. Haematodium) (based on annual sample surveys).

1977 80 81 82 a3 84 85 86 87 88
Benisuef 27.7 14.8 | 15.5 |15.2 9.3 6.816.11]4.91]4.8 4.2
Minya 33.6 17.3 ] 6.7 1 6.0 | 11.6 9.1} 73 6.2]| 4.9 4.6
Assiut (N) 19.3 9.9 10.4 | 7.6 8.9 10.4 | 73] 7.2]5.0 9.0
TOTAL 15.3 | 146.1 113.2 1 10.5 9.2 7.0} 5.9} 4.9 4.6
* 1977 Rates : Baseline data (at the beginning of control).

** prevalence Rates: Proportion of population infected. Expressed in percentage

of total population.
1. Upper Eqypt Prevalence Rates (S. Haematodium)

1980* 81 82 as 84 85 8 | 87| 88
Assiut 15.9 15.7 1 15.1 |61 | 11.4 | 13,4 | 7.8 7.7 ] 9.6
Sohag 20.9 | 20.2 | 16.0 {12.1 | 11.4 9.3 | 8.4 (8.9 8.2
Qena 31.9 | 30.8 | 26.0 {18.5 | 16.0 | 12.5 |11.6 |[10.1 [10.3
Aswan 17.0 17.1 4.6 | 3.2 1.9 1.7 | 1.7} 0.9 | 0.4
TOTAL 21.1 ] 20.4 |16.0 | 155 | 11.4 | 7.8} 8.5 | 7.3

* Baseline data, July 1980

1983 Delta Prevalence Survey

Exam Stool Urine
GOVERNOR * + »ooe
Positive % Positive X
Gharbia 1804 774 42,9 185 10.2
Qalyoubia 1734 493 28.4 96 5.6
EL Beheira 2763 14666 $3.1 236 8.5
Sharkia 2578 653 25.3 139 5.4
kafr Elshiekia 1419 714 50.3 59 4.1
Domietta 926 437 47.2 12 1.2
Minofia 1570 314 20.0 84 5.3
Dakhalia 2568 1089 42.4 154 6.0

* Stool + = Infection with Mansoni.
** yrine + = Infection with Haematobium
Source: Ministry of Health, Department of Endemic Diseases.
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Rural Rural Rural Rural Total |Rural Average
GOVERNORATES Population Units |Centers |Hospitals| Units |Population
in 1000 Par Uait

Cairo , 4 . 4
Alexandria 19 2 21
Port Said 5 5
Suez Canal 7 7
Damietta 670 43 5 6 54 12,400
Dakhalia 2,790 214 56 5 275 10,100
Sharkya 2,907 189 45 4 238 12,200
Kalyubia 1,511 82 22 8 112 13,500
Kuer ElShiekh 1,482 131 18 5 154 9,600
Gharbia 2,064 123 34 9 166 12,400
El Menuf 1,918 124 39 4 167 11,500
Behera 2,674 193 42 4 239 11,200
Ismailia 291 26 - 1 27 10,800
Giza 1,686 101 18 7 126 13,400
Beni Suef 1,163 4 89 24 4 117 9,900
Fayoum 1,279 74 22 .5 101 i 12,700
Henya 2,267 153 37 9 199 11,400
Assiut 1,715 106 30 5 141 12,200
Souhag 2,064 135 41 2 178 11,600
Qena 1,860 127 38 1 166 11,200
Aswan 523 72 15 3 90 5,800
Sinai (N) 58 32 - - 32 1,800
Sinai (8) ’ 29 S 2 2 9 3,200
Matrua 87 15 - - 15 5,800
New Valley 58 17 2 2 21 2,800
Red Sea 29 9 - - 9 . 3,200

TOTAL 29,065 2,095 492 86 2,673 10,800

Source: MNinistry of Health
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Urban Urban MCH School Health |Urban Average
GOVERNORATES Population |Centers¥| Visits | Health Offices |Population
in 1000 Per Unit
Cairo 6,528 31 31 23 32
Alexandria 3,139 5 14 12 29
Port Said 432 2 3 - 4
Suez Canal 2 5 6 4
Damietta 205 6 7 1 6 12,400
Dakhalia 978 2 12 22 30 10,100
Sharbia 773 8 12 9 16 12,200
Kalyubia 1,183 13 9 11 16 13,500
Kuer ElShiekh 432 4 10 8 11 9,600
Gharbia _ 1,024 2 12 8 14 12,400
El Menuf 1,918 3 11 11 12 11,500
Behera 819 3 19 15 20 11,200
Ismailia 296 4 2 5 °5 10,800
Giza 2,274 5 8 11 19 13,400
Beni Suef - 387 3 11 23 11 9,900
Fayoum 386 3 8 4 9 12,700
Menya 591 6 10 10 13 11,400
Assiut 660 5 15 19 17 12,200
Souhag 502 2 12 21 15 - 11,600
Qena 569 7 11 9 11 11,200
Aswan 341 2 6 6 6 5,800
Sinai (N) 114 - 2 1 8 1,800
Sinai (S) ’ 23 - 1 - 9 3,200
Matrua 91 1 1 3 7 5,800
New Valley 45 1 2 - 1 2,800
Red Sea 68 1 3 1 3 3,200
TOTAL 22,759 171 237 238 349 10,800

. Urban Centers offer only OPD services and are complemented fn their task by the outpatient Department of Urban hospitats.
Source: MNinistry of Health
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F6 - 'ANDED 0G, OF TZATION
I. I ization covera by Antigen (in percent

4 d Nov. 1987 surv

1984 1987 (Children age 12-23 mons)
BCG 53 ‘ 72
Polio(3)* 67 88
DPT (3)* 57 82
Measles 41 76
* Having received the third injection

(complete immunization)
DPT = Immunization against diptheria pertusis
and tetanus

II. Reported Numbers of cases of diseases covered by the expanded
program of Iimmunization.

YEAR |DIPTH. MEASLES | PERTUSIS | POLIO | TETANUS |NEONATAL TBC
TETANUS { (ALL FORMS)

1985 663 5554 18 416 9286 6632 1183
1986 630 1176 9 339 9995 7256 1133
1987 368 1805 14 492 9287 6910 1281
1988 184 3672 - 22 416 8624 6554 1378
1989% 46 3484 7 121 790 1154 679

* First 6 months only.

4

III. Neonatal Tetanus decline in 1989 (6 first months

Month |[No. of Cases Month |[No. of Cases
January 468 April 132
February 223 May 93
March 164 June 74

Source: National Survey for vaccination coverage (Dec. 1987)
MOM and UNICEF and Communicable Disease Report (MOH).
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TABLE F7 - IHE HOSPITAL NETWORK

CENTRAL AND GENERAL HOSPITALS (1950- 1989)

YEAR NO. OF NO. OF RATIO BED
UNITS BEDS PER 10000
1950 90 5089 2.49
1960 123 8526 3.27
1970 162 19785 5.99
1980 165 21562 5.10
1985 183 24275 5.03
1987 191 25468 4.97
1989 197 27699 5.35
SPECIALIZED HOSPITALS (1986)
TYPE |NO. OF NO. OF OUTPATIENT| INPATIENT
UNITS BEDS
Chest 34 7,254 590,344 19,740
Psychiat. 8 8,59 71,278 11,451
Eyes 32 1,545 2,305,632 24,042
Fever 75 7,129 1,814,201 | 169,253
Skin 1 86 695,611 342
TOTAL} 150 24,608 5,477,066 | 224,828

Source: Ninistry of Health Statistics

ANNEX F

Page 7

of 11
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ANNEX F
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F8 - OTHER PROVIDERS OF SECONDARY LEVEL MEDICAL CARE
1989 SOURCE TYPE UNITS BEDS
* MOH Cent. & Gener. 197 27,699
Government Specialized 150 24,608
Railways For employed 4 420
MOE For students 2 181
MOI Police & Ja’ls 18 978
Big companies |{For employed N/A 1,066
Public Sector Cairo CCO General public 12 3,593
Alex CCO General public 5 867
Social Sector Health Ins. O.{For beneficiary 26 3,841
Private Sector Private Hosp. |General public 245 N/A

* Information on military hospitals is not available.

Source:

Third World Forum Report, March 1989.
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TABLE F9 - DEGREE OF UTILIZATION OF HEALTH SERVICES

M_L_— \ : -
Page 9 of 1l

Hospitalization
Level of Types Total Pop.|No. of |Cases Length Occupancy
of Care Served Beds Admitted| of Stay Rate
Primary |[Rural H 13,778 7,500 13,360 5 days 2%
Secondary|Gen.+Central 10,877 25468 893,405 6 days 58%
Spec. Hosp. 10,877 24608 224,829 ? ?
Cairo CCO 6,528 2315 63,595 9 days 71%
H. Inqur.H. 4.1 4041 117,997 8 days 64%
Tertiary |Teaching Hosp.| 11.817 3358 76,259 8 days 51%
Cairo Univ. 10421 2839 94,358 7 days 64%

Note:
University Hospital

1985,

1988-89 financial year.

Data for rural, general, central and specialized hospitals pertained to a 1986 survey -- Cairo
Data for health insurance Cairo curative care organization and teaching refer to

Outpatient Services
Annual
Population OPD Visits |Attendance
Level of care Sources Served In Thousand|Ratio per
per Benef.
Primary Rural Units 13,778 21,827 1.6
Secondary Gen. Center 10,877 20,386 1.9
Spec. Hosp. 10,877 5,477 0.5
Cairo CCO 6,528 785 0.12
Health Inms. 4,141 1,510 2.1
Health Ins.
Policy Clinic}| 4,141 1,209 1.2
Tertiary C. Univ. Hosp. 5,980 993 0.16
Teaching Hosp.| 6,528 768 0.016

Source: Ministry of Health
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TABLE F10 - TIONAL DISTRIBUTION OF MOH PERSONN

%)
Subsector Physicians Nurses
Hospital Services 55 52
Primary Care 24 30
Preventive Services 18 15
Administration 2 3
Total 100 100

Source: Ministry of Health
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IABLE F11 - INFANT AND CHILD MORTALITY BY CAUSE OF DEATH
(

1982)

(%)
Causes of Death Neonatal Deaths Infant Deaths Child Deaths
Communicable Diseases 0.03 0.4 2.5
Acute Bronchitis
Pneumonia and other 12.0 29.5 35.4
Respiratory System
Diseases
Diarrhea and Other
Intestinal Diseases 11.6 47.2 - 45.8
Complications mainly due
to pregnancy 49.6 12.2 6.5
Congenital Anomalies 7.6 1.9 2.4
Others 19.1 8.8 7.4

Total 100.0 100.0 100.0

Source: CAPMAS
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ANNEX G
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TABLE Gl - DWELLINGS BY SOURCE O WA IN 1986
(Percentages)
Piped
Public System Pump Well Otherx Total
URBAN 92.4 5.1 0.2 2.3 100
RURAL 55.9 31.6 1.1 11.4 100
TOTAL 73.1 19.1 0.7 7.1 100
Source: Population, Housing, and Establishment Census, CAPMAS, 1986.
TABLE G2 -~ DISTRIBUTION OF HOUSING UNITS BY TYPE
———Urban Areas Rura eas
Apartment 4,612,324 78.7% 1,079,431 19.8%
Villa 19,837 0.3%2 9,377 0.3%
Rural House 491,561 8.4% 4,148,255 76.0%
Separate Rooms 673,517 11.5% 170,013 3.1%
Marginal, Residential Places 61,732 1.1% 48 491 0.8%
Total - 5,858,971 100.0% 5,455,567 100.0%

Source: 1986 Census, CAPMAS.
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TABLE G3 - DISTRIBUTION OF HOUSING UNITS BY E (%

Uzrban Areas Rural Areas
Apartments 78.7 19.8
Marginal Residence 0.8 1.1
Separate Rooms 11.5 3.0
Rural Houses 8.4 76.0
Villas 0.3 0.3
Total 100.0 100.0

Source: 1988 Census, CAPMAS

TABLE G4 - HOUSING DEFICIT

Period New Units Built Additional Households
1960-1979 700,000 2,700,000
1981-86 812,000 844,000

Source: Ministry of Planning
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ANNEX H
Page 1 of 3
TABLE Hl - GROWTH OF EDUCATION ENROLIMENTS
Primary Education Secondary Education Higher Education
1951/52 1,092,816 154,341 37,668
1987/88 6,955,455 3,867,760 484,976
Average Annual
Growth Rate 5.1% 9.1% 7.1%
Source: MOE and MOHE Statistics
TABLE H2 - ILLITERACY IN EGYPT
(X _OF POPULATION AGE 10 AND ABOVE)
Y E AR M A L E F EM AL E T O T AL
1907 87.0 98.6 92.7
1917 86.8 97.7 91.2
1927 76.1 95.6 85.9
1937 76.6 93.9 85.2
1960 56.9 86.0 70.5
1976 42.6 72.5 57.2
1986 37.8 61.8 49.6

Sources: Population Census, CAPMAS
Hansen, 1989




. JABLE H3 - SEX DISPARITIES IN PRIMARY SCHOOLING

x)
""""""""""""""" Evvollment Rate  participation gate
Year (at age 6) 6 -1
Boys Girls Total Boys Girls Total Proportion of Girls
1966/67 82.2 60.8 72.0 81.9 36.7 69.8 45.2
1970/71 88.9 63.0 7.5 81.6 54.3 68.5 39.9
1975/76 80.1 58.3 69.6 79.9 54.2 67.6 40.3
1980/81 87.0 69.5 78.6 77.8 57.5 68.1 40.5
1985/86 92.7 79.0 86.0 85.8 70.8 78.6 44.0
1986/87 98.0 82.6 90.4 88.1 74.1 81.6 45.6

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

Source: Ministry of Education
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JABLE H4 - EVOLUVION OF YHE NON-SCHOOLED POPULATION

(AGE_6-11)
Year Reference Population out_of School In_School
Boys Girls Boys Girls Boys Girls

1966 2577 2428 466 1051 2111 1377
1967 2625 2460 499 1100 2126 1360
1968 2666 2487 501 1127 2165 1360
1969 2701 2511 513 1173 2188 1338
1970 2732 2533 503 1158 2229 1375
1971 2761 2555 478 1150 2283 1405
1972 2788 2578 466 1057 2322 1521
1973 2816 2604 569 1211 2247 1393
1974 2846 2632 538 1200 2308 1432
1975 2879 2665 579 1221 2300 1444
1976 2916 2703 548 1187 2368 1516
1977 2959 2748 586 1198 2373 1550
1978 3008 2800 635 1221 2373 1579
1979 3066 2859 650 1227 2416 1632
1980 3134 2928 696 1537 2438 1391
1981 3213 3006 681 1238 2532 1768
1982 3303 3094 641 1194 2662 1900
1983 3404 3193 603 1130 2801 2063
1984 3518 3303 559 1064 2959 2239
1985 3645 3624 518 1000 3127 2424
1986 3784 3558 450 922 3334 2636

-----------------------------------------------------------------------------------------------------------------

Source: Ministry of Education and CAPMAS
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ANNEX I: DATA ON SOCIAL SECURITY AND TAXATION
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TABLE Il (cont'd) Page 2 of 6
Cash Benefits tor iInsured Workers Permanent Disability and Medical Sutvivor Benafits and Medical
(oxcept parmanent disability) Benatits for Insured Work: Benefits for Dapendonts Administrative Organization

Serviver penyion; 2.12% of aversge moathly carn.

Ministty of Socwl lesuraace, gemeral
tepervesion.

Surng the taat year for each of contrbwe | ings duriag the lat foc esch year of contrbe-
lant 2 yoors umes years of contnbetion mo‘-hmma!ﬂSd:::-nmm w‘:ﬂ-lumy-nmdnwmﬂy B
(coatrbunon whder anctier pubiG and pri- grester. To the "’ hch w greamer. To the Sociad 1 O ernini
vale programs cvedeted 0ward laiser), plus lump | prrceniage . added helf the diffy a)p 1 s0ded half the dolference detwoen & | trstios of theough regionel dng
sum benefit equal 10 15% of avernge mmaval wage | sad 0% Pramon). g 30% (maswvem peasicak nannum, $3%- of | dwinct om":nu.ﬁ by tnpanse
Gor anch yeas of comnbution » encess of penod average Soard,
coquurng 10 Qualify for Masmum peamos. Constantuttandance aliowsace: 20% of pessios. ]
_ "™ Minimum peasion: 20 [ Tasurnnce snd Pensions Orgamestion. a3-
Misissum pession: 20 poundy & moath: masinem, | Pertel : Lump sem of 4 years' pension | 30% of aversge carmage (100% ¥ sverage 30 of peogram for
0% of sversge eammps (100% if wvernge 30 andﬂlﬁ.thnﬂ pounds or lems) o 200 pounds mww.ﬁ-
pousds or les), 0¢ 200 pounds & month. disalnlity. .
. N Pension divided among wrvivoes, according 0
Lump-tum compensetion (il act qualified for pen. | Misimum peasion: 3 pownds e w law: D widow or widk
oAy 15% of sversge ansunl wige during lase 2 | 00% Of average earmags (100% if aversge 30 | divorcer wahowt other sowrcs of mcome and
yoor tumes yeats of contribetion. pounds or lew) o 200 pounds » muned o loast 10 years: dependent 10m and
Spacial peasion paysbie 1 alf covered | Spucia) yabie w0 alf covered Mkn-m;gm:nn ”lh:d:
h 45 al} persoas act PERMDS pa; 2 all peraoms sot imvabi Naters:
wader Compulaary program. s COmMPUienry program. pendent paresis. Also payabie to wvsiid widowes.
Lump-tom compensstion (€ not quatified for pews | Desth grant: J times the wage of pension in smomh
soak 13% of sverage answal wage dunng last 2 | desth occwrred.
yoars times years of contrdution. Fuseral grant: 2 month's pensiow: minimum, 50
compensatson {if not qualified for pea~
sion): 13% of sversge annual wage dunag lax 2
Yorms Sienes youns of contrbution.
Sicknam benefiz 73% of daily wage Guring 1w 0 | Mafioal benefin: Service benefins provided by em- | Madical beaefin for deprndens Modical cove and | Ministry of Haalth, graerst wpervision.
days of sickams; 83% of 4 thereaier. 100% | ployer, publc, o other faciliti ded widow of the insured. .
of ssemngs payshic ia case of specslied cheowc | with and pasg direculy by the Ovgamzation. Social Imsurance Orgasitation and Inses-
dnmem. Minsum beaefls: 12 pownds s month. ;. ance and Peasions Organization.
i Includes general and care, wrgery, hoo ation of comnbutions sad cash benefits,
Payshbie for wp 0 130 days in 8 yeur, of | P t cure, denal care. laborsiory
wibowt lmi¢ o8 dwatios for spocafied chrosic | sTViom, med 5P Realth Organizanon.
Patienas coquired 0 mall fees for - Masaged m\:
y fees 200e owa
i servce, pe Roard. hed

Funersl grant: 2 moaths’ pensiow; muimvm, 50

Unemplopment benefic: 60% of et mouthly wage.

Paysble sfier Tdsy waiting penod for wp to 1§
contyvde

werks {may be eziended 0 28 woeks i
tons pad tuoughout ian 24 mosthe)

’

Ministry of Social lasuranom, genersd
HEIRION.

Social & Ovganizati smini
tation of program, 1a collsbosstion wah
focal menpower offices.
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TABLE 12 - RS OF HEALTH INS CE_BENEFICIA
1977 - 1987
(In Thousands)

Year No. of Beneficiaries
1977 1,081
1978 1,255
1979 1,427
1980 1,651
1981 2,516
1982 2,720
1983 2,950
1984 3,073
1985 3,225
1986 3,630
1987 3,750

Source: Health Insurance Organization 1987.

TABLE 13 - TOTAL NUMBER OF INSURED IN SOCTAL INSURANCE SCHEMES

(IN THOUSANDS)
General Migrant Temporary and
Year Scheme Self-Employed Workers Domestic Workers Total
1980-81 5,781 578 10 3,934 10,303
1981-82 , 6,025 626 12 4,007 10,668
1982-83 6,162 798 15 3,969 10,944
1983-84 6,339 908 19 3,953 11,219
1984-85 6,639 960 21 3,963 11,583
1985-86 6,877 1,023 27 4,092 12,019
1986-87 7,158 1,080 29 4,265 12,532
1987-88 7,474 1,146 31 4,399 13,050
1988-89 7,691 1,199 33 4,526 13,449

Source: Ministry of Social Insurance




1980-81
1981-82
1982-83
1983-84
1984-85
1985-86
1986-87
1987-88
1988-89

685.
1,016.
1,131.
1,357.
1,828.
2,151.
2,284,
2,635.
3,033.

NNNOOONYW

Source: Ministry of Social Insurance
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150.0
263.7
273.0
314.10
633.3
740.2
754.3
798.7
1,012.7




TABLE J5 - EARNINGS BY SOCIAL INSURANCE SYSTEM
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(IN LE MILLIONS)

General Self-

Year System Employed
1980-81 671.9 23.6
1981-82 939.9 31.4
1982-83 1,056.1 35.7
1983-84 1,263.0 49.1
1984-85 1,714.8 65.3
1985-86 2,022.2 69.0
1986-87 2,151.4 73.5
1987-88 2,501.4 77.2
1988-89 2,915.0 85.6

Source: Ministry of Social Insurance

Migrant Temporary and
Workers Domestic Workers
4.6 35.2
4.9 40.7
6.1 33.3
7.8 37.1
10.0 37.9
15.2 45.2
14.0 45.3
10.5 46.6
14 .4 18.2

TABLE I6 - EXPENDITURES BY SOCIAL INSURANCE SYSTEM

(IN LE MILLIONS)

Temporary and

Year Domestic Workers
1980-81 74.7
1981-82 181.0
1982-83 188.3
1983-84 189.0
1984-85 192.4
1985-86 208.3
1986-87 194.2
1987-88 196.5
1988-89 206.7

Source: Ministry of Social Insurance

All Other
Systems

460.
572.
669.
853.
1,002.
1,202.
1,335.
1,640.
1,813.

UndLhnWwowoNdH

VO WO NWNNIW

MNNEXY
Poge 'S of 6

Total
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ANNEX I
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TABLE 17 - COMPOSITION OF EGY TAX

Total Direct Taxes® Total Indirect Taxegs#

1980/81

LE Millions 1,622.4 2,354.9
Percent 40.8 59.2
1981/82

LE Millions 1,701.4 2,821.0
Percent 37.6 62.4
1982/83

LE Millions 1,929.0 3,271.4
Percent 37.1 62.9
1983/84

LE Millions 1.649.2 3,713.9
Percent _ 30.8 69.2
1984/85

LE Millions 1,994.2 3,928.7
Percent 33.7 66.3
1985/86

LE Millions 2,452.0 4,066.8
Percent 37.7 62.3
1986/87

LE Millions 2,390.9 4,445.7
Percent 35.0 65.0
* Direct taxes are corporate profit tax, income tax, estate

duties and taxes on Immovable property.

*x Indirect taxes are consumption tax, import duties, stamp tax
and other.

Sources: Ministry of Finance.
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TABLE J1 - FUNCTIONAL DISTRIBUTION
Subsectorx Resources Percentage
(LE Million)
Hospital Services 320 61
Primary Care 116 22
Preventive Services 79 15
Administration 10 2
TOTAL 525 100
Source: Ministry of Health
TABLE J2 - DISTRIBUTION OF EXPENDITURES |
BY LEVEL OF EDUCATION !
@ |
j
|
Share of the Population Share of Education Expenditure
No School{ng 30 0
Primary Schooling Only 40 20
Preparatory Schooling Only 12 13
Secondary Schooling Only 8 17
University 10 50
TOTAL 100 100

source: Abdel-fFadit, 1982, Ministry of Education data



- 221 -

ANNEX J
Page 2 of 11
TABLE J3 - PROPORTIONAI DISTRIBUTION OF RESOURCES
BETWEEN LEVEL AND TYPES OF EDUCATION
(1987/88)
(Million Pounds)
Investment Recurrent Students
Primary 87.6 758.8 6,631,265
Preparatory 32.8 359.6 2,447,065
General Secondary 6.2 104.3 564,678
Technical Secondary 29.9 247 .4 901,271
Higher Institutes 4.3 25.9 190,961
Universities 117 .2 666.6 502,532
TOTAL 278.0 2162.6 11,237,772

* Including USAID grant.

Source: Ministy of Education/Ministry of Higher Education statistics

(Percentage)
Investment = = Recurrent = Students
Primary 31.5 35.5 59.0
Preparatory 11.8 16.6 21.8
General Secondary 2.2 16.2 5.0
Technical Secondary 10.8 11.4 8.0
Higher Institutes 1.5 32.1 1.7
Universities 42.2 30.8 4.5
TOTAL 100.0 100.0 100.0

Source: Ministy of Education/Ministry of Higher Education

T N
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]
;
JABLE J4 - EXPENDITURES ON SUBSIDIES & SUPPLIES:
PER_CAPITA/PER_STUDENT
(1N 1980 LE)
Health Social Affairs Education Higher Education
1980/81 1.26 1.74 7.14 146.67
1981/82 1.42 1.06 7.43 159.71
1982/83 1.47 0.97 6.69 154.18
1983/84 1.47 0.69 5.92 156.31
1984/85 1.08 0.70 5.47 168.65
1985/86 0.95 0.61 4.73 158.86
1986/87 0.76 0.46 3.67 132.91
1987/88 0.92 0.41 3.43 142.09
1988/89 0.59 0.37 .77 112.31
1989/90 0.55 0.33 2.37 123.90
H
JABLE J5 - SHARE OF EXPENDITURES IN GDP
[3)
Health Social Affairs Education igher Education Total
1980/81 0.9 0.6 2.2 1.1 4.8
1981/82 1.1 0.5 2.7 1.3 5.6
1982/83 1.1 Q.5 2.7 1.4 5.7
1983/84 1.0 0.4 2.7 1.5 5.6
1984/85 1.0 0.4 2.8 1.7 5.9 ;
1985/86 0.9 0.4 2.8 1.6 5.7
1986/87 0.8 0.3 2.7 1.4 5.2
1987/88 0.8 0.3 2.5 - 1.6 5.0
1988/89 0.7 0.3 2.3 1.2 4.5
1989/90 0.6 0.3 2.0 1.1 4.0

Source: Ministry of Finance statistics

s
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TJABLE J6 - SOCIAL 1 S IN BUD
[¢3)

Year Education  Higher Education  Health Social Affairs JoTAL
1980/81 5.1 2.5 2.0 1.4 11.0
1981/82 7.4 3.2 2.8 1.2 14.3
1982/83 7.5 3.8 3.0 1.3 15.6
1983/84 7.2 3.9 2.8 1.1 15.0
1984/85 7.7 4.6 2.8 1.2 16.3
1985/86 7.9 4.4 2.6 1.1 16.0
1986/87 8.6 4.6 2.7 1.1 17.0
1987788 8.7 4.9 2.9 1.1 17.6
1988/89 8.7 4.8 2.6 1.1 17.2
1989790 8.8 5.1 2.8 1.1 17.8
Source: Ministry of Finance

JABLE J7 - TOTAL EXPENDITURES
PER_CAPITA/PER STUDENT
CIN 1980 LE)
Health Social Affairs Education Higher Education

1980/81 3.52 2.37 51.48 331.06
1981782 4.77 2.004 69.10 405.34
1982/83 5.1 2.10 73.57 467.87
1983/84 5.86 2.17 88.98 573.45
1984/85 . 6.462 2.43 100.53 735.63
1985786 6.88 2.59 119.71 834.23
1986/87 8.04 2.98 146.13 1038.16
1987/88 10.27 3.67 184.62 1436.04
1988/89 1.1 4.24 205.96 1684.98
1989/90 13.02 4,81 230.66 1951.36
Source: MOF, MOE, MON, MOSA, MOHE

ANNEX J
Page 4 of 11
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TiBLE 48 - SOCIM, ECEIOITIRES: HEALTH
SMILLIONS LE)
_Expenditures in Real Terms
(o3 Gs1/ Expenditures Salaries Subgidies Total
SSE in Nominal & Supplies
Terms
1980781 100 100 148.4 95.5 52.9 148.4
1981782 114.7 107.5 226.5 146.9 61.6 206.5
1982/83 132.7 108.8 263.3 162.0 65.6 227.6
1983784 162.0 97.5 298.4 211.1 57.2 268.3
1984785 178.7  96.2 333.3 252.1 50.8 302.9
1985/86 203.7 B8.8 349.2 287.9 45.9 333.8
1986/87 252.0 75.0 366.5 361.1 38.0 399.1
1987/88 302.4 28.8 467.3 476.3 46.6 520.9
1988/89 359.6 67.0 4713 547.6 30.7 578.3
1989790 431.5 66.0 565.6 666.2 29.2 691.4 1
TABLE 49 - ;@LAL%E;!L'_@MW_&E
Expenditures in Real Terms
cpy GS1/ Expenditures  Salaries Subsidies Total
SSE in Nominal & Supplies
Terms
1980/81 100 100 9.8 2b.6 73.2 99.8
1981/82 14,7 107.5 98.2 42.3 45.9 88.2 '
1982/83 132.7 108.8 11.7 50.3 43.0 93.3
1983/84 162.0 97.5 117.1 67.8 31.5 99.3
1984/85 178.7  96.2 137.5 81.5 33.1 114.6
1985/86 203.7  88.8 145.6 96.0 29.8 125.8
1986/87 252.0 75.0 151.2 126.7 22.9 167.6
1987/88 302.4 28.8 177.2 165.7 20.9 186.6
1988/89 359.6  67.0 203.6 201.2 19.2 220.4
1989/90 431.5 66.0 232.9 238.0 17.6 255.6

GSI = Government Salary Index

SSE = Share of Salaries in Expenditures
Ministry of Finance

Source:
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TABLE J10 - SOCIAL EXPEMDITURES; EDUCATION
{niiLyons LE)
res i T
crt ast/ Expenditures Salaries Subsidies total
SSE in Nominal & Supplies
Terme
1980/81 100 100 3.2 320.6 51.6 372.2
1981/82 114.7  107.5 569.3 469.3 56.5 525.8
1982/83 132.7 108.8 657.9 $39.0 53.9° 592.9
1983784 162.0 97.5 776.0 709.8 50.6 760.4
1984/85 178.7 96.2 915.8 860.0 49.5 909.5
1985/86 203.7 88.8 1071.0 1102.1 45.32 174
1986/87 52.0 75.0 ﬁrz.a 16449 35.2 1480.1
1987/88 302.4 28.8 1423.8 1910.5 35.2 1946.7
1988/89 359.6  67.0 1581.5 2199.2 30.0 2229.2
1989/90 431.5 66.0 1788.8 2538.5 26.3 2564.8
IABLE J11 - 3 \4
(MILLIONS LE)
jtures in
cPt Gs1/ Expenditures Salaries Subsidies Total
SSE in Nominal & Supplies
Terms

1980/81 100 100 180.8 100.7 80.1 180.8
1981/82 114.7  107.5 569.3 143.5 93.3 236.8
1982/83 132.7  108.8 337.8 194.1 95.4 289.5
1983784 162.0 97.5 418.0 264.2 99.0 383.2
1984/85 178.7 96.2 550.9 368.8 109.7 478.5
1985/86 203.7 88.8 599.3 438.3 103.1 541.4
1986/87 252.0 75.0 625.5 558.5 82.0 640.5
1987/88 302.4 28.8 7%1.5 775.9 85.2 861.1
1988/89 359.6 67.0 840.3 928.4 66.3 994.7
1989/90 431.5  66.0 1026.9 1078.2 73.1 1151.3

GSI = Government Salary Index
SSE = Share of Salaries in Expenditures

Source: Ministry of Finance




- 226 -

ANNEX J
Page 7 of 11
TABLE J12 - RECURRENT BUDGET EXPENDITURES
IN MILLION EGYPTIAN POUNDS
(EDUCATION)

Year Salaries Subsidies & Supplies Total
1980/81 320.60 49.10 372.20
1981/82 504.50 63.50 569.30
1982/83 586.40 70.20 657.90
1983/84 692.00 80.30 774.00
1984/85 827.30 86.70 915.80
1985/86 978.70 90.50 1071.00
1986/87 1083.70 86.10 1172.40
1987/88 1314.40 106.00 1423.80
1988/89 1473.50 106.20 15f1.50
1989/90 1675.40 110.90 1788.80

FUNCTIONAL DISTRIBUTION OF RECURRENT EDUCATION EXPENDITURES

Year Salaries Subsidies & Supplies
1980/81 86.14% 13.19%
1981/82 88.62% 11.15%
1982/83 89.13% 10.67%
1983/84 89.41% ' 10.37%
1984/85 90.34% 9.47%
1985/86 91.38% 8.45%
1986/87 92.43% 7.34%
1987/88 92.32% 7.44%
1988/89 93.17% 6.72%
1989/90 93.66% 6.20%

Source: Ministry of Finance
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TABLE J13 - RECURRENT BUDGET EXPENDITURES
I I ON_EGYPT OUNDS
(HEALTH)

Year Salaries Subsidies & Supplies Total
1980/81 95.50 52.40 148.40
1981/82 155.80 70.40 226.50
1982/83 176.30 86.70 263.30
1983/84 205.80 92.30 298.40
1984/85 242,50 90.40 333.30
1985/86 255.70 92.20 349.20
1986/87 270.80 92.10 366.50
1987/88 326.30 123.40 467.30
1988/89 366.90 90.10 477.30
1989/90 439.70 102.00 565.60

FUNCTIONAL DISTRIBUTION OF RECURRENT HEALTH EXPENDITURES

Year Salaries Subsidies & Supplies
1980/81 64.35% 35.31%
1981/82 68.79% 31.08%
1982/83 66.96% 32.93%
1983/84 68.97% 30.93%
1984/85 72.76% 27.12%
1985/86 73.22% 26.40%
1986/87 73.89% 25.13%
1987/88 69.83% 26.41%
1988/89 76.87% 18.88%
1989/90 77.74% 18.03%

Source: Ministry of Finance

4
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TABLE J14 - RECURRENT BUDGET EXPENDITURES
(IN MILLION EGYPTIAN POUNDS)
(HIGHER EDUCATION SCIENCE)

Year Salaries Subsidies & Supplies Total
1980/81 100.70 73.30 180.80
1981/82 154.20 97.40 261.20
1982/83 211.20 114.00 337.80
1983/84 257.60 147.90 418.00
1984/85 354.80 177.50 550.90
1985/86 389.20 175.70 599.30
1986/87 418.90 154.90 625.50
1987/88 533.80 194.50 791.50
1988/89 622.00 197.10 8/0.30
1989/90 711.60 228.90 1026.90

C DISTRIBUTION OF RECURRENT HIGHER EDUCATION AND SCIENCE EXPENDITURES g

Year Salaries Subsidies & Supplies

1980/81 55.70% 40.54%
1981/82 59.04% 37.29%
1982/83 62.52% 33.75%

1983/84 61.63% 35.38%
1984/85 64.40% 32.22%
1985/86 64.94% 29.32%
1986/87 66.97% 24.76%
1987/88 67.44% 24.57%
1988/89 72.30% 22.91%
1989/90 69.30% 22.29%

Source: Ministry of Finance
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(soc AFFATIRS AND INSURANCE)

Year Salaries Subsidies & Supplies Total
1980/81 26.60 72.60 99.80
1981/82 45.50 52.50 98.20
1982/83 54.70 55.70 111.70
1983/84 66.10 50.90 117.10
1984/85 78.40 58.90 137.50
1985/86 85.20 59.90 145.60
1986/87 93.50 57.30 151.20
1987/88 114.00 62.50 177.20
1988/89 134.60 39.50 203.6°
1989/90 157.10 42.10 232.90

FUNCTIONAL DISTRIBUTION OF RECURRENT SOCIAL AFFATIRS AND TINSURANCE EXPENDITURES

Year Salaries Subsidies & Supplies
1980/81 26.65% 72.75%
1981/82 46.33% 53.46%
1982/83 48.97% 49.87%
1983/84 56.45% 43.47%
1984/85 57.02% 42.842
1985/86 58.52% 41.14%

- 1986/87 61.84% -37.90%
1987/88 64.33% 35.27%
+1988/89 66.11% 19.40%
1989/90 67.45% 18.08%

Source: Ministry of Finance
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TABLE J16 - FUNCTTONAL DISTRIBUTION OF MOH INVESTMENT RBUDGET

(FIVE-YEAR PLAN 1987-92)

Resources Percentage
Subsector (LE Million)
Curative Services 245 65
Primary Health Care 109 29
Preventive Services 22 6
TOTAL 376 100

Source: Ministry of Health
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ANNEX K: CALCULATION OF AN ULTRA-POVERTY LINE
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CALCULATION OF AN ULTRA-POVERTY LINE

ANNEX K
Page 1 of 1

Lipton (1988) defines the ultrapoor as those households whose food
consumption is equal to less than 85X% of the minimum level of food
Based on this
definition and using Ghattas’ estimate of the poverty line (World Bank, 1989),
the thresholds for ultrapoverty in rural and urban Egypt were estimated as

expenditures calculated to estimate the poverty line.

follows:

Urban Areas:

Poverty Line:
Food Expenditure (80% of minimum basket):

Food Expenditure as percentage of total income:

Ultrapoverty line:

Rural Areas:

Poverty Line:
Food Expenditure (80X of minimum basket):

Food Expenditure as percentage of total income:

Ultrapoverty line:

BEREE

69.

LE

831.
394.
.32

394

680.
351.

6%
351

9
7
.7/.643 = 613.8
1
5

.5/.696 = 505.28
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ANNEX L: METHODOLOGICAL NOTE ON THE CALCULATION OF
EDUCATIONAL EXPENDITURES AMONG VARIOUS GROUPS
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ARNEX I
Page 1 of 2

The following formula is used to compute the share (Si) of total
educational expenditures received by a given population group i:

SL = (Xg x B) + (X, x B) + (Xg x §) + (X} x H) x100

B+P+S +H
Where:

B = budget for primary education

P = budget for preparatory level

S = budget for secondary education
H = budget for higher education

and the X represent the proportion of youths from group i
attending basic, preparatory, secondary and tertiary education.

In 1987/88, the education budget (investment and recurrent) was
distributed as follows:

- primary education : 846.4 million LE
- preparatory education: 392.4 million LE
- secondary education : 387.8 million LE
- higher education : 814.0 million LE.

To measure for instance the share of educational resources
received by girls, one needs to consider the preparation of girls in basic,

preparatory, secondary and tertiary education which were respectively on the
basis,

S girls = 441 x 846.4 + 403 x 392.4 + 376 x 387.8 + .350 x 814.0 x 100
24406
- 39.5%

To calculate the distribution of education expenditures by
socioeconomic origin, two operations were necessary. First, the evolution of
an education cohort was simulated to measure the percentage of students
reaching the various levels of the education ladder. Using observed
promotion, repetition and dropout rates for children entering primary school
in 1970-71, the following results were computed.

1970 cohort 10,000
access to primary education: 7,000
access to preparatory level: 3,000
access to secondary level : 1,800
access to university : 1,500

graduating from University : 1,200
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The second step consisted of making assumptions on the
socioceconomic distribution of students by education level, using data
presented in Abdel-Fadil’s pages (1982) and 1976 census statistics on the
socioeconomic distribution of the male labor force.

SOCTOECONOMIC ORIGIN OF STUDENTS BY EDUCATION LEVEL

(€3]
Low Income Middle Income Upper Income
Never Schooled 25 67 8
Primary Level 15 75 10
Preparatory Level 13 75 12
Secondary Level 10 72 18
Tertiary Level 8 72 20

The distribution of education expenditures by socioeconomic group
was then calculated on the basis of the formula presented at the beginning of
the Annex.

For example, for the low-income group (Group L),
SL = .15 x 846.4 + .13 x 392.4 + .10 x 387.8 + .08 x 814.0

, | 2440.6
- 11.5%
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