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Preface 

T h i s  report i s  the second output from an ongoing process of  collaboration between 
the Government o f  the Arab Republic o f  Egypt and the World Bank. The first output was 
a report entitled Poverty Reduction in Egypt: Diagnosis and Strategy that was issued in 
June 2002. Whereas the first report provided a diagnosis o f  the extent and determinants 
o f  poverty in Egypt based on data f rom the two most recent household surveys available 
(for 1995-96 and 1999-2000), the present report outlines a strategy for reducing poverty. 
I t  does so by building on the earlier analytical work as well as by drawing f rom various 
UNDP-sponsored Human Development Reports for Egypt produced by the Institute o f  
National Planning in recent years and from background studies prepared by Egyptian 
scholars.' I t  i s  expected that the work will now move to a third stage in which a more 
detailed poverty reduction action plan featuring ideas for specific interventions wil l b e  
developed through a collaborative effort between the Government and international 
development agencies. 

The report has been prepared jo in t l y  by a team o f  Egyptian scholars led by Hanaa 
Kheir-El-Din and by a group o f  World Bank staff led  by Farrukh Iqbal. On the Egyptian 
side, the team consisted o f  Sonia Ali, Mona El Baradei, Heba El-Laithy, Tarek Moursi, 
and Heba Nassar. On the World Bank side, the team consisted o f  Sherine Al-Shawarby 
and Arup Banerji. Valuable assistance towards data analysis and other tasks was 
provided by May Barghouth, Rasha El-Fatairy, M a y  El-Mossallamy, Nagwa Riad, and 
Ami ra  Fouad Zaky. 

At an early stage in the planning o f  this report, valuable comments were received 
from Michael  Lipton on the scope and content o f  the proposed background papers. In the 
course o f  preparation, the main  issues o f  interest were discussed at workshops held in 
Cairo on October 19, 2003 and July 26, 2004. These sessions were chaired by H. E. 
Osman Mohammed Osman, Minister o f  Planning and attended by representatives from 
government , international development agencies, academia and non-governmental 
organizations. Many useful suggestions were offered and these have helped improve the 
analysis and sharpen the focus o f  the report. The report was also discussed internally at 
the World Bank on  February 25,2004. Useful comments and suggestions were made by 
Asad Alam, Stefan0 Patemostro, Marie-Helene Collion, Sameh El-Saharty, Alaa Hamed 
and Sarosh Sattar. 

' The  background studies are noted in the References section. 
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A Poverty Reduction Strategy for Egypt 
Executive Summary 

The Approach of  this Report 

A crit ical objective o f  Egypt’s long-run development plan (through 2022) i s  the 
Contributing to the “alleviation o f  poverty and attenuation o f  income disparities.” 

refinement o f  a strategy to meet this objective i s  the ma in  goal o f  the present report. 

Since poverty i s  a complex and multi-faceted phenomenon any attempt at 
developing a poverty reduction strategy must necessarily contend with a variety o f  
perspectives and points o f  view. To b e  useful and practical, however, the strategy must 
be  focused and must identi fy priorities. The approach outlined in this report uses three 
distinct lenses to arrive at an appropriately focused set o f  priorities. These lenses are: 

0 Quantitative evidence: strategic priorities are derived as much  as possible from 
empirical evidence on the nature and dimensions o f  poverty in Egypt; 

0 Link with ongoing programs: the strategy builds on the existing programs and 
policies o f  the Government o f  Egypt, suggesting modifications where warranted 
by the lessons o f  experience f rom ongoing efforts; and 
Direct impact: the strategy tries to  identi fy measures that have a direct impact on 
the poor as opposed to those that are aimed at raising the living standards o f  the 
general population or fixing the problems more generally o f  a given sector (such 
as education or health). 

0 

Given l imi ted resources, a l l  strategies involve choices. The poverty reduction 
strategy outl ined here i s  no exception. I t  evaluates public pol icy actions with a clear v iew 
to choosing those actions that are l i ke ly  to have the most durable benefits for the poor. 
This means choosing sustainable income generating mechanisms l i ke  private 
employment over unsustainable ones l i ke  publ ic employment. It means designing 
subsidy systems that are targeted and focus scarce public resources on the poor whi le 
minimizing leakage to the non-poor. The alternative, a universal subsidy system, often 
leads to  a diversion o f  resources to the non-poor and runs the r isk o f  compromising fiscal 
balance as well. I t  also means taking a systemic approach to poverty reduction rather 
than a case-specific one, emphasizing the generation o f  opportunities and capacities to 
earn rather than the provision o f  income transfers and subsidies (except in certain cases). 
This yields a strategy that m a y  take t ime to reduce poverty but, once attained, the 
outcome i s  more l i ke ly  to endure. 

The approach taken here i s  to use empirical f indings (primarily from the 
1999/2000 household income and expenditure survey) and experience with a number o f  
government initiatives to construct a broad strategy and to provide examples o f  the 
policies and programs that could form the substance o f  the strategy in various areas. 
Fleshing out the specific policies and programs in detail i s  expected to  b e  accomplished 
at a later stage through a multi-agency process coordinated by the Min is t ry  o f  Planning 
and with the help and support o f  international donor agencies. 
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Key Pillars of a Poverty Strategy for Egypt 

Empirical analysis o f  poverty trends and characteristics in Egypt suggests that the 
following three sets o f  factors are critical for the poor: income-earning opportunities, 
education and social safety nets. The poor engage in a wide variety o f  income earning 
activities across al l  sectors. Such opportunities are better in growing economies and 
hence ensuring steady growth i s  one o f  the best ways to  raise the current incomes o f  the 
poor. Poverty in Egypt also has a strong intergenerational dimension. The poor o f  one 
generation typically come from the ranks o f  the poor o f  the previous generation. 
Obtaining literacy and education, especially for one’s children, i s  a way o f  enhancing the 
potential for future earnings and o f  breaking the cycle o f  intergenerational transmission 
o f  poverty. Finally, some individuals are unable to obtain adequate incomes despite 
being fully active (either self-employed or working for wages) while others among the 
poor cannot participate meaningfully in mainstream economic activities on account o f  
handicaps such as physical disability, illness, or remote location. For this segment o f  the 
population, some public and private transfers, in cash or in kind, are a critical safety net.2 

Thus, the poverty reduction strategy articulated in this report i s  built around the 
three pillars o f  growth, education and social safety nets. A chapter i s  devoted to each o f  
these pillars, describing their empirical connection with poverty and assessing ongoing 
Government programs in relevant areas. Three common contextual features are also 
noted wherever appropriate in the report. First, poverty in Egypt has a strong regional 
dimension in that Upper Egypt i s  distinctly poorer than other parts o f  the country. 
Second, poverty reduction i s  more than simply a matter o f  securing adequate financial 
resources for anti-poverty programs. The manner in which a poverty problem i s  
addressed i s  often more important to the outcome than the funds that are allocated to i t s  
solution. In particular, processes that involve the intended beneficiary population in 
design and implementation are more l ikely to be successful than those that are imposed 
from above without consultation or feedback. Finally, without good monitoring and 
evaluation systems, i t is difficult to  find out what works and what doesn’t and thus to 
formulate meaningful policies and programs to combat poverty. Indeed, the issue in 
Egypt is not so much the lack o f  policies and programs to  help the poor as the lack o f  
information about whether or not existing efforts are indeed helping the poor in a cost- 
effective manner. This lack can only be remedied through a determined effort to bring 
about an “evaluation culture” within government programs. A br ie f  but separate section 
has been provided in the Executive Summary to reflect the importance o f  poverty 
monitoring and program evaluation as tools in a long-term anti-poverty strategy. 

The fact that we have chosen to focus on  these three pillars should not be construed to mean that no  other 2 

area i s  important to the alleviation o f  poverty. Indeed, for some poor communities, factors such as 
environmental degradation or the regular occurrence o f  natural disasters may b e  critical determinants o f  
poverty. The issues we have chosen are, however, more generally applicable across the country. 
Furthermore, we have some quantitative basis for assessing their relevance to poverty from the nationally 
representative data collected by the Government. 
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Increasing Current Earnings Through Growth 

Both international and Egyptian experience suggest that sustained economic 
growth i s  necessary for reducing poverty. Poverty rates declined substantially in Egypt 
between 1995196 and 1999/2000 (from 19.4 percent to 16.7 percent) as the economy 
enjoyed a period o f  high economic growth averaging 5 percent per annum. Since then, 
economic growth has slowed and there are signs that progress in poverty reduction may 
have decelerated as well. International and Egyptian experience also suggest that the 
amount o f  poverty reduction associated with a given amount o f  growth can vary 
significantly from country to country and from region to region within a country, 
depending o n  the nature o f  policies, institutions and endowments, including existing 
patterns o f  wealth and income distribution. Accordingly, i t  i s  necessary to consider 
specific country contexts when attempting to  formulate pro-poor growth strategies. A 
deeper examination o f  growth and poverty patterns in Egypt suggests that, within the 
overall national economic growth framework, special emphasis ought to be given to such 
intermediate objectives as the expansion o f  micro and small enterprises, agricultural and 
rural development, and growth in Upper Egypt. K e y  findings from the 1999/2000 
household budget survey show: 

0 The principal source o f  income for the poor i s  their labor. This typically accounts 
for 85 percent o f  their income while non-labor assets such as property, financial 
instruments and transfers, contribute only around 15 percent. 

0 Unemployment i s  not an exceptional cause of poverty. The chances o f  being poor 
are only marginally higher for the unemployed than for those in other work 
categories. Nevertheless, the absolute level o f  unemployment remains high (at 9.9 
percent on average in 2003/04 and very l ikely higher among the poor) and so 
reducing unemployment i s  an important objective o f  overall economic policy. 

0 The self-employed in metropolitan areas have very l o w  rates o f  poverty: this 
suggests that micro and small enterprise activity offers a way out o f  poverty, at 
least in some areas. 
Unpaid workers have the highest rates o f  poverty. Th is  justifies a focus on the 
agricultural sector where most unpaid workers are found. Indeed, unpaid workers 
in rural Upper Egypt have a poverty incidence rate o f  as high as 35 percent, more 
than twice the national average in 1999/2000. 
Among sectors, the rate o f  poverty i s  highest in agriculture (at 22 percent), and 
lower in manufacturing (11 percent) and services (8 percent). Also, within the 
agricultural sector, many families derive significant portions o f  their income from 
non-farm activities. 
Among regions, rural Upper Egypt i s  by far the poorest part o f  the country with a 
poverty incidence rate o f  34.2 percent and contributing more than ha l f  o f  the total 
number of poor (5.8 mi l l ion out o f  10.7 million). 

0 

0 
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Chance of being poor by employment 
status, 1999l2000 
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The above suggests that an appropriate anti-poverty strategy must not only 
include all the macroeconomic and structural policies that promote sustained economic 
growth but also focus on the special structural features o f  poverty in Egypt. Thus the 
strategy should include prudent monetary and fiscal policies aimed at low inflation, trade 
and exchange rate policies aimed at enhancing competitiveness and expanding integration 
with world markets, and deregulatory policies that enlarge the scope for private sector led 
growth. In addition, i t should attempt to facilitate the operation o f  micro and small 
enterprises, ensure that the agricultural sector develops satisfactorily, and pay special 
attention to the needs o f  Upper Egypt. Each o f  these i s  an objective o f  one or more 
ongoing Government programs. The challenge for the hture i s  to make these programs 
more effective in their ultimate goal o f  poverty reduction. Areas o f  high priority include: 

Increasing poverty-oriented investments in Upper Egypt. Increasing the share o f  
public investments going to Upper Egypt i s  already a key target o f  development 
strategy and the planning process. For example, between 1998 and 2002, Upper 
Egypt’s share in total public investment rose fiom 26 percent to 32 percent. The 
impact o f  this orientation can be enhanced by ensuring that such investments are 
labor-intensive so as to generate local employment, and the investment planning 
and implementation process i s  sufficiently decentralized so as to generate projects 
o f  highest priority for the poorer residents o f  this region. Such an approach 
underpins the newly launched Municipal Initiatives for Strategic Recovery 
(MISR) program among whose distinctive characteristics are the targeting o f  poor 
municipalities, the proposed use o f  village and markaz level local governments to 
plan and implement projects o f  highest local priority, and the flexibility that i s  
envisaged with respect to involving NGOs, community organizations and private 
sector contractors. Whi le  not exclusively targeted to Upper Egypt, the MISR 
program provides a promising approach to local area development that would be 
appropriate for a broad class o f  social infrastructure investments in Upper Egypt. 
Ensuring the availability of critical inputs for micro amd small businesses. T h i s  
involves (a) facilitating the supply o f  finance at market terms to such enterprises 
through micro-credit and other schemes; (b) disseminating information about 
market opportunities to such enterprises through local chambers o f  commerce; 

... 
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and (c) catalyzing business connections between small and large f irms that might 
include the supply o f  credit and inputs from the large f i r m s  to  the smaller ones 
under outsourcing or subcontracting arrangements. Several support programs 
already exist for these purposes, such as the Small Enterprise Development 
Organization (SEDO) and the Business Development Service Center program. A 
new program has also been launched recently under wh ich  each eligible vil lage or 
neighborhood ( h i )  i s  to receive one million LE to support microenterprise 
projects. An important next step would be to evaluate the impact o f  existing micro 
and small business support programs on employment and poverty and identi fy 
ways and means to enhance this impact. A special focus on non-farm enterprise 
opportunities in Upper Egypt would also be  appropriate. 

0 Reducing regulatory obstacles to starting, operating and dissolving small 
businesses. This includes al lowing easy registration o f  start-ups below a certain 
size threshold, minimizing inspection and other bureaucratic hurdles to operation, 
introducing simplif ied and reduced tax requirements, and streamlining 
impediments to exit imposed by the tax, labor and social insurance agencies. 
Some promising initiatives, such as the Dakahlia Business Faci l i ty Center, have 
already been undertaken with respect to ensuring easy registration. The 
replication o f  such initiatives across the country and the incorporation o f  
measures to facilitate a l l  stages o f  operations as we l l  as exit wou ld  b e  important 
next steps. 
Supporting agricultural development. This involves (a) the provision o f  targeted 
agricultural extension services to encourage more o f  a shi f t  towards higher- 
yielding (non-traditional) crops in Upper Egypt; (b) the relaxing o f  capital 
constraints faced by smaller, poorer farmers through public sector credit advances 
or guarantees for private sector lending to such groups and (c) improving storage, 
transportation and market access. Public extension and credit services have been 
available in rural  Egypt for several decades. What i s  required n o w  i s  to  ensure 
that they can b e  made more effective in responding to  the needs o f  the rural  poor, 
especially in Upper Egypt. This may  require a revamping o f  procedures, more 
decentralization o f  staff, and more f lexibi l i ty  in working with non-governmental 
groups to reach the poor. 

0 

Increasing Future Earnings Through Education 

Egypt has a strong record in 
providing education to i t s  citizens. This 
i s  shown by steadily r ising educational 
attainments in the country: between 
1980 and 2002, primary enrolment rates 
rose from 73 percent to 96 percent whi le 
secondary enrolment rates rose from 50 
percent to  85 percent, a performance 
that i s  among the best in the M idd le  East 
region as we l l  as among lower middle 
income countries. Nevertheless, many 

Chance of being poor declines with education ... 
2 5 ,  
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challenges remain, especially if one focuses on the link between education and poverty. 
Education i s  the most prominent correlate o f  poverty in Egypt and offers the most 
promising path out of it. The chance o f  being poor drops from 24 percent for the illiterate 
to 2 percent for those with university education. Of  course, the abi l i ty to acquire 
education i s  determined in part by income levels. Children from poor households enroll 
at lower rates at a l l  levels o f  schooling, and especially at the university level. But other 
factors also matter. Among these, the most important are the location o f  schools and the 
cost and quality o f  education. 

The nature o f  the link between poverty and education can be  appreciated by 
reference to  the fo l lowing findings f rom the 1999/2000 household budget survey and 
other sources: 

0 The poor suffer from high illiteracy: 46 percent o f  the poor are i l l i terate and the 
situation i s  worse for poor females. This i s  a matter o f  concern also because 
il l i teracy tends to b e  propagated across generations: households with illiterate 
heads tend to have higher proportions o f  illiterate children. 
Rates o f  return are low for basic and secondary education, suggesting quality 
problems at these levels. Also, rates o f  return are lowest among wage earners, 
wh ich  shows that the output o f  the educational system i s  not well-rewarded by the 
labor market.3 
The indirect costs o f  education can b e  burdensome for poor families. For  
example, the income foregone f rom 
attending secondary school amounted 

0 

0 

Students' Fore one Incomes (LE per year) 
199912000 

more than half the level o f  the poverty 1,978 
l ine (4549 LE) for a family of two Secondary 2,615 
adults and three children in rural 2,383 

Upper Egypt. years. 

Level of educa& 
to 2615 LE in 1999/2000. This was ~~~i~ vs illiteracy 2,111 

Basic vs read and wr i te  

Source: Calculated from CAPMAS and HIECS, various 

0 Kindergarten education, unl ike other 
levels o f  education, i s  not free o f  tuition charges. This means that children from 
poor families are l i ke ly  to get a later start than those from non-poor families. 
Indeed, the lowest kindergarten enrolment rates are found in the poorest 
governorates, a fact that m a y  reflect both the costs o f  kindergarten tuition and the 
lack o f  kindergarten classes in these governorates. 

The results o f  the 1999/2000 survey conf i rm what has been known for some t ime 
within government and development circles. Indeed, these considerations led  the 
Government o f  Egypt to launch an Education Enhancement Program (EEP) in the mid- 
1990s whose objectives were to (a) increase the number of  schools in poorer areas 
through a targeted school-building program; (b) increase parental demand, especially for 
girls' education, through an awareness-raising campaign and a stipend program for 

The  data available in the HIECS do not distinguish between the two broad tracks o f  secondary education, 
namely, general and technical. Hence, the returns calculated in th is  report are an average for these two 
tracks. I t  i s  widely believed that the returns to general education are much higher than those for the 
technical, vocational stream. 
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qualifying families; (c) improve the quality o f  education through various initiatives aimed 
at the teaching and school evaluation process; and (d) improve the efficiency o f  education 
spending through changes in the organization and management o f  schools and the c iv i l  
service administration in charge o f  education. Even prior to  the EEP, the government had 
launched an illiteracy eradication campaign as early as 1991 under the aegis o f  the 
General Authority for Literacy and Adult Education (GALAE). 

Both these initiatives have met with some success in their main objectives. 
Illiteracy has been reduced from around 53 percent in 1990 to around 45 percent 
currently while youth illiteracy has been cut from 39 percent to around 27 percent. 
Similarly, enrolments have risen in the areas in which targeted school building and 
awareness raising campaigns have been implemented under the EEP. The results have 
been especially notable for girls for whom gross enrolment rates have increased faster 
than the average: for example, while overall primary enrolment rates increased from 97.5 
percent in 1995/96 to  105.8 percent in 2002/03, those for girls jumped from 93.4 percent 
to 103.2 percent. Some o f  the most dramatic increases have occurred in the poorest 
areas: for example, between 1996/97 and 2002/03, girls enrolment rose by 21 and 19 
percentage points respectively in Beni Suef and Fayoum, two o f  the poorest governorates 
in Egypt. 

The above findings and the experience to date with various government programs 
in the area o f  education and literacy suggest that the challenge now i s  to build on past 
progress in a way that i s  especially beneficial for the poor. In this regard, four areas are 
especially promising. 

Combating illiteracy 

The Government o f  Egypt and many NGOs are engaged in an illiteracy 
eradication campaign that has achieved a measure o f  success. Continuing with this 
campaign carries a substantial payoff  since the illiteracy problem is concentrated among 
the poor and the private rate o f  return to becoming literate is high (between 12 and 15 
percent). The effectiveness o f  the ongoing programs, especially those run by GALAE, 
could be enhanced through such measures as: 

Using civil society groups more strategically. GALAE has partnerships with 
some 700 NGOs that help it identify the illiterate and recruit them into illiteracy- 
eradication programs. These and other NGO partners can be used strategically to  
connect with hard-to-reach groups, such as illiterate rural females who suffer f rom 
a disproportionately high incidence o f  illiteracy. 
Adding a parental education focus to literacy programs. In addition to making 
participants literate, literacy programs should impart information on good 
parenting skills and sound family health and nutrition practices. Better health and 
nutrition from an early age i s  likely to have a beneficial impact o n  the learning 
ability o f  children. 

x i  



Enhancing access and reducing costs of education for the poor 

While education i s  free in public schools, the direct and indirect costs that are 
involved pose a burden for very poor households. The EEP has been successhl in 
improving access and reducing costs for poor families in the areas that have been targeted 
to date. Expanding the EEP program geographically can extend the benefits o f  this 
approach to a larger area. Among pertinent measures are: 

Making more classrooms available in poor areas. The EEP has demonstrated 
that it i s  possible to improve access for the rural poor to basic education through a 
targeted program o f  school building and community involvement. Whi le  much 
progress has been achieved in recent years, there remain several underserved 
areas. The EEP approach should be replicated across the country to reach such 
areas. In addition, it would be useful to incorporate more kindergarten classes in 
poor areas so as to enable early childhood education to become possible for poor 
families as well. 
Further increasing girls’ enrolment. The EEP has also demonstrated that it is 
possible to increase the enrolment rates o f  such hard-to-reach groups as girls from 
poor, rural families. The principal elements o f  this approach have involved 
choosing school locations that minimize the need for young girls to walk long 
distances; staffing schools with female teachers; improving sanitary facilities 
within schools, and providing information to parents o f  the beneficial effects o f  
female education to the individual, the household and the nation. Replicating th is  
approach nationwide should be a high priority. 
Offering conditional stipends to the poor. Stipends could be made available to 
poor families to offset the costs o f  school supplies, transport and group tutoring 
charges, conditional on continued school attendance o f  their children. In 
particular, such stipends could be used to help poor families enroll their children 
in kindergarten. Indeed, they could conceivably be used as vouchers with which 
to obtain privately-provided early childhood education services as well. 

Improving the quality of basic and secondary education 

Low rates o f  retum to basic and secondary education in Egypt make it more likely 
that the poor will choose to drop out o f  school, especially at ages when the opportunity 
costs o f  staying in school are high. The Min is t ry  o f  Education already has in place 
several initiatives to improve school quality. These can be made more effective through: 

Emphasizing performance, through instituting evaluation processes that are 
superior to the inspectorate system currently in place and through linking 
performance to awards for both schools and teachers. 
Enhancing accountability in some contexts, through empowering parents and 
community associations to have more say in teacher hiring, firing and 
compensation matters. 
Improving teacher skills, through more instruction in the use o f  classroom 
technology, for example. 

0 
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0 Emphasizing technology skilZs for  students, through adequate investments in 
telephone lines, computer equipment and educational software. This could help 
in reducing the present degree o f  mismatch between what i s  taught in schools and 
what i s  valued in the workplace. 

Enhancing access of poor to higher education 

The poor have less access to higher education than the non-poor for two main  
reasons. First, entrance to universities i s  constrained by very restrictive grade 
requirements which students from non-poor families have a better chance to attain 
because they are able to afford better quality secondary education as w e l l  as private 
tutoring. Second, very few poor families can afford to  have children enrolled at university 
rather than contributing to family incomes. Financial aid packages could b e  used to 
offset the opportunity costs o f  higher education for qualifying university students f rom 
poor families. However, the handicaps faced by the poor in competing for university 
entrance m a y  be  more intractable. Improvements in the quality o f  basic and secondary 
publ ic education, especially in locations where the poor are concentrated, will surely 
help. Increasing the supply o f  tertiary education spaces through facil i tating the 
establishment o f  more private colleges and universities will also help. 

Protecting the Vulnerable Through Social Assistance 

Though creating opportunities to  obtain income from work  i s  the most powerful 
w a y  to reduce poverty, there wil l always b e  individuals who are unable to fully avail o f  
these opportunities for reasons related to  age, health, literacy, location or other 
circumstances specific to  them. Sometimes such individuals receive sufficient private 
transfers in the form of charity and help f rom family and f i ends  to enable them to  afford 
a decent living standard. However, private safety net mechanisms are often insufficient 
and public transfers are also needed. 

Over the years, an extensive public safety net system has been built up in Egypt. 
This consists o f  various subsidies, employment programs, and cash transfer 
arrangements. A review o f  the publ ic safety net arrangements reveals the fo l lowing 
notable features: 

0 Cash transfers amount to 10 percent o f  the income o f  the poor. Th is  i s  almost 
equally divided between transfers from public sources (5.1 percent) and those 
from private sources (4.9 percent). 
Social assistance programs run by the Min is t ry  o f  Social Affairs and Insurance are 
modest in scope and not necessarily targeted to  the poor. Social assistance 
payments amounted to around 560 LE per recipient family in 2001/02 and 
covered just under 900,000 families o f  whom almost 85 percent were non-poor. 
The l imited h d i n g  and broad coverage of  the social assistance schemes leads to 
their having a small impact on poverty. Only 4 percent o f  the poor were l i f ted out 
o f  poverty in 1999/2000 as a result o f  receiving such payments. 

0 
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0 Food subsidies are more substantial but are also not well targeted to the poor. For 
example, while 66 percent o f  the poor benefit from the baladi bread subsidy, 
almost 75 percent o f  the non-poor also benefit. The importance o f  the baladi 
bread subsidy can be assessed from the fact that i t reduced the incidence o f  
poverty by 11 percent in 1999/2000. However, the subsidy i s  less effective in 
Upper Egypt and rural areas because there are fewer baladi bread distribution 
outlets there. 
The Social Fund for Development (SFD) conducts many different programs that 
can provide a safety net for some o f  the poor. However, it i s  difficult to assess the 
impact o f  the SFD on poverty because o f  the lack o f  program evaluation systems 
and data. 

0 

The foregoing suggests that the effectiveness o f  the social safety net in mitigating 
poverty could be enhanced by increasing budgetary resources for some programs and/or 
redesigning existing programs to make the available resources cover more poor people, in 
other words, to improve targeting. To the extent that fiscal pressures constrain new 
funding, it will be even more important to seek adequate coverage o f  the poor through 
better targeting. T h i s  will require: 

Improving geographical coverage. The geographical coverage o f  the safety net 
programs could be improved if resources were allocated in accordance with the 
size o f  the poor population in each governorate or, better still, in each district. For 
example, the coverage o f  the baladi bread subsidy could be improved by 
increasing the number o f  outlets in rural areas. At present, a smaller proportion o f  
the poor benefit from this source o f  subsidy in rural areas than in other areas. 
Introducing more poverty-focused targeting. Focusing safety net resources on 
the poor requires a cost-effective targeting mechanism. Since individual means- 
testing is administratively costly, targeting could be attempted through the use o f  
such easy-to-measure characteristics as literacy status, size o f  household, and 
location. Simulations done in this report show that even such broad targeting 
mechanisms would produce better poverty results than current mechanisms. 
Enhancing the poverty-orientation of the Social Fund. The Social Fund for 
Development disburses public h d s  for micro-credit, small enterprise 
development, temporary employment in public works and selected infrastructure 
and services projects. It i s  a potentially important source o f  anti-poverty 
initiatives on account o f  i t s  relatively large funding base and reach. Its impact in 
th is  area could be enhanced if there were a sharper poverty focus to i t s  activities, 
expressed in the choice and location o f  both projects and beneficiaries. 
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Poverty Monitoring and Program Evaluation 

For a poverty strategy to work, i t i s  critically important that there be in place a 
poverty monitoring and program evaluation system that generates information that can be 
used to assess the seventy o f  the poverty problem over space and time and the degree to 
which various anti-poverty interventions are having an impact. Without such a system in 
place, the formulation o f  poverty strategy can become detached from considerations o f  
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cost-effectiveness and subject to  arbitrariness in choice o f  interventions. Priority areas 
for improving poverty monitoring and program evaluation include: 

0 Data qual@. Technical studies should be  commissioned to examine: (a) the 
desirability and feasibility o f  more frequent surveys o f  households, workers and 
firms, including the collection o f  panel data; (b) the optimal sample sizes that 
should underpin such surveys; and (c) ways to  improve the quality o f  data 
collection. 
Data availability. The foundation o f  good policies i s  robust analysis. This can be  
facilitated by making available a l l  publ ic ly collected data in a conveniently 
accessible form. The greater the number of  researchers that have access to such 
data, the greater the probabil ity that the data wil l b e  subjected to a broad variety 
o f  analytic techniques and consistency checks. Significant improvements have 
occurred in recent years with regard to the volume, timeliness and availabil ity o f  
social and economic data in Egypt, including publication o f  many data series on 
the websites o f  various public agencies. However, some data, notably those 
generated from household income and expenditure surveys, are only made 
available on a discretionary basis. Since such data are directly relevant to poverty 
analysis, wider and easier access would b e  beneficial to the formulation o f  anti- 
poverty policies. Concerns about privacy can easily b e  managed by removing 
individual respondent identifiers fiom the data before making them public. 
Program evaluation. The assessment and improvement o f  anti-poverty programs 
i s  often hampered by the lack o f  internal systems to collect and analyze relevant 
data. This can b e  rectif ied by making evaluation modules a necessary part o f  any 
init iative that seeks public funds. Such a requirement would force more attention 
to  b e  paid, at the design stage, to  the need for collecting baseline, mid-program 
and end-of-program data as we l l  as encourage the alignment o f  funding choices 
more directly with program outcomes and effectiveness. 

0 
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Poverty Reduction Strategy for Egypt: A Schematic Summary 

Desired Strategic Orientation I Current Situation I Suggested Action Plan Ideas 
Pillar A: Increasing Current Earnings Through Growth and Employment 

Conduct macroeconomic and 
structural policies so as to 
increase private sector 
investment. Ensure low inflation, 
a competitive exchange rate, a 
l ow  tax burden on  the poor and 
an attractive environment for 
private sector development. 

Raise poverty-oriented 
investments for Upper Egypt. 
Increase share o f  public 
investments going to Upper 
Egypt; ensure that these are 
labor-intensive in nature so as to 
generate local employment, and 
that the investment planning and 
implementation process i s  

, sufficiently decentralized so that 
projects o f  direct importance to 
the poor are selected and carried I out. 

Ensure availability of critical 
inputs for micro and small 
businesses. Facilitate finance; 
channel information about 
market opportunities through 
local chambers o f  commerce; and 
catalyze subcontracting links with 
large firms. 

Reduce regulatory obstacles to 
starting, operating and 
dissolving small businesses. 
Facilitate registration o f  start-ups 
below a certain size, reduce 
inspection and other bureaucratic 
hurdles to operation, introduce 
simplified and reduced tax 
requirements, and reduce 
impediments to exit imposed by 
tax, labor and social insurance 
agencies. 

Greater scope for private sector 
led economic growth i s  an 
important objective o f  economic 
development strategy in Egypt. 
The adoption o f  a floating 
exchange rate system in 2003 has 
improved the outlook for 
employment and exports. At the 
same time, medium term growth 
prospects are adversely affected 
by a persistently rising fiscal 
deficit. 

Increasing the share o f  public 
investments in Upper Egypt i s  a 
goal o f  the existing economic 
development strategy and 
planning process. The  MISR 
program, though not meant 
exclusively for Upper Egypt, 
envisages a decentralized, 
beneficiary- driven, and poverty- 
targeted approach to the planning 
and delivery o f  selected public 
services. 

A large number o f  schemes exist 
to provide finance and training in 
business to micro and small 
fums. However, their impact on 
poverty i s  not known since 
systematic evaluation i s  not built 
into their design. 

Some promising initiatives, such 
as the Dakahlia Business Facility 
Center, have been undertaken 
with respect to facilitating 
registration. 

<educe the fiscal deficit so as to 
,educe chances o f  
nacroeconomic instability and 
k i n g  inflation in the medium 
un. 

Implement the MISR program in 
he initially chosen 58 poorest 
nunicipalities. 

Use MISR program design for al l  
:xisting schemes under which 
villages, markaz and cities get 
local infrastructure funds, 
including newly launched 
program to provide villages with 
1 mil l ion LE for microcredit 
projects. 

Commission an evaluation o f  the 
employment and poverty impact 
o f  a representative set o f  
microfinance and small enterprise 
development schemes. 

Replicate Dakahlia Business 
Facility Center style initiatives in 
other governorates while 
incorporating measures to 
facilitate operations and ex i t  in 
addition to registration. 



Support agricultural 
development. Focusing on  Upper 
Egypt, this involves the provision 
o f  agricultural extension services 
to encourage more of a shift 
towards non-traditional crops; 
the provision o f  credit facilities to 
smaller, poorer farmers through 
public sector credit advances or 
guarantees for private sector 
loans; and improvements in 
storage, transportation and market 
access. 

Public extension and credit 
services have been available in 
rural Egypt for several decades. 
What i s  required now i s  to ensure 
that they can be made more 
effective in responding to the 
needs o f  the rural poor, especially 
in Upper Egypt. This may 
require a revamping o f  
procedures, more decentralization 
o f  staff, and more flexibility in 
working with non-governmental 
groups to reach the poor. 

I 

Pillar B: Increasing Future Earnings Throug 

Combat adult illiteracy by using 
civ i l  society groups more actively 
and adding a parental education 
focus to literacy programs. 

Enhance access and reduce costs 
of education for the poor by 
offering conditional stipends for 
attendance, making more schools 
or classrooms available in 
underserved areas and adding free 
kindergarten facilities where 
appropriate. 

Improve quality of basic and 
secondary education for the 
poor, through improving teacher 
skills, instituting evaluation 
processes that better reflect 
teacher performance, and 
improving technology sk i l l s  o f  
both teachers and students. 

Several NGOs, as well as a 
Government agency, the General 
Authority for Literacy and Adult 
Education (GALAE), are 
engaged in a substantial illiteracy 
eradication campaign that has 
already achieved some success. 
The national adult illiteracy rate 
has been reduced from around 53 
percent in 1990 to arpund 45 
percent today. 

An ongoing initiative, the 
Education Enhancement Program 
(EEP), has boosted enrolment in 
poor areas, especially that o f  
girls, by building schools closer 
to areas where the poor live, 
providing modest stipends for 
school attendance and 
implementing campaigns to raise 
awareness among poor families 
o f  the benefits o f  female 
education. 

Various initiatives exist to 
improve school quality through 
reducing class sizes and multiple 
shifts, better training for teachers 
and school inspectors and an 
emphasis on evaluation over 
inspection. 

Using an existing publicly-funded 
microfinance facility, increase 
loans to support cultivation o f  
h i t s  and vegetables in selected 
districts o f  Upper Egypt. 

Commission feasibility study o f  
grading and storage facilities in 
selected districts o f  Upper Egypt 
where there i s  high potential for 
h i t  and vegetable cultivation. 

Implement measures to reduce 
the border tariffs for refrigerated 
trucks. 

Education 

GALAE should pi lot a project in 
a selected poor district o f  Upper 
Egypt in which the following 
elements are combined the 
project would target illiterate 
female heads o f  household, use 
local NGOs to identify 
participants, include a health and 
nutrition module, as well as an 
evaluation module to assess the 
effectiveness o f  the pilot. 

Replicate EEP access-enhancing 
approach in more locations. 

Add kindergarten classes to 
public schools and make these 
available to the poor free o f  
tuition charges. 

In selected governorates, 
implement a program to change 
school and teacher performance 
assessment system from an 
inspection basis (as currently 
done) to an evaluation basis and 
provide monetary rewards to high 
performing schools and teachers. 

Designate selected rural schools 
as technology pilots and provide 
sufficient budgets to equip them 
with telephone lines, computer 
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I I I equipment and software. Institute 

Improve data qualiiy and 
frequency in a cost effective 
manner. 

_ _  
monitoring mechanism to track 
job placements o f  graduates. 

A broad range o f  surveys i s  
presently carried out, covering 
farms, fums, and workers. The 
quality and timeliness o f  the 
surveys has not been assessed 
recently. 

Commission technical studies to 
examine: (a) the desirability and 
feasibility o f  more frequent 
surveys o f  households, workers 
and firms; (b) the usel lness o f  
organizing panel surveys; (c) the  

I I 

Pillar C: Protecting the Vulnerable Through Social Assistance 

to align safety net resource 
allocation with poverty status o f  
districts and governorates. 

Increase budget outlays for cash 
transfer programs and improve 
poverty targeting. 

Improve poverty-orientation of 
the Social Fund for 
Development (SFD) so as to 
better harness the considerable 
resources and outreach o f  th is  
agency for the purposes o f  
poverty reduction. 

Social safety net funds a r -  not 
currently distributed across 
governorates in a manner that 
reflects the number o f  poor 
residents. Ha l f  o f  MOSAI  
payments go to just 6 
governorates and these are not al l  
among the poorest. The baladi 
bread subsidy is universal in 
concept but i s  not equally 
enjoyed across al l  regions 
because o f  the pattern o f  bread 
distribution outlets. 

In 2001/02, M O S A I  programs 
covered less than 900,000 
families and provided each only 
around 47 LE per month. The 
implied coverage rate i s  low 
given that more than 2 mil l ion 
families were poor (in 2000). 
Also, substantial proportions o f  
the available resources go to the 
non-poor under existing schemes. 

The SFD disburses funds for 
micro-credit, small enterprise 
development, temporary 
employment in public works and 
selected infrastructure and social 
services projects. I t s  impact on  
poverty could b e  enhanced if 
there were a sharper poverty 
focus to i t s  activities, expressed 
in the choice and location o f  both 
projects and beneficiaries. 

Revise MOSAI funds allocation 
system to provide more social 
assistance funds to governorates 
and districts with higher numbers 
o f  poor. 

Expand number o f  baladi bread 
outlets in rural areas o f  Upper 
Egypt so that local residents are 
better able to partake o f  bread 
subsidy. 

In selected governorates, provide 
incremental social assistance 
funds to MOSAI  on  the condition 
that these h d s  will be 
distributed only to poor 
households with illiterate heads. 

Commission evaluation o f  the 
poverty impact o f  ongoing SFD 
programs. 

Implement a local area 
development approach to the use 
o f  SFD resources. Th is  would 
involve: pre-selecting poor 
regions and, within these, 
assessing the needs o f  poor 
households for public services; 
forming o f  community groups to 
identify and implement projects 
to meet these needs and 
establishing a system o f  
monitoring and evaluation. 

Pillar D: Poverty Monitoring and Program Evaluation I 
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The accessibility and volume o f  Make data easily available to 
facilitate robust analysis. The 
greater the number o f  analysts 
working on a given dataset, the 
better the chances for obtaining 
robust results o f  relevance for 
policy making. 

social and economic data has 
been improving. However, 
household and firm data are only 
available subject to case-by-case 
approval by relevant public 
authorities. 

I 

Institutionalize program 

for better comparison o f  

Existing safety net programs 

systems to check whether 

optimal sample sizes that should 
underpin such surveys; and (d) 
ways to improve data quality. 

Make available al l  publicly 
collected data in a conveniently 
accessible form without the need 
for case-by-case approval. 

Generate a detailed poverty map 
at the sub-governorate level so as 
to provide guidance as to where 
to focus and locate anti-poverty 
programs. 

Generate a detailed public 
expenditure map to show the 
level and sectoral distribution o f  
public spending at the sub- 
governorate level. 

Make evaluation modules a 
mandatory part o f  a l l  new 
initiatives that seek public funds. 
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Chapter 1 

Increasing Current Earnings Through Growth 

A. Poverty and Growth Patterns 

During the past two decades, Egypt has experienced significant improvements in 
socio-economic indicators. Among indicators that are especially important for the poor, 
infant mortality has declined while (gross) primary enrolment has increased during the 
last two decades (see Table 1.1). Other socio-economic indicators, such as the under-five 
mortality rate and the secondary school enrolment rate, show similar improvements. I t  i s  
worth noting that Egypt has improved faster in some respects than i ts  comparators. For 
example, in the case o f  infant mortality levels, Egypt started from a worse relative 
condition in 1980 but had moved to parity with the average lower middle income country 
and was better than the average MENA country in 2002. In the case o f  primary 
enrolment, Egypt has performed better than the average MENA country and has 
decreased i ts  gap with the average lower middle income country as well. 

Table 1.1 : Evolution of Health and Education Indicators, 1980-2002 
1980 1985 1990 1995 2000 2002 

Infant Mortality Rate 
E m t  
LMIC 
MENA 

Under-5 Mortality Rate 
E m t  
LMIC 
MENA 

Primary Gross Enrolment Ratio 
E m t  
LMIC 
MENA 

Secondary Gross Enrolment Ratio 
Egypt 
LMIC 
MENA 

118.0 
58.8 
93.6 

173.0 
79.4 
133.7 

73.14 
106.26 
86.61 

50.47 
51.44 
42.22 

NA 
NA 
NA 

NA 
N A  
NA 

85.36 
113.42 
91.92 

61.38 
49.36 

76.0 
41.7 
56.7 

104.0 
53.8 
77.1 

93.83 
114.69 
95.73 

76.22 
55.50 

56.0 
39.0 
52.3 

71.0 
48.6 
66.9 

99.83 
112.00 
95.35 

76.5 1 
66.63 

38.0 
34.3 
46.4 

45.0 
41.7 
56.4 

96.64 
112.41 
95.64 

85.34 
74.58 

33.0 
32.0 
43.7 

39.0 
39.5 
54.1 

97 
112 
96 

85 
75 

49.87 57.21 61.89 70.34 70 
Note: LMIC=Lower Middle Income Countries; MENA=Middle East and North Africa 
Source: World Development Indicators CD-Rom, April 2004. 

Monetary measures o f  poverty show a mixed picture. Data for the 1980-95 period 
suggest a deteriorating trend in income poverty but the levels cannot be ascertained with 
precision because o f  methodological differences in the various studies carried out to 
calculate poverty rates at different points in time. A more recent study, produced jointly 
by the World Bank and the Government o f  Egypt, shows an improving trend between 
1995/96 and 1999/2000 (World Bank, 2002a). According to this study, poverty in Egypt 
fe l l  from around 19.4 percent o f  the population in 1995/96 to 16.7 percent by 1999/2000. 
This decline was associated with an upsurge in economic growth over the relevant period, 
an observation that i s  consistent with intemational experience: cross-country statistical 



analysis suggests that a 1 percent r ise in average incomes typically leads to a 1 percent 
increase in the average income o f  the poor (Dollar and Kraay, 2000).4 In view o f  this 
relationship, the World BaxMGovernment o f  Egypt study noted that the slowdown in 
economic growth after 1999 could have an adverse impact on p ~ v e r t y . ~  

Regional growth and poverty patterns. A link between poverty and growth can 
also be detected at the regional level. The two regions (Lower and Metropolitan Egypt) 
that grew the fastest during 1995/96-1999/2000 also experienced the most rapid rates o f  
poverty reduction (see Table 1.2). By contrast, Upper Egypt grew the slowest and 
actually experienced an increase in poverty. 

Table 1.2: Regional Growth and Poverty Patterns, 1994/95-1999/2000 (percent) 
Region Per capita GDP Change in Poverty Change in 

annum in GDP 1999l2000 Incidence" 
Growth Rate per Regional Shares Incidence Poverty 

Metropolitan 11.0 4.4 5.06 -8.04 
Lower Egypt 7.2 0.5 10.3 1 -8.04 
upper E m t  2.8 -4.9 29.72 5.52 

* The change in poverty incidence is  for 1995/96 to 1999/2000. 
Source: Egypt Human Development Reports, 1996-2000 (INP) and CAPMAS-HIECS for 1995196 and 1999/2000. 

Total 6.8 16.74 -2.67 

Sectorul growth and regional poverty. The regional pattern o f  growth and 
poverty reduction during the late 1990s may also have been influenced by the sectoral 
sources o f  growth during this period. The data show that the industrial and services 
sectors contributed the most to overall growth during 1996-2000, with agriculture a 
distant third (see World Bank, 2002% p. 5). This suggests that the growth that occurred 
was more likely to have been concentrated in urban areas and Lower Egypt (where the 
bulk o f  Egypt's urban agglomerations are) than in rural areas and Upper Egypt. 

The broad policy implications o f  the foregoing are that economic growth i s  
important for poverty reduction and policies that sustain growth must remain at the heart 
o f  any poverty reduction strategy. However, regional variations in the growth-poverty 
link within Egypt suggest that the content o f  growth i s  o f  importance as well. T h i s  
observation i s  supported also by international evidence that shows much variation in the 
responsiveness o f  poverty to growth across countries and across regions within countries. 
T h i s  suggests that it i s  important to go deeper into the nature o f  the economic activities 
that link growth to poverty reduction in Egypt. This i s  attempted in the next section. 

, 

B. Poverty and Employment Characteristics 

The principal source o f  income o f  the poor i s  typically their labor, whether used 
in self-employment (such as operating one's own farm or shop) or in employment for 

The  poverty elasticity of growth depends also on  the measure of poverty that i s  used. Using headcount 
ratios based on PPP$ 1 per day poverty lines, Ravallion and Chen ( 1997) report an average elasticity of -3. 

A recent study (UNDP, 2003) shows an increase in poverty to 20.4 percent in 2001/02. T h e  statistical 
comparability o f  th is  estimate to previous ones has not yet been assessed. 
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wages (such as in farms or factories or government offices). Accordingly, i t i s  natural to 
look at various characteristics o f  the work status o f  individuals to get a sense o f  why they 
might be poor or not poor. Analysis of Egyptian household data (in World Bank, 2002a) 
shows that work characteristics that affect the probabil ity o f  being poor include 
employment status (wage earner, self-employed, etc.); sector o f  employment (public, 
private, etc.); and the nature o f  economic activity (agriculture, manufacturing, etc.). The 
link between poverty and each o f  these characteristics i s  br ief ly reviewed below. 

Poverty and employment status 

The ma in  distinguishing factor in the link between poverty and employment status 
i s  whether or not one i s  receiving compensation for one’s work. Unpaid workers are 
much more l i ke ly  to b e  poor than other categories such as self-employed and wage 
workers (see Figure 1. 1). This finding implies that poverty i s  l i ke ly  to  b e  reduced as 
work  status improves and people move from unpaid work to pa id  work. Typically, such 
a transformation occurs naturally in the process o f  economic growth. Broadly speaking, 
therefore, the po l i cy  implication o f  the above finding i s  consistent with what w e  have 
already noted from other evidence: poverty reduction in Egypt requires sustained 
economic growth and this should be  a top priority.6 

Source: World Bank, 2002a, Vol. II, Table A 3.12. 

Poverty and enterprise in urban areas. Disaggregation o f  the link between 
poverty and employment status provides a basis for  deriving some more specific po l i cy  
implications. Thus, whi le the chances of  being poor are roughly equal at the all-Egypt 
level among employment categories other than unpaid workers, an interesting variation 
arises when the relationship i s  viewed at the regional level. In this case, i t turns out that 
the category o f  workers who are self-employed and hiring others i s  the Zeast l i ke ly  to b e  
poor in the Metropoli tan areas o f  Egypt: the relevant probabil i ty here i s  as low as 1 

Poverty i s  also a function o f  such job  characteristics as informality and stability: those who have informal 
or unsteady jobs are much more l ikely to be poor than those with formal and steady jobs. These aspects are 
correlated and consistent with the characteristics that are discussed in th is  section and yield similar 
implications for policy. 
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percent. Indeed, this pattem i s  observed in a l l  urban areas (World Bank, 2002a, Vol. 11, 
Table A 3.12). 

The fact that urban entrepreneurship seems to be  associated with l o w  poverty 
hints at the importance o f  having assets or access to assets with which to set up micro and 
small enterprises (MSEs) and hire employees. Public pol icy can help by removing 
regulatory and other obstacles to the establishment and operation o f  such urban-based 
MSEs and possibly by providing some support with respect to  access to credit and 
technical and marketing expertise. However, the l im i ts  o f  such assistance should b e  
recognized. First, there i s  l i t t le evidence to  suggest that entrepreneurial activity i s  
necessarily superior to  wage work as a means to escape poverty in non-metropolitan 
Egypt (see Figure 1.1). Second, it m a y  b e  the proximity to  markets, infrastructure and 
high population densities that i s  the ma in  source o f  advantage for the metropolitan-based 
micro-entrepreneurs rather than benefits derived from inputs such as credit and 
marketing. 

Poverty and unemployment. The link between unemployment and poverty also 
calls for a nuanced interpretation. Contrary to what one might expect, the data show that 
being unemployed does not significantly increase the chances o f  being poor (see Figure 
1 .l) relative t o  being self-employed or working for wages. This i s  most l i ke ly  due to t w o  
reasons. One i s  that the poor cannot afford to b e  unemployed - they l i ve  so close to  the 
margins o f  subsistence that they have to find some work, o f  a temporary and casual sort if 
necessary, if they happen to  lose a formal sector permanent job. The other reason m a y  b e  
that a significant fraction o f  the unemployed are school and college  graduate^.^ These 
graduates m a y  b e  choosing to stay unemployed as they wait  for  public sector jobs which, 
though not necessarily well-paying, carry substantial non-pecuniary benefits such as job 
security and health insurance. Such jobs used to b e  guaranteed to graduates in Egypt 
once and, although this practice has been discontinued, the government st i l l  sometimes 
makes batch-hiring announcements. This m a y  encourage some to  wai t  until a fresh round 
o f  hiring is  undertaken by the government sector. O f  those who  wait, many come from 
non-poor families who can afford to support them through an extended period o f  “search 
unemployment .” 

At the same time, regional disaggregation shows that unemployment i s  an 
especially serious problem in Upper Egypt where poverty rates among the unemployed 
are as high as 31  percent in rural and 26 percent in urban areas. This suggests the need 
for a differentiated strategy towards unemployment, with an emphasis on i ts different 
causes in different regions and with the recognition that not a l l  who are unemployed are 
necessarily poorer than those who are employed. 

’ In 1998, the unemployment rate was as l ow  as 0.6 percent for illiterate males and as high as 14.2 percent 
for males with secondary education. (INP, EHDR, 1998/99). More recent data o f  comparable quality have 
not been found. 
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Poverty and sector of employment 

Are public sector jobs a sustainable solution? Data on the distribution o f  the poor 
among such sectors o f  employment as government, public, private, cooperative and other 
jobs show clearly that sector o f  employment matters: those with public enterprise and 
government jobs have a much lower chance o f  being poor than those in the private sector 
(see Figure 1.2). I t  does not, however, fol low that the key to reducing poverty i s  for the 
public sector (including government) to offer more jobs. In 1999/2000, the public sector 
provided employment for around 28 percent o f  the population (World Bank, 2002a, Vol. 
11; Table A 3.15). This i s  a substantial proportion, larger than is  found in most other 
comparable lower middle-income countries. I t  would be fiscally unsustainable for the 
public sector in Egypt to  provide employment for an even larger proportion o f  the 
population and workforce. Hence, public pol icy should focus instead on improving the 
ability o f  the private sector to provide more and better-paying jobs. This typically 
requires action on both the demand and the supply sides o f  the employment relationship. 
Private sector demand for workers rises in the process o f  economic growth and can be  
helped by policies that promote such growth and that make labor laws more flexible.* 
The supply o f  skills needed to  obtain better paying jobs can be increased through pol icy 
actions relating to the quantity and quality o f  education and training. More discussion i s  
provided on this aspect in a later chapter. 

Figure 1.2: Chance of  Being Poor by Sector of  Employment, 1999/2000 
I 
I 2 0 % G  

Private (incl. Agri.) Government Public 

Source: World Bank 2002a. Vol. II, Table A 3. I 6  

Work status, health and poverty. Health i s  an important determinant o f  one's 
ability to work consistently and productively, and thus o f  the remuneration one derives 
from work. Those who suffer f rom prolonged or frequent episodes o f  poor health are 
l ikely to lose days o f  work and potential income. Catastrophic illnesses, in particular, can 
plunge an individual or a family into poverty both because o f  the loss o f  income and the 
heavy expenses involved in treatment. Work status i s  linked to  health, and to poverty, 
through the entitlement to (partial) health insurance that i s  available for a l l  employees 

' A step towards making the Egyptian labor market more flexible was taken with the enactment o f  the new 
labor law in 2003. The provisions o f  this law are generally regarded as bringing about a better balance 
between the rights o f  workers and the legitimate needs o f  the private business community. 
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(and their families) in the government and public sectors, as well as in certain private 
companies. Those who are self-employed, or working in informal private sector 
enterprises, do not have employment-based health insurance coverage and must rely for 
support on public or private safety nets. A recent study by El-Zenaty and associates 
(2002) shows that 37 percent o f  Egyptian households from the lowest wealth quintile 
have no access to insurance, compared to 15 percent o f  the highest quintile. 

All Egypt 
25 

Poverty and nature of economic activity 

The economic activity in which one is involved matters a lot to one’s poverty 
status: with a poverty rate o f  22 percent, individuals engaged in agricultural activities are 
twice as likely to be poor than individuals deriving income from the manufacturing sector 
whose poverty rate i s  just over 11 percent and almost thrice as likely to be poor as those 
deriving income primarily from the service sector (see Figure 1.3 ). Another relevant 
consideration is that the bulk o f  the poor engage in agricultural activities. In 1999/2000, 
around 57 percent o f  the poor were engaged in agricultural activities as opposed ,to 12 
percent in services and only 8 percent in manufacturing activities (World Bank, 2002a, 
Vol. 11, Table A 3.27). These two facts strongly suggest that the road to poverty 
reduction in Egypt must go through the rural areas.g Having said this, i t  is  necessary to 
go deeper into the nature o f  the relationship between poverty and sources o f  income to 
get a more accurate picture o f  income dynamics in rural Egypt. 
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Source: World Bank, 20020. Vol. II, Table A.3.28 

Non-traditional crops and poverty. Within agriculture, those who are in a position 
to grow non-traditional crops (such as h i t s  and vegetables) are more likely to earn 
higher incomes than those who are confined to traditional crops only, all other things 
being equal. This i s  because nontraditional crops generate higher net revenues per unit 
land, ranging between 1000 and 3700 LE per feddan (approximately 0.42 acres) as 

The  importance of agriculture to employment i s  emphasized in a number of recent studies for Egypt (see 
Mellor and Gavian, 1999 and Gavian and Ender, 2002). 
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compared to between 50 and 2000 LE per feddun for traditional crops." However, the 
cultivation o f  non-traditional crops requires resources that poor farmers often lack. For 
example, h i t  production is  associated with long gestation periods (between initial 
investment and beginning o f  cash flow). T h i s  makes i t  infeasible for small farmers who 
lack savings and capital to move into horticulture." Instead, they are more likely to stick 
to traditional crops that can be harvested more than once a year and offer a quicker 
stream o f  income. One way around this inherent bias against smaller, poorer farmers i s  
for credit to be  made available to them to support a sh i f t  to non-traditional crops. Another 
possibility is  to facilitate the formation o f  cooperative ventures among smallholders to 
share the costs and risks o f  non-traditional crop agriculture. Such cooperative schemes, 
sponsored by non-governmental organizations such as the Coptic Evangelical 
Organization o f  Social Services (CEOSS), are being piloted in some parts o f  Egypt (e.g. 
Menia). 

Importance of non-farm income. Even when a household i s  primarily engaged in 
agriculture, i t does not necessarily follow that i t derives the bulk o f  i t s  income from farm 
activities. Rural residents are known to be active in many non-farm activities as well. 
Among income sources, non-farm categories such as wages and salaries (derived from 
government and private jobs) and non-agricultural projects (retail trade, handicraft sales 
and so on) are also significant. Table 1.3 provides a snapshot o f  the relative importance 
o f  various sources o f  income in rural Egypt in both 1995/96 and 1999/2000. I t  shows 
that poor households (lowest quintile) in rural Upper Egypt, for instance, derived around 
31 percent o f  their incomes from paid employment and entrepreneurial activities in 
1995/1996 and as much as 39 percent in 1999/2000.'2 

Micro enterprises in rural areas. The fact that as much as 11 percent o f  rural 
income comes from non-agricultural projects (see Table 1.3) suggests that i t would be 
useful to undertake a focused investigation o f  the dynamics o f  rural enterprises which are 
the main source o f  such income. A recent report (Gavian and Ender, 2002) provides 
some relevant information. Based on a special survey o f  rural enterprises in three 
governorates (Assiut, Behera and Sharkia) in 2001/2002, this report finds that rural 
enterprises are mostly micro in nature, having between 1 and 2 workers for the most part 
and that around 58 percent o f  such enterprises are home-based. Sales are made largely to 
local customers, mostly fm families from the village. In other words, the income from 
rural non-farm entrepreneurial work depends largely on how the agricultural economy i s  

lo These prices are for Lower Egypt and apply to cucumbers and tomatoes, among nontraditional crops, and 
barley and cotton, among traditional crops. For details, see Moursi, 2004. '' In 1990, 50 percent o f  total acreage under h i t s  in Egypt belonged to holders o f  20 feddun and above 
while only 3 percent belonged to small farmers with less than 1 feddun (Hefnawy, 2001). 

Using data f i om 1997, Adams (1999) shows that non-farm income i s  an inequality-reducing source o f  
income in rural Egypt because extreme land scarcity pushes poorer households to derive the bulk o f  their 
incomes f i om non-farm activities. By contrast, farm income increases are found to be inequality 
enhancing. However, a more recent paper by Ali (2003) based on  data f iom 1999/ 2000 f ids al l  major 
sources o f  rural income, including agricultural activities, to be inequality-reducing in both Upper and 
Lower Egypt. This suggests that promoting both agricultural and non-agricultural activities would improve 
income distribution. 
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Wages 
and 

Salaries 

Note: (1) Income from agricultural activities includes all income from crop cultivation, livestock, agricultural wages, 
rent from agricultural land as well as from agricultural machinery; (2)  Wages and saltrries represent all cash and in- 
kind wages (accommodation, health care) including overtime and extra wages; (3) Non-agricultural projects are 
projects in trade, industry, and services. (4) Income from realproperty i s  rent o f  houses and non-residential buildings, 
non-agricultural land, imputed rent of owned houses, ( 5 )  Income from financial assets are retums o f  bonds, shares, 
bank deposits and other financial property; (6) Other sources of income include principally pensions, remittances and 
other transfers received. 
S0urce:HIECS. 

N o n  Income 
Agricultural Agricultural f rom Financial Total 

Projects Projects properties Assets Transfers Income 
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doing at any given time. This suggests that rural poverty is best approached holistically, 
as an issue pertaining to the rural economy as a whole and not deriving from just farm or 
non-farm sources. The study also finds that rural enterprises are more likely to increase 
in-house labor (own and family) than to hire from outside if the demand for their outputs 
increases. This suggests that while rural enterprises can increase household income, they 
should not be looked upon as a major vehicle for employment expansion. 

C. The Special Case of  Rural Upper Egypt 

Rural Upper Egypt i s  a special case in three respects. First, at 34.2 percent poor, 
i t  had the highest rates o f  poverty in Egypt in 1999/2000. Second, it contributed the 
highest number o f  poor (5.8 million) to the total (10.7 million); this was more than half 
the total number o f  poor. Third, while poverty fe l l  in other regions o f  Egypt between 
1995’96 and 1999/2000, it rose in rural Upper Egypt (as well as in urban Upper Egypt, 
for that matter). These findings beg the obvious questions: why i s  poverty highest in 
rural Upper Egypt and why did it rise in the latter half o f  the 1990s? 

Why i s  poverty highest in rural Upper Egypt? 

Income can be thought o f  as being determined by four groups o f  variables: 
demography, education, employment and location. In a mechanical sense at least, rural 
Upper Egypt i s  the poorest region in the country because it has the “worst” scores in each 
o f  these areas. A few examples might suffice to explain this assertion. In 1999/2000, 
rural Upper Egypt had: 

In terms o f  demography, the highest proportion o f  dependents (children less than 
14 years o f  age in relation to working age adults) 
In terms o f  education, the highest proportion o f  illiterates and the lowest 
proportion o f  university graduates 
In terms o f  employment characteristics, the highest proportion o f  unpaid workers, 
the lowest proportion o f  workers with government and public sector jobs, and the 
highest proportion o f  population in agriculture. 
In terms o f  location, the highest proportion o f  people whose main means o f  
transport i s  by foot and the lowest proportion o f  people with access to an indoor 
source o f  drinking water 

. 

. 

. 

. 
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Figure 1.4: Poverty Characteristics in Rural Upper Egypt and in All Egypt 
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Why i s  rural poverty higher in Upper Egypt than in Lower Egypt? 

The higher poverty o f  rural Upper Egypt may  be related in part to  the nature o f  i ts 
main economic activity, namely, agriculture. Almost two thirds o f  the population o f  
Upper Egypt is engaged in agriculture. Furthermore, the poverty rate in rural Upper 
Egypt was 34 percent in 1999/2000, much higher than the 1 1.8 percent observed in rural 
Lower Egypt. What accounts for this difference? 

Differences in farm incomes 

Table 1.4 displays percentage area shares o f  selected traditional and non- 
traditional crops in Lower and in Upper Egypt and their relative contribution to  net 
revenue in both regions. The table clearly reveals the dominance o f  traditional crops in 
Upper Egypt. These represent almost 94 percent o f  the cropped area in that region and 
contribute almost 88 percent o f  net revenues. In Lower Egypt, non-traditional crops are 
dominant in revenue shares although cropping patterns are more balanced. The role o f  
fruits and vegetables is especially noteworthy. These are high-value items contributing a 
larger proportion o f  revenues in both regions than their share in cropped area. If it were 
possible for Upper Egypt farmers to increase the acreage devoted to  fruits and vegetables, 
they could clearly improve their revenues. 

What factors determine the extent to  which farmers in Upper Egypt can grow and 
sell non-traditional crops? The availability o f  transport and storage facilities i s  clearly an 
important consideration. Fruits and vegetables easily perish. Transportation and storage 
problems for perishable products increase with distance between production and 
consumption centers. The major consumers o f  fruits and vegetables are the more urban, 
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more populous areas o f  Lower  Egypt, especially major cities l i ke  Cairo and Alexandria. 
Lacking good storage facilities and reliable, cost-effective transport to  ports and 
metropolitan centers, farmers in Upper Egypt are understandably reluctant to invest in the 
production o f  fruits and vegetables. 

Area (%) Net Revenue (%) 
Lower Upper 

Traditional Crops 

Oil 
Total 

Fodder 
Non  Fodder 

Total 
Non-Traditional Crops 

Fruits 
Vegetables 
Aromatic and Medical 

2.42 0.80 1.85 0.43 
42.46 5.86 60.28 12.11 

1 1.23 17.57 
46.23 76.25 
57.46 93.81 

Region 

Lower 
Upper 

33.31 1.63 
6.70 1.87 
0.04 1.57 

Land holdings in Feddan 
<1 1 to <3 3 to <5 Y 

27.09 30.70 14.32 27.89 
47.22 35.05 9.62 8.11 

Lower Upper 

7.15 13.13 
32.5 1 74.59 
39.67 87.71 

42.02 5.17 
16.37 5.47 
0.04 1.03 

Another reason could be  the inabi l i ty o f  farmers in Upper Egypt to finance the 
higher costs and greater risks o f  growing non-traditional crops. As already mentioned, 
fruit crops typically have a longer gestation period than traditional grains and require 
farmers to carry production costs for several years before deriving revenues from sales. 
Crop failures can b e  especially devastating since cumulatively larger investments are at 
risk. Farmers in Upper Egypt are poorer on average than those in Lower  Egypt and are 
less l ikely to b e  able to carry such costs or risks. The relatively greater poverty o f  rural 
Upper Egypt i s  shown clearly by the H IECS data. In addition, surveys o f  farm holdings 
show that small-scale farms are more pervasive there. For  example, Table 1.5 shows that 
82 percent o f  holdings in Upper Egypt are less than three feddun in area compared to 58 
percent in Lower  Egypt. The predominance o f  micro landholdings in Upper Egypt offers 
another explanation for the preference there for the low r isMlow reward prof i le o f  
traditional agriculture over the higher r iskhigher reward prof i le o f  non-traditional crops. 

If farmers in Upper Egypt had good access to capital, they might b e  able to  cope 
with the higher costs o f  growing non-traditional crops. Unfortunately, capital markets in 
Egypt appear to be  sharply segmented by region. Farmers in Upper Egypt face an 
effective unit price for  capital that i s  more than twice as high as that prevai l ing in Lower  
Egypt (see Table 1.6). A s  a result, capital i s  used more sparingly per  unit land: Lower  
Egypt farmers apply 13.6 capital hours perfeddun whi le Upper Egypt farmers use only 



9.8 hours o f  capital services perfeddan. Furthermore, when cropped area i s  weighted to 
take into consideration intra-regional differences in land quality, capital intensity per 
feddan in Lower Egypt becomes three times higher in relation to Upper Egypt. 

Price (LE) Quantity per Feddan 
Area I Weighted Area 

Capital (hours) 
Labor (days) 
Animals (days) 
Material (units) 
Land (feddan) 
Output, inc. byproduct, (units) 
Output (units) 

Lower Upper 
11.10 24.14 
9.95 8.25 
10.50 8.77 
26.67 18.94 
61.95 67.81 
525.38 212.66 
537.54 222.22 

Yet another reason why farmers in Upper Egypt do not engage to a greater extent 
in the production o f  non-traditional crops may be the lack o f  adequate extension services. 
We do not have enough information on the special extension needs o f  Upper Egypt in 
this regard and the extent to which they are currently met. This would be a worthwhile 
area for &rther investigation. 

Lower Upper 
13.61 9.82 
27.58 41.26 
0.96 3.87 
11.98 16.03 

3.48 10.68 
3.32 9.69 

... ... 

D. Enhancing Income Generating Opportunities 

Lower Upper 
30.04 10.58 
60.84 44.47 
2.11 4.17 
26.44 17.28 

7.68 11.51 
7.32 10.44 

... ... 

The above discussion suggests that the pillar o f  the poverty reduction strategy that 
i s  concerned with increasing current incomes should focus on policies that support 
growth in general, that improve the poverty-reduction content o f  growth, and that 
enhance growth in Upper Egypt in particular. Broadly speaking, actions are called for on 
three fronts: (1) creating a sound overall macro economic environment for economic 
growth and the expansion o f  employment; (2) creating the appropriate environment for 
the private business sector to thrive and, in particular, for small businesses to flourish; 
and (3) improving agricultural productivity and generating opportunities for rural 
Egyptians to earn off-farm incomes. 

Macroeconomic policies for  pro-poor growth 

There i s  a wide range o f  macroeconomic policies that may be considered 
necessary to sustain economic growth. However, our interest in th i s  report i s  on the 
subset o f  these that is o f  most relevance to the poor. The literature suggests that th is 
subset should include policies that help achieve low inflation, a competitive exchange 
rate and a low tax burden for the poor. In addition, there i s  a case for channeling public 
spending to Upper Egypt in order to deal with the special concentration o f  poverty there. 
These particular objectives are discussed below. 

0 Low inflation. High inflation hurts the poor directly by escalating the prices o f  
essential commodities such as food and shelter. I t  can also hurt the poor 
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indirectly if it reduces investment and employment opportunities. l3 Economic 
management in Egypt has historically been conservative and has avoided the 
episodes o f  severe inflation that have been seen elsewhere (e.g. in Latin America 
and Turkey). A conservative macroeconomic orientation, with regard to both 
monetary pol icy and the fiscal deficit, remains appropriate for the hture. 
Competitive exchange rate. For most developing countries with large labor 
forces, a competitive exchange rate i s  expected to reduce poverty in two main 
ways: by raising overall growth rates through more efficient allocation o f  
resources and by enabling expansion o f  labor-intensive sectors where the 
unskilled poor can find more remunerative employment. Both o f  these channels 
are l ikely to be  important for Egypt given the size and skill-base o f  i t s  labor force. 
However, in the short run, the impact o f  depreciation may not be beneficial for the 
poor if it increases the prices o f  food and other essential commodities. In Egypt, 
food i s  a major import whose price i s  affected by depreciation. Thus, while a 
competitive exchange rate may be an optimal medium run goal, sudden and sharp 
depreciation episodes should be avoided so as to  prevent large increases in food 
prices. 
Increasing poverty-oriented investments for Upper Egypt. Increasing the share o f  
public investments going to Upper Egypt i s  already a goal o f  Egypt’s 
development strategy and planning process. For example, between 1998 and 
2002, Upper Egypt’s share of  public investment rose from 26 percent to 32 
percent. What i s  needed now i s  to ensure that public investments made in Upper 
Egypt are labor-intensive in nature so as to  generate local employment and the 
investment planning and implementation process i s  sufficiently decentralized so 
that projects o f  direct importance to the poor are selected and carried out. Such an 
approach underpins the newly launched Municipal Initiatives for Strategic 
Recovery (MISR) program among whose distinctive characteristics are the 
targeting o f  poor municipalities, the proposed use o f  village and markaz level 
local governments to plan and implement projects o f  highest local priority, and 
considerable flexibility with regard to involving NGOs, community organizations 
and private sector contractors. While not exclusively targeted to Upper Egypt, the 
M I S R  program provides a promising approach to local area development that 
would be appropriate for a broad class o f  public investments in Upper Egypt. 

0 

14 

Promoting Micro  and Small Enterprises 

There i s  a wide range o f  policies that can be considered necessary to provide a 
sound enabling environment for the private sector, just as is the case with macroeconomic 

l3 Note that the erosion o f  financial savings i s  not l ikely to be an important source o f  loss for the poor 
because they have virtually no  savings. Income from financial assets, such as bank savings accounts, 
accounted for only 0.04 percent of the income o f  the poor in 1999-2000 (HIECS, 2000). 
l4 Between January and December 2003 the Egyptian pound depreciated by around 35 percent. T h i s  led to 
a sharp run-up in food prices, only partially offset by increases in government food subsidies. However, 
signs o f  an increase in exports and growth have also emerged, suggesting that the longer-term positive 
impact o f  depreciation i s  also beginning to manifest itself. 
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p01icies.l~ However, our present objective i s  that o f  focusing attention on a subset o f  
policies that are o f  direct relevance to  the poor. Hence, whi le recognizing the importance 
o f  implementing a l l  those policies that are l ikely to improve the business climate for a l l  
investors regardless o f  size, in this section w e  emphasize those policies that are l ikely to  
be  instrumental in promoting the growth o f  micro and small businesses in particular.16 

The promotion o f  small and medium enterprises (SMEs) i s  an ongoing 
government priority. In recent years, support measures have included : (a) the 
implementation o f  a loan program funded at about 200 million LE.; (b) the establishment 
o f  Business Development Service Centers to help with marketing, promotion and e- 
commerce; (c) the creation o f  a special unit at the General Authority for Export and 
Import Control offering information and rapid solutions to problems facing small 
exporters and (d) the decision to channel 10% o f  govemment procurement to SMEs. 
Support i s  also provided under the auspices o f  the Social Fund for Development (SFD) 
and selected micro-credit  program^.'^ SFD programs, especially what was originally 
known as the Enterprise Development Program (EDP), constitute the most sustained and 
financially significant efforts to promote S M E s  in Egypt. The challenge now i s  to  
improve existing programs in such as way as to  maximize the positive employment and 
income impact on the poor. In order to do this, i t i s  necessary to find out wh ich  specific 
support measures have the greatest beneficial impact o n  the poor. Unfortunately, this i s  
dif f icult  to assess with presently available information since most existing support 
schemes do not  have adequate monitoring and evaluation mechanisms. Putting in place 
such mechanisms should be  considered a matter o f  high priority. 

In the meantime, further action can be taken on the basis o f  what i s  known k o m  
informed opinion and occasional surveys. This suggests two areas o f  high potential. The 
first relates to  the provision o f  finance and other inputs to micro-enterprises. The other 
relates to the regulatory treatment o f  small firms.I8 

l5 Prerequisites for improving the investment climate for large businesses in Egypt include the following 
measures: resolving complex and lengthy procedures o f  tax administration; improving customs 
administration and streamlining the drawback and temporary admissions schemes; reducing the high rate of 
corporate taxation; reducing the multiplicity and rates o f  indirect taxation and other governmental levies 
and charges; simplifying dispute settlement mechanisms and speeding up judiciary procedures; and 
enhancing the level o f  vocational training and developing technical skills. 
l6 There i s  an efficiency justification for focusing on micro and small businesses as well. T h i s  i s  based on 
the fact that some socially profitable investment opportunities may not be exploited because a large 
segment o f  the population may lack access to credit. Such opportunities are not restricted to  business; they 
apply as well in the case o f  investments in education and health. For more on  th is  point and on  the general 
importance o f  distributional considerations for growth, see Bourguignon (2004). 
” I t  is useful to distinguish between finance offered to business projects as opposed to home-based income- 
enhancing activities. The former type o f  assistance i s  aimed at generating growth and employment while 
the latter is more in the nature o f  welfare assistance aimed at ensuring survival. Our focus in th is  section i s  
on  the former. For a useful review o f  S M E  and microcredit support programs in Egypt, see Assaad and 
Rouchdy (1999). ’* The suggestions made in th is  section are in part drawn from earlier assessments o f  the small and medium 
enterprise sector in Egypt. A useful reference i s  Ministry o f  Economy and Foreign Trade, 2001. 
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Ensuring availability of appropriate inputs and infrastructure. Examples include: 
0 Facil itating supply o f  credit (at market terms) to micro and small f irms with 

minimum requirements for collateral, in conjunction with managerial and 
marketing advice, and through a variety o f  microfinance institutions (NGOs, 
commercial banks and government-sponsored schemes). There exist many 
examples of good practice in microfinance within Egypt that can be  more broadly 
emulated (see Box 1.1 , Assaad and Rouchdy, 1999, and Iqbal  and Riad, 2004b). 
Disseminating information about market opportunities through working with local 
chambers o f  commerce to provide small businesses and farmers access to market 
prices in major Egyptian markets; facilitating linkages between small and large 
f irms to supply inputs and poo l  marketing resources (in outsourcing and 
subcontracting arrangements, for example); and identi fying local small-scale 
industry options to supply larger corporations or local needs. 
Devoting public investment to ensure that small or  isolated markets, in rural areas 
or in urban Upper Egypt, are better connected to  larger markets. Improvements in 
local infrastructure, primarily roads and electricity, are being sought through a 
recent program launched in 2002 under wh ich  around 1.2 b i l l i on  LE i s  being 
provided each year to  a l l  villages, marakaz and cities. The impact o f  this “fast- 
track” program i s  not known as yet. 
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Box 1.1 : The  Alexandria Businessmen Association SmalVMicro Enterprise Project 

The  Alexandna Businessmen Association Small and Mic ro  Enterprise Project (ABNSME) was launched in 
1990 to finance the activities o f  small and micro enterprises unable to access the formal banking system. I t s  
operating principles are straightforward. It provides credit at market interest rates (currently 16%) plus a 2% 
service charge to cover operating costs. I t  supports existing micro and small enterprises (between 1 and 15 
workers) and does not finance start-ups. The Project has grown considerably since i t s  inception and i s  generally 
regarded as one o f  Egypt’s most successful microfinance operations. By the end o f  2003, it had provided loans 
to 116 thousand firms o f  which 43 thousand are currently indebted. The number o f  loans provided exceeds 330 
thousand amounting to L.E. 732 million. The Project i s  active in 5 governorates and operates through 28 
branches. 

The  Project uses loans as a tool for formalization o f  informal enterprises by requiring the following documents 
according to loan size: for example, in case o f  micro loans up to L.E.3000, personal or family identity card and a 
contract for rent or ownership of firm location are only required; for loan size o f  L.E. 5000 and above the 
borrower has to provide evidence o f  membership to social insurance; for loans o f  L.E.15 thousand and above, 
financial and tax statements have to be provided. 

The Project has established the Alexandria Small Business Center (ASBC) as a technical support facility aimed 
at upgrading the managerial and t e c h c a l  sk i l l s  o f  borrowers, assisting them in improving production 
technology, in marketing activities and in solving technical and administrative problems. These objectives are 
achieved through four types o f  services: training, marketing, library and technical assistance. These services are 
provided against fees. In addition, the Project has developed a Management Information System (the Loan 
Tracker) based on  computer software, which i s  being sold to other lending agencies after modification to meet 
country-or institution-specific requirements. Th is  represents an additional source o f  financing for the Project. 

The Project h a s  further developed two additional programs to help the poorest o f  the poor. 

Blossoms of Micro Enterprise Program. Launched in 1999, this program aims at extending credit to the 
poorest o f  the poor. I t  focuses on  female heads o f  households. I t  has a “solidarity group” approach to extending 
loans. Each group consisting o f  5 members f rom the same neighborhood guarantees one another for timely 
repayment o f  the loan. The loan size varies between L.E.lOO to 500 to be repaid weekly over a period o f  10 to 
40 weeks. The program, up to the end o f  2003, has extended loans to 31500 female beneficiaries with a 
repayment rate o f  100 percent despite charging market interest rates. The program has important social impacts 
as it provides a package o f  non-financial services. A monthly meeting i s  held bringing together 3 to 5 groups (15 
to 25 persons) o f  beneficiaries from the same neighborhood for training and awareness raising purposes. T h e  
areas addressed include: family hygiene, prevention o f  pollution, solid waste handling, f i rs t  aid, and illiteracy 
eradication. Beneficiaries may graduate f i om this program to the A B N S M E  project and contract loans, ranging 
from L.E.1000 to 25000, on  an individual basis. 

Towards Self-Employment Program (TSEP). Started in 2000, this program targets the most vulnerable groups, 
particularly women and unemployed youth. It i s  designed to  “help the poor help themselves” and i s  funded by 
the Zakat Committee o f  ABA. TSEP is not a credit program. It provides seed capital o f  L.E.200 as a grant to the 
very poor to start a business. I t  i s  managed by A B N S M E  staff. Beneficiaries o f  the A B N S M E  Project help to 
monitor those who have obtained these grants. The only requirement from these grantees is  that they work ai 
least 8 hours per day during 3 months and that they are serious about continuing and expanding their activity. 
Th is  program appeared to have a sustainable impact as 74 percent of i t s  beneficiaries could move to benefit from 
the Blossoms of Micro Enterprise Program and potentially f rom A B N S M E  Project. 

Source: ABA website: www. aha-sine. com, ABAISME Project brochure and discussion with ABAISME Managing Director. 



Simplijjing regulations for the incorporation of enterprises. Currently, Egypt 
has registration requirements that involve some 13 distinct steps, take on average around 
52 days to complete, and cost almost 80 percent o f  per capita GNP in terms o f  out-of- 
pocket and t ime expenses (see Figure 1.5). Indeed, Egypt ranks in the top 25 percent o f  
countries in terms o f  cost o f  registration.” Such expenses can pose a significant barrier 
to small entrepreneurs. Fortunately, Egypt has already experimented successfully with 
streamlined “one-stop shop” type business set-up measures (see Box 1.2). As a result, 

Figure 1.5: Time and Costs of Registration Procedures in Egypt 
Egypt, Arab Rep. 
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Source: World Bank ”Doing Business‘’ website, at hftu://rru. worldbank. orail)oin,dusincss/ 

there exists information about the manner in wh ich  certain bureaucratic requirements can 
be  rationalized and simpler procedures introduced. The extension o f  such streamlined 
facilities to more governorates i s  underway and i s  clearly a step in the right direction. In 
this connection, it i s  important to  note recent legal initiatives, in the form o f  amendments 
to the Investment Law, that are also aimed substantially at streamlining registration 
processes and consolidating various investment clearance procedures under one agency, 
the General Authority for Investment and Free Zones (GAFI). 

l9  The above information is  taken from a database entitled Doing Business that has been compiled by the 
World Bank for a large sample of countries. For Egypt, complementary information for micro-enterprises 
i s  also available. For example, Gala1 (2004) reports f rom local case studies that “the incorporation o f  a 
single-person business could take up to 91 steps, dealing wi th 43 entities and 232 days.” 
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Simpiijjing procedures for small firms to exit. In addition to  costly procedures 
for entry, businesses also face a lengthy process for exit in case o f  business failure.20 In 
particular, it i s  dif f icult  to  acquire the necessary legal and regulatory clearances from the 
tax, labor and social insurance agencies that would enable a failed entrepreneur to  close 
down  one business and start another. This i s  also an area where procedures need to  b e  
streamlined, especially for  small firms, a category in which  the failure rate i s  naturally 
high and for wh ich  the abi l i ty to leave a failed business and try again i s  critical. 
Fortunately, some progress has been made recently through a new labor l aw  that makes 
the process o f  hiring and firing labor more f lexible and responsive to  business conditions. 
But additional measures are also needed, especially with regard to bureaucratic 
impediments to getting clearances from tax and social insurance agencies. The scope for 
public po l i cy  changes in this area should be  carefully examined. Furthermore, 
consideration should b e  given to  rationalizing entry, operation and exit impediments as a 
package so as to  maximize the beneficial impact o n  micro and small enterprise. 

Box 1.2: Dakahlia Governorate Business Facility Center (BFC) 

The idea behind the Mansura BFC in Dakahlia Governorate was to cut registration time for small 
businesses by locating in one place most o f  the government agencies involved in the business registration 
process, thus creating a one-stop shop. These agencies include: local government, industrial security, 
social insurance, agriculture, environment, supplies and internal trade, and health. The BFC has been 
extremely successful in achieving i t s  main objective and has progressively cut registration time to 16 
days, a huge improvement over the alternative registration processes s t i l l  in place in other governorates 
and cities. These reductions have resulted from streamlining o f  various registration steps, simultaneous 
implementation o f  many steps, and elimination o f  walk-around time involved in visiting different 
authorizing agencies previously located in different parts o f  the city or in different cities altogether. 

The BFC operates on a cost recovery basis. Each beneficiary pays L.E.75 in return for the services 
provided. The sum thus obtained are used to meet the operating costs o f  the Center (40 percent) and to 
pay incentives to the employees (30 percent) and to other government agencies involved (30 percent). 

The success o f  the Mansura facility has encouraged the extension o f  BFC procedures to more localities in 
Dakahlia governorate. So far, the Center in Mansura extended i t s  operations to cover Talkha, in addition 
to the establishment o f  three branches in Aga, Senbelawen and Belkas in 2001 and o f  three branches in 
Meet Ghamr, Sherbin and Dekerness in 2002. The creation o f  three new branches i s  currently under 
study. 

Source: Badrawi, M., A Report on the Business Facility Center in Dakahlia; Hussein, M., Facilitating 
Organizational Procedures for Small and Medium Enterprises: the Model of a One-Stop Shop, Ministry of Foreign 
Trade and discussion with Mr.  Gama1 Mussalem. Manager of BFC. 

2o Gala1 (2004) reports from fieldwork that “bankruptcy procedures could take up to 53 steps, dealing with 
41 entities and 635 days, costing entrepreneurs about LE9000 in cash and LE19000 in opportunity cost.” 
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Supporting agricultural development 

Agricultural incomes are constrained, especially in Upper Egypt, by land, 
information and capital constraints as we l l  as by inadequate transportation and storage 
facilities. Relaxing these constraints through public policies and investments should b e  
given high priority in an anti-poverty strategy. 

Providing targeted agricultural extension services. Farmers in Upper Egypt are 
less l i ke ly  to grow non-traditional crops and to use inputs such as fertilizers, pesticides, 
and high yielding varieties o f  seeds. Since th is  m a y  partly be due to a lack o f  information 
about h o w  to  grow such crops and use such inputs in optimal combinations in the agro- 
climatic conditions o f  different parts o f  Upper Egypt, it fol lows that a targeted program 
o f  extension services could help. Agricultural extension has been practiced for decades in 
Egypt but has been more effective in some regions than in others. International 
experience suggests that among k e y  challenges faced by agricultural extension services 
are fiscal constraints, knowledge gaps and accountability failures. Fiscal constraints refer 
to  inadequate budgets to accomplish tasks at hand. Knowledge gaps refer to the lack o f  
information about the determinants o f  agricultural productivity in specific agro-climatic 
settings and m a y  arise fi-om inadequate interaction with local sources o f  knowledge. 
Accountabil ity failures refer to the possible lack o f  incentives for extension agents to 
serve specific rural communities and the lack o f  mechanisms available for the intended 
beneficiaries (say, poor farmers) to specify their knowledge needs and ensure that 
extension agents will respond appropriately.21 The approaches that are being t i e d  
around the world to  meet these challenges include efforts at decentralizing extension 
services to the local level, using participatory approaches to diagnose extension needs, 
employing mass media more effectively, and experimenting with fee-for-service 
arrangements.22 Such challenges and responses will have to b e  reviewed carefully in the 
Egyptian context to develop an appropriate extension strategy for Upper Egypt tailored to 
the needs o f  smaller, poorer farmers.23 Box 1.3 provides an example o f  the assistance 
provided to  poor farmers by CEOSS, a prominent Egyptian NGO, in the use o f  fertilizers 
and the management o f  livestock and kitchen wastes. 

Relieving capital constraints. Capital i s  more than twice as expensive in Upper 
Egypt than in Lower  Egypt (see Table 1.6). Such a wide disparity across the two regions 
suggests that there are l ikely to b e  large gains from improving financial intermediation in 
Upper Egypt. One way  to do th is  i s  to provide credit to a larger number and broader 

21 A recent review o f  the factors that affect the performance o f  rural extension services, and o f  the 
effectiveness o f  such innovations as decentralized authority, fee for service, and participatory approaches , 
i s  provided in Anderson and Feder (2003). 
22 I t  i s  increasingly recognized that poor farmers may be willing to pay for services that improve their 
income prospects and that fee for service may provide a viable accountability mechanism for agricultural 
extension services. For one study o f  the cost and performance o f  paid agricultural extension services , see 
Keynan and Dinar (1 998). 

World Bank (2001, pp. 29-37) includes an assessment o f  the quality o f  agricultural extension services in 
cotton and horticulture in Egypt. One (of  many) promising lines o f  investigation suggested i s  that o f  
developing short-cycle varieties o f  cotton that can b e  integrated into a financially more attractive rice- 
wheat-cotton rotation to replace the traditional berseem-cotton rotation. 
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range o f  farmers in Upper Egypt through existing public sector banks. Another i s  to 
develop guarantee arrangements to achieve the same through private sector banks. Egypt 
has a means for doing this through the Principal Bank for Development and Agricultural 
Credit (PBDAC). The challenge is to  determine how best to  use the PBDAC to meet the 
needs o f  Upper Egypt. Towards this end, i t  may be necessary to pay attention to both the 
overall pol icy environment (relating to  inflation and interest rates, for example) and to 
organizational aspects and lending practices o f  the PBDAC. 

Box 1.3: CEOSS Agro-Environmental Pilot Project 

An important aspect o f  the Agro-Environmental Pilot Project o f  the Coptic Evangelical Organization o f  Social 
Services (CEOSS) i s  i t s  focus on  environmentally appropriate and privately profitable use o f  modern inputs in 
poor agricultural communities. T h i s  project started with a participatory rural appraisal o f  the problems and 
needs o f  two poor and isolated villages in Menya. Two major problems were identified, the excessive use of 
chemical fertilizers and the absence o f  a system for collecting household, land and animal wastes. These were 
leading to reduced soil fertility, an increase in the percentage o f  abandoned land and the spread o f  disease. 
Once the problem areas were identified, a participatory approach was also adopted to develop solutions. Three 
farmers’ groups and six women’s groups from the two rural communities were selected to help devise and 
communicate solutions. 

CEOSS helped the farmer groups tackle the fertilizer use problem by arranging for local soil analysis by a soil 
fer t i l i ty  expert from Cairo and by facilitating experiments suggested by the farmer groups themselves using 
different combinations o f  natural and artificial fertilizers. These local level experiments were successful in 
isolating combinations that maintained yields while reducing costs. T h e  participatory process employed to 
identify the problem and devise a solution helped in building a sense o f  ownership within the community as 
well as an appreciation o f  teamwork. Accordingly, communicating the results and getting widespread 
compliance with the suggested fertilizer combinations has proved to be quite easy. 

CEOSS also helped the women’s groups in developing a new animal shed design that greatly facilitated the 
collection o f  manure, straw, urine, kitchen waste and ash while saving on labor, improving sanitation 
conditions inside the house (fewer flies and less smell), and making it possible to get more hygienic milk (with 
attendant benefits for both human and animal health). Beneficiary participation has been emphasized in th is  
activity as well  and has comprised the donation o f  bricks and labor to build the improved sheds. After three 
years, participating women were contributing 75 percent o f  total costs. 

Source: Naseh A. and S.SeiJ; PTD case study on the Agro-Environmental Pilot Project, CEOSS, August 28,2001; Partners 
in Achievement, CEOSS Annual Review, 2002; and interview with Ibrahim Makram, Director of the Development Sector, 
Medhat A y a d ,  Head of the Division of Communities Development in Upper Egvpt and other staff members of CEOSS, 
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Improving market uccess. The production and export o f  such high-value 
nontraditional items l ike h i t  and vegetables can be enhanced by improved 
tran~portation.2~ Trade pol icy can help in th is  regard. For example, Egypt’s fleet o f  
refrigerated trucks can be upgraded more easily if a 45 percent import duty levied o n  
such trucks is reduced. At present, the high cost o f  such trucks l imits the number o f  new 
purchases that are possible. Better road maintenance can also help: operating costs for 
trucks are 30-50 percent higher in Egypt than in countries such as Lebanon and Jordan, in 

W h i l e  the horticulture subsector does not presently feature lots o f  small farmers, it i s  likely that the 
expansion o f  horticulture will generate demand for the labor o f  the rural poor and thereby have an indirect 
impact on poverty. 
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part due to poor road conditions that result in higher wear-and-tear. With respect to air 
shipments, air cargo space for perishable products i s  not regularly available during peak 
exporting periods; cargo-handling costs at Cairo Airport are steep and lack o f  refrigerated 
storage facilities also act as major deterrents for export expansion.25 Similar conditions 
apply at domestic airports, making it dif f icult  to use them to move produce between 
Upper and Lower  Egypt. Market access can also be  promoted through the provision o f  
grading and storage services. 

*’ For further details on impediments to horticultural exports, see World Bank (2001). 
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Chapter 2 

Increasing Future Earnings Through Education 

A. Poverty and Education: General Considerations 

Education i s  one o f  the most prominent correlates o f  poverty in Egypt. The 
HIECS data for 1999/2000 show a clear association between levels o f  education and 
levels o f  income. As levels o f  education rise, the probability o f  being poor declines (see 
Figure 2.1). For example, the chances o f  being poor if one has a university education are 
much less (around 2 percent) than if one is  illiterate (around 24 percent). The 
association can also be looked at from another angle. Among poor individuals and 
households, there i s  a clear sorting by educational attainments, with a large fraction 
having l i t t le  or no education and progressively smaller fractions having higher education: 
while almost 46 percent o f  the poor were illiterate in 1999/2000, only around 1 percent 
had a university or post-university education (see Figure 2.2). 

Figure 2.1: Chance of Being Poor by Level of Education 
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Source: World Bank, 2002a. Vol. II, Table A3.2 

An additional matter o f  concern i s  the long run effect o f  education on poverty. 
Low education o f  a household head results in low household income and this in tum 
leads to low education for the children in the household, thus perpetuating the education- 
poverty connection across generations. That th is  i s  the case in Egypt i s  shown by Table 
2.1: children from poor households enroll at lower rates than children from non -poor 
households. This holds at both the basic and the secondary education level. 
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Figure 2.2: Educational Attainments Of The Poor, All Egypt, 1999/2000 
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Source: World Bank, 2002a, VoL II, Table A 3.1. 

Table 2.1: Poverty and Proportion of  Children Enrolled in School, All 
Egypt,l999/2000 

Poor households Non-poor households 
Children aged 6-1 5 years 94 98 
Children aged 15- 19 years 66 78 
Source: World Bank, 2002a, Vol. II, Tables A 3.5 and A 3.6. 

Poverty, famiZy size and education. Finally, one might note another connection 
between education and poverty that operates through family size. Education i s  known to 
be a significant determinant o f  household fertility. Typically, the higher the education 
level o f  the wife, the lower the fertility level and household size, and the lower the 
dependency ratio o f  young children to working adults. To the extent that higher 
dependency ratios are related to higher poverty levels, this may serve as an additional 
mechanism linking education to poverty. In Egypt, average household size i s  clearly 
related to poverty status: poor households have an average family size o f  7.2 persons 
while non-poor households have one o f  4.6 persons. The child dependency ratio i s  also 
higher at 3.1 for poor households as compared to only 1.5 for non-poor households 
(World Bank, 2002a, Vol. 11, Table A 3.49). 

Poverty, education and gender. Some aspects o f  the link between gender and 
education are accentuated by gender considerations. For example, the incidence o f  
illiteracy i s  very high among female heads o f  households, reaching 85 percent in rural 
and 57 percent in urban areas in 1999/2000 (compared to 43 and 20 percent respectively 
for male heads o f  households. Th is  suggests that programs to eradicate illiteracy would 
be more productive if they were designed to reach this particularly vulnerable group. 
Gender considerations are also important in the transmission o f  poverty and education 
across generations. We know that households with illiterate heads tend to be correlated 
with higher numbers o f  illiterate children. This effect is  sharper in households headed by 
illiterate females. For example, 98 percent o f  illiterate individuals in rural and 96 percent 
in urban areas l ive in households headed by illiterate females. But if the female head o f  
household i s  literate, the proportions drop sharply to 39 percent in rural and 36 percent in 
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urban areas. So, while female headed households are a small proportion (15 percent) o f  
the total number o f  households, targeting them in literacy campaigns promises to have 
substantial inter-generational benefits. 

Table 2.2: Intergenerational Transmission o f  Illiteracy, 1999/2000 
Male-headed households Female-headed households 

(85%) (1 5%) 
Urban Rural Urban Rural 

72.3 77.0 95.5 98.4 

41.2 45.0 36.0 38.8 

Illiterate individuals in households 
wi th illiterate heads (percent) 
Illiterate individuals in households 
with literate heads (percent) 
Source: World Bank. 2003t. 

Box 2.1: Structure of the Egyptian Education System 

Prior to 2000, the general public education system in Egypt was divided into three broad levels: eight-year 
basic (ages 6-13); three-year secondary (ages 14-16) and tertiary. In 2000, another year was added to the 
basic level to make it nine years in all. The  secondary level consists o f  two broad tracks, general and 
technical, with the latter providing training in industrial, agricultural and commercial vocations and 
accounting for almost 60 percent o f  enrolments. T h e  tertiary level also consists o f  two broad tracks, 
university and non-university education. University education can take four to seven years to complete, 
depending on specialization while non-university higher education essentially consists o f  technical 
training programs o f  different durations (two, four and six year qualifications). 

The vast majority o f  students (around 90 percent) are enrolled in the publicly-nmnaged part o f  the system. 
The remaining are enrolled either in completely private schools or in the Al-Azhar system which i s  
publicly-funded but managed by a religious organization. 

Source: World Bank f2002b). 

B. Poverty and Education: Determinants o f  Access 

The factors that determine the access o f  the poor to education can be divided for 
convenience into two groups, those that affect the supply o f  educational facilities for the 
poor and those that affect the demand among the poor for education. The role o f  the first 
set o f  factors i s  easy to appreciate. If there are no school facilities available in a remote 
village whose population i s  overwhelmingly poor, those villagers will not have a chance 
to acquire education and benefit from it. The role o f  the second set may be  a little more 
difficult to appreciate but i s  no less important: if the available school facilities are o f  low 
quality andor expensive in terms o f  direct and indirect costs, the poor may not see much 
benefit in incurring these costs and may not wish to partake o f  the education on offer. So 
both supply and demand factors have to be considered in order to provide useful guidance 
for policy formulation in this area. 

Poverty and access to education facilities 

Access and income. There i s  a clear relationship between enrollment rates in 
educational facilities and income in Egypt. As Figure 2.3 shows, enrollment rates rise 
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steadily with income for a l l  education levels. The enrollment gap between the richest and 
the poorest quintiles i s  lowest for basic education and highest for  tertiary education. 

Figure 2.3: Enrollment Ratios by Quintile, 2000 
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Access and location. The Min is t ry  o f  Education has been making special efforts 
since the mid-1990s (see Box 2.2 for a description o f  the Education Enhancement 
Program or  EEP) to  build schools in poorer govemorates, and within these, to target areas 
with l o w  female enrolments in particular. The EEP initiative has been focused on 
primary and preparatory education levels. Three outcomes are especially notable. First, 
since 1996/97, enrolment rates have risen faster in poorer govemorates than the average 
for Egypt. Second, they have risen faster for girls than for boys. And, third, these results 
are found for both primary and preparatory education levels (Iqbal and Riad, 2004). 

Nevertheless, whi le good progress has been made, the challenge o f  equalizing 
access to schooling facilities across a l l  parts o f  Egypt has not yet been fully met. There 
continue to be  significant disparities in coverage ratios (defined as school age population 
per available classroom) and in enrolment rates. Table 2.3 shows how coverage ratios for 
primary school classrooms vary by governorate. Poorer govemorates, such as Assiut, 
Sohag, Ben i  - Suef and Fayoum, have coverage rates o f  between 40 and 52 school age 
children per available primary classroom whi le richer govemorates, such as Cairo, 
Ismail ia and Suez, have coverage rates ofbetween 30 and 35.26 

26 The  simple correlation between the primary classroom coverage rate and the poverty headcount rate by 
governorate i s  0.54. 
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Box 2.2: The Education Enhancement Program in Egypt 

The Education Enhancement Program (EEP) was launched by the Government o f  Egypt in 
1996 with three main objectives: (a) increasing access to basic education, particularly for girls; (b) 
improving the quality o f  education and (c) enhancing the efficiency o f  the education system in Egypt. 

The first goal was approached through programs that involved the building o f  schools in 
poor and remote areas, especially those where female enrolment was unusually low, as well  as 
attempts to increase parental demand for girls’ education, through community awareness campaigns 
and a stipend program for qualifylng famdies. The evidence to date suggests that th is  program i s  
succeeding in raising girls’ enrolment in targeted areas and in narrowing regional and gender 
disparities. Three results are notable. First, gross enrolment rates for girls have increased at a faster 
rate than the average: for example, while overall rates increased from 97.5 percent in 1995196 to 
105.8 percent in 2002/03, those for girls increased from 93.4 percent to 103.2 percent. Second, some 
o f  the most dramatic increases have occurred in the poorer governorates o f  Upper Egypt. For 
example, between 1996/97 and 2002103, girls’ gross enrolment rose by 21 and 19 percentage points 
respectively in Beni Suef and Fayoum, two o f  the poorest governorates in Egypt. Third, analysis 
shows that the increases are statistically attributable to EEP efforts: girls’ enrolment rates rose in 
direct proportion to the amount o f  new schools built and faster in program areas where awareness 
raising campaigns were conducted than in non-program areas. 

The objective o f  improving schooling quality has been approached through programs to 
reduce overcrowding in classes and multi-shift teaching; to offer learning support teachers to 
children with learning difficulties; to improve the quality o f  teachers through more pre-service and 
in-service training, especially in the use o f  technology; and to reform the educational inspection 
system to emphasise evaluation processes. Preliminary evidence suggests that drop-out rates and 
grade repetition rates may be falling in targeted areas. However, a thorough evaluation o f  the 
quality-improvement objective o f  the EEP remains to be done. 

The third objective, that o f  enhancing the efficiency o f  the education system, has been 
approached through programs focussed on  strategic planning and management, information systems , 
motivation and accountability, and stakeholder capacity building and involvement. 

Factors that have contributed to the success o f  the EEP to date include: (a) the political 
commitment o f  the Egyptian government, reflected in adequate budget allocations to education; (b) 
institutional innovation, involving a break with traditional planning approaches in favor o f  using data 
and community participation to target new school location and undertake awareness campaigns; (c) a 
focus on specific issues that research and experience show matter more for girls than boys, such as 
improving physical facilities and in-service teacher training; and (d) good coordination among 
government, community and donor efforts to provide the institutional, financial and operational 
resources required for the job. 

Source: Ministiy of Education (undated), Education for a Better Future and Iqbal and Riad (2004). 
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Table 2.3: Distribution of Primary School Classrooms by Governorate, 2002/03 
Governorate Total Population PopulatiodClassrOom Headcount 

Classrooms (6- 10 years) Poverty Rate 
(“A) 

Cairo 17,730 612,800 35 5.01 
Alexandna 
Behera 
Gharbia 
Kafr El -Sheikh 
Menufia 
Kaliubia 
Dakahlia 
Damietta 
Sharlua 
Port-Said 
Ismailia 
Suez 
Giza 
Fayoum 
Beni- Suef 
Menya 
Assiut 
Sohag 
Qena 
Aswan 
Matruh 
New Valley 
Red Sea 
North Sinai 

8,583 
1 1,887 
8,940 
6,384 
8,047 
9,938 
12,206 
3,030 
12,390 
1,514 
2,801 
1,437 
13,565 
5,937 
6,607 
10,688 
8,099 
8,935 
7,659 
3,547 
1,219 
813 
628 

1,274 

335,400 
506,438 
394,242 
283,2 10 
3 3 7,426 
407,358 
495,308 
105,364 
555,990 
49,636 
88,442 
48,482 
596,426 
298,307 
265,660 
475,184 
399,179 
462,7 16 
404,462 
126,994 
37,317 
16,402 
13,167 
39,230 

39 
43 
44 
44 
42 
41 
41 
35 
45 
33 
32 
34 
44 
50 
40 
44 
49 
52 
53 
36 
31 
20 
21 
31 

6.24 
7.85 
6.85 
5.42 
18.96 
7.94 
14.88 
0.07 
12.7 
0.9 
6.02 
1.91 
12.89 
31.18 
47.26 
21.41 
52.08 
39.88 
22.46 
18.61 
14.13 
7.36 
9.52 
16.17 

South Sinai 405 5,184 13 1.16 
Total 174,263 7,360,324 42 16.74 
Source: Ministry of Education, Education Enhancement Program Progress Report, 2004. Poverty rates from HIECS, 
I 999/2000. 

The access issue m a y  also be  illustrated by reference to the incidence o f  benefits 
for different income groups from public spending on education. A benefits-incidence 
analysis undertaken for the present report (see Table 2.4) shows that the poorest quint i le 
in Egypt received only 15.6 percent o f  total publ ic spending on education (in 1999/2000) 
whi le the richest quinti le received 21.8 percent. This i s  largely due to the fact that the 
poor have lower enrolments in virtual ly a l l  levels o f  education than the non-poor as w e l l  
as the fact that a significant fraction o f  publ ic spending goes to post-basic education 
(general secondary, university, post university, and technical institutes) in wh ich  the 
enrolment o f  the poor i s  very low. This suggests that the access o f  the poor could b e  
improved by reallocating education spending to types of  schools where the poor are most 
l i ke ly  to enroll (i.e. basic education) and to regions where the poor are concentrated (see 
also El Baradei, 2001). I t  i s  clear that the efforts o f  the EEP need to b e  continued. 
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Table 2.4: Benefit Incidence of Public Spending on Education, by  Quintile and Level 
of  Education (1999/2000) 
-tile Basic Education Secondary University All Education Spending 

Education Education 
Per Shareof Per Shareof Per Shareof Total Per Shareof 

capita total capita total capita total capita household 
w h  F% e x p d i t m  

LE % LE % LE % LE(000) LE % 
1 455 15.6 101 1 17.2 2370 14.2 1,611,369 704.8 15.6 
2 453 19.5 1013 20.6 2347 19.3 2,031,828 709.4 19.7 
3 454 22.2 1009 20.3 2422 20.3 2,188,173 694.1 21.2 
4 453 22.6 1010 20.9 2424 21.1 2,240,057 696.6 21.7 
5 453 20.1 1006 21.0 2549 25.2 2,249,569 749.0 21.8 
All 453 100 1010 100 2431 100.0 10,320,995 710.6 100 
Egypt 
Memorandum: Government Spending 
LE(OO0) 4,838,829 2,757,266 2,724,900 10,320,995 
%share 46.9 26.7 26.4 100 
Source: AI-Shawarby, 2003. 

Access and gender. Access varies by gender as well. For example, the net 
enrolment rate for Egyptian girls is around 89% at the primary education level compared 
to 95% for boys (1999 data, reported in Table 3.2 o f  World Bank, 2003). Both location 
and household income matter: the gender gap is more pronounced in Upper Egypt 
(Figure 2.4) and for poorer families (Figure 2.5). 

Figure 2.4: Gender Gaps By Region Figure 2.5: Gender Gaps By Quintile 
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Having said this, i t i s  important to note that much progress has been made in 
recent years through focused Government efforts. As can be seen from Figures 2.4 and 
2.5, the age-specific gender gap declined both by quintile and by location between 1996 
and 2000. Other data, relating to the efforts o f  the EEP, show that the improvement has 
continued into 2003: the gender parity index (ratio o f  girls enrolment rate to  that o f  boys) 
has risen from 0.92 to 0.95 (for primary education) and from 0.92 to 0.96 (for preparatory 
education) during the period 1996/97-2002/03 (Iqbal and Riad, 2004). 
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Poverty and the demand for education 

The demand for education among the poor i s  l i ke ly  to  b e  a function o f  the returns 
that the poor obtain from making investments in education. In turn, these returns are 
influenced by the direct and indirect costs o f  education and by i ts quality. This section 
summarizes what i s  known about the returns to  education in Egypt and discusses the 
ma in  factors that are thought to determine the level of  returns. 

Private returns to education 

The private internal rate o f  return to education i s  a summary measure that can be  
used to assess the net benefits o f  undertaking different levels o f  education. When such 
rates are calculated for Egypt for 1999/2000, the following salient features emerge (see 
Table 2.5): 

At a l l  age levels, a person who  can read and write, but has n o  other formal 
education, earns a much  higher income than an illiterate person. Indeed, since no 
direct costs are involved and there are only modest indirect costs (of t ime and 
transport) for the beneficiary to  attend the nine-month i l l i teracy eradication course 
offered by the authorities, the net benefits can b e  expected to b e  very high. For 
the cases where such returns could be  estimated, they were in the neighborhood o f  
12-15 percent. 
Attaining basic education carries an advantage relative to being illiterate but not  
necessarily when compared to being literate. This implies that the higher income 
obtained f rom having basic education does not necessarily compensate for the 
income foregone over the period spent in acquiring such education. In turn, this 
implies that the quality o f  basic education in Egypt i s  very low. Indeed, our 
calculations suggest a negative internal rate o f  return. 
Completing secondary education carries a positive but low rate o f  return. 
However, from the HIECS data, w e  can only calculate an average rate o f  return 
for the two tracks o f  secondary education, general and technical. I t  i s  possible 
that general secondary carries a reasonably high rate o f  return wh ich  i s  offset by a 
very low rate o f  return to technical secondary education, as i s  commonly believed. 

0 

0 

0 

Table 2.5: Private Rates of Return to Education 
- 

19951% 199912000 
* Read and Wri te 13.2 

Basic vs Read and Wri te 
Basic vs Illiterate 
Secondary 

-3.4 
4.2 

-0.7 

-0.1 
5.7 
2 

u n i v e r  si& 7.1 8 
~ 

Note: * means that retums could not be calculated because costs could not be identified; for areas where some costs 
could be identified, retums were 12.6 (Lower rural Egypt in 1999/2000) and 7.1 and 15.8 (urban and rural Upper Egypt 
respectively, in 1995/96). 
Source: Calculated from CAPMAS, HIECS for relevant years. 

0 Completing university education carries a high income premium and a higher rate 
o f  return than a l l  other levels save going from being illiterate to being literate. 
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0 Rates o f  return are higher for al l  levels o f  education in 1999/2000 than in 
1995/96. This suggests that efforts made in recent years by the Government to 
improve the quality o f  education are bearing h i t .  

Health and private returns to education. When it comes to education, the poor 
are subject t o  a vicious circle that operates through the link between health status and 
learning retention. I t  i s  wel l  known that certain indicators o f  poor health status (low birth 
weight, stunting in early childhood, and malnutrition at al l  school-going ages) contribute 
to poor learning retention. This i s  partly due to the effect o f  these health problems on the 
ability to learn and partly due to the fact that such students are also more l ikely to  miss 
school for health-related reasons. Of  course, poor learning retention means that the 
private returns to education wil l also be lower in a competitive labor market. A vicious 
circle i s  thus formed in which children from poor households suffer from poor health 
status and encounter greater problems in learning retention, leading in the next stage to 
smaller returns to education and a lower demand for education, feeding back f inal ly into 
a weakened ability to increase their income earning potential. This circle exists in Egypt 
as well: for example, Gwatkin and others (2000) show that poor households have a much 
higher incidence o f  such health problems as stunted and underweight children (see Figure 
2.6) than non-poor households. And calculations performed for work-status categories in 
which the poor are more heavily represented (such as unpaid workers) suggest l o w  rates 
o f  return to education. However, i t i s  also generally acknowledged that aggressive public 
health interventions have substantially improved the situation compared to a decade ago. 

Figure 2.6: Child Health Status by Wealth Quintiles, 1995-96 
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Source: Gwatkin and others (2000). 

Costs of education 
For the most part, education i s  provided free o f  charge in Egyptian public schools. 

However, households incur some direct and indirect costs. Direct costs include 
expenditures on school supplies (e.g., uniforms and books), on transportation, and on 
some user charges instituted by the Ministry o f  Education since the 1980s. There are 
also costs arising from the pervasive practice o f  group and private tutoring. Indirect costs 
consist essentially o f  the opportunity cost o f  time spent in school. 
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Table 2.6 shows how direct expenditures on education are distributed across 
various categories by the poverty status o f  the household. On average, the poor spend 
close to 3 percent o f  their total household expenditures on education while the non-poor 
spend around 3.7 percent. While this level o f  expenditure may not appear large, when 
combined with indirect costs (see below) it may constitute a significant barrier to access 
for poor  household^.^^ 

Table 2.6: Structure of Spending on Education by Poverty Status of Household, 
1999/2000 (percent) 

Fees Textbxk Private Other S t a t i m  G i w ~  Tiammt Uniform Household 
Tutaring Books spending on 

education1 
total expend. 

(%j 
Non-Poor 24.2 2.3 28.3 4.6 10.2 5.5 9.0 15.9 3.72 
Poor 28.5 2.6 23.8 3.1 2.1 7.1 9.7 23.1 2.97 
Total 24.2 2.3 27.6 4.4 10.8 5.5 9.0 16.2 3.65 ~. ~ 

Source: Calculated fiom CAPMAS, HIECS, 1999/2000. 

There i s  one category o f  expenditure, private and group tutoring, that warrants 
special mention. Most families enroll their children for such tutoring in the hope that this 
will help them pass the examinations for general secondary admission and, beyond that, 
for university admission. This i s  an expensive practice. As can be seen from the table, 
private and group tutoring accounts for almost a third o f  total education spending by the 
poor. The necessity o f  relying upon such tutoring to progress up the education ladder re- 
creates an inequity that free public education for al l  was supposed to eliminate. In Egypt 
today, access to quality basic and secondary education, and through this to higher 
education and good jobs, is effectively a function o f  income. 

Table 2.7: Students’ Foregone Incomes (in LE per year) 
Level o f  Education 1999/2000 
Basic vs illiteracy 2,111 
Basic vs read and write 1,978 
Secondary 2,615 
University 2,383 
Reference: Per-Family (2 adult, 3 chldren) Poverty L ine in 4,549 
Rural Upper Egypt 
Source: Calculated from CAPMAS, HIECS, 1999/2000. 

Indirect costs, or  foregone income from time spent in school, may also constitute 
a non-trivial barrier to education for the poor. Preliminary data suggest that foregone 
incomes amount to between 1978 LE and 2615 LE per annum for different levels o f  
education (in 1999/2000). Even the lower end o f  this range (1978 LE) yields a level o f  
foregone income that i s  a big fraction o f  the poverty l ine income for a family o f  2 adults 

2’ It i s  worth noting as wel l  that average household direct costs on  education have risen between 1995196 
and 199912000 for al l  levels o f  education. In particular, the costs for secondary education have jumped 
fiom 128 LE per year to 380 LE . Other sources show that private expenditure on education i s  around 3.5 
percent o f  GDP in Egypt, a level that i s  considered comparatively high (World Bank, 2002b). 
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and 3 children in, say, rural Upper Egypt (4549 LE) in 1999/2000 ( see World Bank, 
2002b, Vol. 1, page 12).28 

A final observation concerning costs applies to Egypt’s approach to kindergarten 
schooling. International evidence suggests that investing in early childhood education 
pays o f f  in better learning in subsequent years. Such early childhood education i s  
provided by some public schools (and many private ones) but i s  not covered by the clause 
in the Constitution that mandates “free education.” Consequently, unl ike university 
education, wh ich  i s  substantially free, there i s  a charge for kindergarten education, 
amounting to about 110 LE in recent years. This charge discourages poorer households 
f rom enroll ing their children in kindergarten with the result that poorer children start with 
a handicap from the t ime they enter the first grade. This pattern i s  reflected as w e l l  
across regions in Egypt: there i s  a strong correlation between regional GDP per capita 
and gross enrolment in kindergarten across governorates. Some o f  the lowest 
kindergarten enrolment rates are found in the poorest governorates (World Bank, 2002~). 

Education quality considerations 
The rate or return evidence discussed in the foregoing section suggests that the 

quality o f  publ ic education in Egypt needs to be  improved, especially at the basic and 
secondary levels that are o f  most relevance to the poor. Among the determinants o f  l o w  
quality that are usually highlighted are inadequately qualif ied teachers, overcrowded 
classes, insufficient instructional time, mult iple shifts, maltreatment o f  pupi ls by teachers, 
rote memorization techniques, and lack o f  libraries (Lloyd et.al., 2001). Even when 
teachers are adequately qualified, however, they m a y  no t  have adequate incentives to 
deliver quality education. Accordingly, the incentive and accountability framework that 
governs education service delivery in Egypt must also b e  ~onsidered.~’ 

Teacher quality. Comparative data f rom 1999 show that Egypt rated lower than 
such similarly-situated countries as Chile, Indonesia, Jordan and Thailand in terms o f  the 
quality o f  i t s  primary and secondary school teachers (World Bank, 2002b, p.5). In 
particular, the inadequate quality o f  pr imary school teachers was reported to be  due to  
policies that allowed for the recruitment o f  under-qualified teachers, that is, teachers with 
less than tertiary education and with no pedagogical background or training.30 These 
policies have recently been revised and high priority has been given to improving the 
quality o f  teachers through in-service training as w e l l  as more rigorous recruiting 
standards. 

Overcrowding and large class sizes. Classes in Egyptian public schools are 
overcrowded by international standards. Comparative data for  the primary level show that 

28 The  prevalence of child labor provides another perspective on  the opportunity cost o f  schooling. Despite 
significant improvements in recent decades, in 1998 about 1.4 mi l l ion Egyptian children (or 11 percent o f  
total) did not attend school and about 860,000 were regularly engaged in work (Assaad and others, 2002). 
29 The  applicability o f  incentive and accountability frameworks to public service delivery in Egypt i s  
discussed in Gala1 (2003). 
30 A recent review of Egypt’s education sector (World Bank, 2002b) notes that 25,000 new teachers were 
recruited in 1998 o f  which 13,000 had no prior pedagogical experience or training. 
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pupil-teacher ratios are higher in Egypt (26 pupil~/teacher)~’ than the average for middle- 
income countries (22 pup i l~ / teacher )~~.  Moreover, the real teaching load i s  no t  only a 
function o f  the pupil-teacher ratio, but also o f  the number o f  courses included in the 
curriculum o f  each stage and the average number o f  lessons (per unit o f  time) for each 
course. It i s  argued that when a l l  this i s  taken into account, teachers in Egypt are 
overburdened at almost a l l  pre-university stages.33 

Match with labor market requirements. One aspect o f  the quality dimension i s  the 
fact that whatever i s  being imparted by way  o f  knowledge and skil ls in the Egyptian 
education system i s  not necessarily a good match with the requirements o f  the private 
sector. This i s  shown in part by the fact that rates o f  return for wage earners are typically 
lower than those for the self-employed - the private sector i s  not willing to pay  good 
wages and salaries for  the output o f  the educational system (see Table 2.8). 

Table 2.8: Private Rates of Return by Employment Status 
Level of Education Wage Earners Self-employed, Self-employed not 

Read and write 0.45 NA 42 
Basic vs read and write 1.50 -4.50 N A  
Basic vs illiterate 2.68 2.90 8.89 
Secondary -0.45 NA 0.39 
University 3.50 13.20 12.20 
Source: Calculated from HIECS, CAPMAS, 1999/2000. 

hiring others hiring others 

C. Improving Education to Reduce Poverty 

The above results suggest a number o f  promising directions for policy. First, it i s  
clear that pursuing an il l i teracy eradication campaign carries a substantial payof f  in 
increasing incomes. Given that the bulk o f  the i l l i teracy problem i s  concentrated among 
the poor (46 percent of poor are illiterate), continuing this campaign should b e  a principal 
component o f  any anti-poverty strategy. Second, i t  i s  clear that the returns to basic and 
secondary education are low, even negative in some cases. This suggests that efforts to 
improve schooling quality should b e  given high priority. Third, wh i le  education i s  
provided free o f  tuition charges, existing direct and indirect costs m a y  pose a barrier to 
access for the poor. The challenge i s  to find ways to enhance the access o f  the poor to a l l  
levels o f  education. This will require improving the quality o f  basic and secondary 
education as we l l  as devising innovative ways o f  financing higher education for poor 
individuals. These objectives are highlighted in the fol lowing discussion o f  the 
“education pillar” o f  a proposed poverty reduction strategy. 

31 Calculated from Ministry o f  Education, Pre-University Education Statistics, 1999-2000. 
32 World Bank, World Development Indicators, 2003. 

A caveat i s  in order here. I t  i s  not universally accepted that higher student-teacher ratios necessarily 
have an adverse impact on achievement. World Bank (2002b, p.14) cites a study for Egypt that showed 
that “within a reasonable range, large class size produces no  detriment to learning and may even stimulate 
learning in grade 5.” 
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Combating illiteracy 
The high returns to literacy and the still-substantial levels o f  i l l i teracy among the 

poor in Egypt suggest that a stronger effort in this area should b e  considered. The 
Government o f  Egypt i s  already engaged in an il l i teracy eradication campaign, run by the 
General Authority for Literacy and Education (GALAE). The efforts o f  this canipaign 
could b e  made more effective by such measures as: 

Partnerships between government and civil society. Identi fying the i l l i terate and 
developing effective ways to make them literate i s  probably more cost-effectively 
done by c i v i l  society groups than by government agencies. Accordingly, an 
emphasis should b e  placed on providing funds and other resources to  non- 
governmental groups that are already working with the illiterate. This could be  
done through GALAE as w e l l  as through other agencies. For example, adult 
l i teracy objectives could b e  made a more prominent part o f  the existing 
Awareness Campaign component o f  the Education Enhancement Program, which 
already features good government-civil society partnerships. 
Parental education focus. In addition to making the participants literate, literacy 
programs should take the opportunity to disseminate information on good 
parenting skil ls and sound health, nutrit ion and fami ly planning practices as well. 
Such multi-purpose programs have been successful in many parts o f  the wor ld  
and are inexpensive to implement. According to a recent review o f  the education 
sector in Egypt (World Bank 2002b), increasing the number o f  campaigns under 
the Awareness Campaign component o f  the EEP fi-om 7 to 15 per governorate 
would only cost around LE 0.8 million for the next f ive years. 

0 

0 

Improving qua& of basic and secondary education 

The Government o f  Egypt has in place several initiatives to  improve the quality o f  
education. These include measures to reduce class sizes and the incidence o f  mult iple 
shifts, improve in-service training for teachers, and enhance the training o f  school 
inspectors. Many o f  the steps taken by the Government are in the right direction and are 
already achieving the desired impact in some areas. The ma in  recommendation o f  this 
report, therefore, i s  that such initiatives b e  continued and specific measures b e  fine-tuned 
in accordance with the lessons o f  experience to date. In addition, incentive and 
accounting mechanisms should b e  used to ensure that higher quality services are 
delivered. This will require an emphasis on the following: 

0 Further development of teacher skills. The teacher training programs already in 
place should be  continued with modifications to  be  undertaken in accordance with 
periodic reviews and assessments. For  example, for  schools and teachers in 
certain communities distinguished by high levels o f  poverty, relevant expertise 
fi-om NGOs rather than university professors could be  harnessed to improve the 
content and style o f  teaching. Also, more teachers should b e  trained in the use of  
computer technology in classroom settings. 
Emphasis on evaluation over inspection. Egypt has experimented with school 
performance assessments carried out by the National Center for Examinations and 
Educational Evaluation (NCEEE). The results show that such assessments are 
more comprehensive and objective than traditional assessments conducted by the 

0 
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inspectorate system that i s  presently in place. Over time, therefore, the assessment 
process should shift to NCEEE style evaluations. 
Incentives for schools and teachers. To improve the incentives for performance, i t  
would b e  useful to publicize the assessment reports widely and to establish a 
monetary award scheme for top schools and teachers. 
Enhanced accountability to community. In some cases it might b e  the lack o f  
accountability o f  teachers and other school staff  to the communities they serve 
that i s  responsible for l o w  quality service and poor educational outcomes. In such 
cases, ways have to be  found to  strengthen accountability. Fo r  example, if 
community associations had some say in teacher hiring, firing and compensation, 
this might help in reducing teacher absenteeism and enhancing performance. 
Emphasis on technology skills in curriculum. The mismatch between what i s  
taught in schools and what i s  required in the workplace by employers can be  
partly addressed by increasing the emphasis on technology skil ls in school 
curricula. This will require investments in telephone lines, computer equipment, 
and educational software for Egyptian schools. Rural  and remote schools are 
more l i ke ly  to b e  at a disadvantage in this regard and m a y  need special attention. 
Providing nutrition and health services in selected schools. Low income students 
are disproportionately affected by poor health and nutrition, a condition that leads 
to lower rates o f  return to education because o f  lesser learning retention and more 
frequent absences f rom school. This issue i s  being addressed directly through 
efforts to provide better access for the poor to primary health care facilities, 
especially for pre- and post-natal care. In addition, school-based meals and health 
services are also provided by the Government. The effectiveness o f  such school- 
based programs could be  enhanced by targeting the available funds for such 
services to schools that cater largely to poor children. 

0 

0 

0 

0 

Reducing costs of attending for the poor 
Even if manageable for the typical Egyptian household, direct and indirect 

education costs pose a non-trivial burden for very poor households. For such households, 
it may  b e  wor th  developing programs to help defray certain costs o f  schooling. Among 
measures that would accomplish this are: 

Stipends for poor children. Stipends could b e  provided to children from families 
identif ied as poor (through some credible means-testing mechanism) to cover the 
direct costs o f  schooling (including for kindergarten or early childhood 
education). There has already been some positive experience in this regard in 
Egypt. Under the EEP, some targeted subsidy programs have been developed on 
a pilot basis. These have helped reduce drop-out and repetition rates among 
students from poor families.34 
Reducing the need for tutoring. Group and individual private tutoring account for 
a significant portion o f  private expenditures on education. This i s  necessitated by 
the need to prepare for the general secondary level examination required for 

0 

0 

34 One o f  the successful pilots under the EEP provides LE50 to 4000 girl students to cover the costs o f  fees 
and uniforms. If the subsidy i s  provided to al l  students f rom the bottom 15 percent of the population, the 
total cost of the program would be approximately LE 28 mi l l ion  per year for the next five years (World 
Bank, 2002b; page 43). 
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gaining access to higher education. A recent repart on Egypt’s education sector 
(World Bank, 2002b) notes that a “ripple effect” o f  th is examination is felt as far 
down as the basic education level, in particular at the grade 5 and grade 8 levels. 
Examinations at these levels channel students along different academic paths. 
The grade 8 examination, in particular, tracks students towards university since 95 
percent o f  those who enter general secondary school go on to higher education as 
well while only 5 percent o f  those who undertake technical secondary education 
facilities end up in university. As a result, there i s  intense pressure to do well at 
the earlier grades. Whi le  rationing by ability may be useful at the end o f  the basic 
education phase, the World Bank report sees l i t t le  need for such sorting to take 
place at the grade 5 level. Accordingly, i t recommends abolishing the grade 5 
examinations so as to remove the need for expensive private tutoring at the 
primary level. 
Making more schools and classes available. Despite good progress in targeting 
school building programs to underserved areas, much remains to be done. As 
shown earlier, poorer governorates have far fewer classrooms for their school-age 
population than richer governorates. Accordingly, the effort to provide more 
schools to the poor should continue. In particular, special efforts should be made 
to increase the number o f  kindergarten classrooms so that schooling can start 
earlier for the poor. Benefit to cost ratios o f  kindergarten expansion in Egypt 
have been estimated at 2.3 and higher (World Bank, 2002~). 
Reducing indirect costs. In some rural communities indirect costs arising from 
children being in school rather than at work may be quite substantial. In such 
cases, adjusting the school calendar to avoid having children in school during 
peak periods o f  labor demand (e.g., during a particular season), may be advisable. 

0 Making schools more accessible to girls. To make schools more accessible to 
girls, i t would be useful to take such measures as: locating schools near villages 
and thereby eliminating the need for young girls to walk long distances to get to 
schools;35 staffing schools with female teachers; and developing gender sensitive 
curricula and teacher training. 

e 

0 

Enhancing access of poor to higher education 

The access o f  the poor to higher education is  primarily a financial matter. There 
are two aspects to this. Access to higher education i s  a function o f  the grade achieved in 
the national school-leaving examination. This in turn i s  a function o f  the quality o f  
preparation. Students from better-off fami l ies have access to private schools and private 
tutoring and are thus more likely to achieve better grades and enroll in higher education. 
In addition, the poor face high opportunity costs. Very few poor families can afford to 
have older children enrolled in university rather than being gainfully employed and 
contributing to the family income. 

The problem o f  high opportunity costs can be addressed by a needs-based stipend 
system (or other financial aid measures). Provided students from poor families can be 

35 Walking i s  how most rural children get to school in Egypt and girls’ attendance i s  more sensitive to 
distance fiom school than boys (Robinson, Makary and Rugh, 1987). 

__ 
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reliably identified, giving them a stipend can facilitate their participation in university 
education. Where would the funds come from for such stipends for needy students? 
Benefit-incidence studies show that, at present, the bulk o f  the benefits from higher 
education spending go to  non-poor families in Egypt and, in particular, to the top 40 
percent o f  the income distribution. This suggests that a redesign o f  higher education 
finance could make the system more fair while yielding resources with which to improve 
the access o f  the poor. Such a redesign would involve charging tuition to non-poor 
students and using the proceeds to finance stipends for students from poor households. 

The problem o f  inadequate preparation among children from poor families for the 
general secondary level examination i s  a more difficult one to address. At a minimum, i t  
will require improving the quality o f  basic and secondary public schools, as discussed in 
an earlier section. 

Financing A Pro-Poor Education Strategy 

Several proposals advanced above will require financing. What i s  the best way to 
arrange for such financing? Egypt has been 
increasing the share o f  i ts budget that i s  devoted to the education sector, from around 5 
percent in the early 1990s to about 15 percent currently. This i s  not far f rom the average 
for lower middle income countries. To the extent, therefore, that additional funds are 
required to address the needs o f  the poor, it might be more realistic to  seek these from 
intra-sectoral r e a l l ~ c a t i o n . ~ ~  Two  types o f  such reallocation could be considered. First, i t  
may be possible to redirect funds from non-teaching tasks to teaching tasks within the 
budgets already provided to the basic and secondary schools. Second, i t may be worth 
considering reducing the share o f  tertiary facilities within the educational budget and 
increasing the share o f  basic and secondary schools. These possibilities are elaborated 
below. 

T o  begin with, we should note that 

Several studies o f  school expenditures in Egypt have pointed out that the ratio o f  
non-teaching (administrative, clerical and custodial) to  teaching staff i s  high relative to 
intemational norms. Figure 2.7 provides estimates o f  the ratio o f  non-teaching to total 
staff in different regions for basic and secondary schools. This shows that the proportion 
o f  non-teaching staff i s  around 50 percent for Egypt as a whole and has not changed 
much between 1996 and 2000. In other words, there i s  one non-teaching person for every 
teacher in the Egyptian public school system. The f igure also shows that the proportion 
o f  non-teaching staff tends to be higher at the basic education level and i s  highest in non- 
metropolitan regions. If non-teaching staff could be retrained to help with teaching tasks, 
this would help improve the quality o f  education through such inter-related outcomes as 
smaller class sizes, lower teaching loads, and more teacher input per student. 

Another means for obtaining funds intra-sectorally i s  by reallocating between 
tertiary and pre-tertiary levels o f  education. This can be defended o n  the grounds that the 

36 Options for reforming the financing o f  education to make it more efficient and equitable have been 
explored at length in the Egypt Human Development Report for 1998/99 (Institute o f  National Planning, 
1999). 
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social returns to  pre-tertiary education are typical ly higher than those to tertiary 
education. Hav ing  said this, i t  i s  worth noting that, without other simultaneous changes, 
a simple transfer o f  funds from higher to basic/secondary education risks under-funding 
the former and overstaffing the latter. A better solution would be to restructure the 
financing o f  higher education to incorporate a tuition charge for a l l  students coupled with 
a stipend scheme for poor students. This would preserve funding levels for  higher 
education but switch the basis from public to  private financing. I t  wou ld  also release 
funds that could b e  used to finance poor students at the higher education level andor 
transfer to the basic and secondary levels. 

Figure 2.7: Non-Teaching Staff as a Proportion of Total Staff 
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Chapter 3 

Protecting the Vulnerable Through Social Safety Nets 

A. Safety Nets in Egypt 

By safety nets we refer broadly to various subsidies, employment programs and 
cash transfer mechanisms that can be used to boost the income o f  the poor and 
vulnerable. Whi le the subsidy and employment programs are o f  public provenance, 
transfers arise from both private and public sources. Contributions from remittances and 
other forms o f  private transfers (including from religious and other private charitable 
organizations) make up almost 4.9 percent o f  the current income o f  the poor and about 
6.7 percent o f  that o f  the non-poor. Transfers from public sources are somewhat larger, 
making up about 5.1 percent o f  the income o f  the poor and 8.3 percent o f  that o f  the non- 
poor. (See Table 3.1) For the purposes o f  this chapter, however, we focus on the public 
safety net system rather than private transfers, other than noting the desirability in general 
o f  facilitating private transfers wherever possible. 

Table 3.1: Relative Importance of  Cash Transfers from Public and Private Sources 
Cash transfers from Cash transfers from Total cash transfers 
public sources as private sources as as percent o f  total 

percent of total income percent o f  total income income 
Non-poor 8.34 6.74 15.08 
Poor 5.12 4.87 9.99 
Total 8.10 6.61 14.71 
Note: Public sources refer to government pensions, social insurance, Sadat pensions, pensions f rom unions, and social 
security. Private sources refer to remittances, transfers f rom domestic sources, allowances, and other current revenues. 
Source: CAPMAS, HIECS, 199912000. 

The public social safety net 

The public social safety net in Egypt currently comprises three parallel systems: 
relatively broad and untargeted consumer subsidies, cash payments to households 
identified as poor, and various types o f  social programs run by the' Social Fund for 
Development. Egypt also has various social insurance programs, which provide 
payments to retired workers with funds coming from employer and employee 
contributions. However, the social insurance funds are aimed at generating savings and 
meeting certain labor market goals. Their intended beneficiaries are, for the most part, 
non-poor. The social insurance funds are, therefore, not considered further in this 
chapter. 

Consumer subsidies. Prevailing consumer subsidies cover baladi bread (available 
to all Egyptians regardless o f  income) and limited amounts o f  wheat flour, edible o i l  and 
sugar distributed through a system o f  ration cards (presently held by around two-thirds o f  
the population). In April 2004, seven additional items, including tea and rice, were 
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brought under the subsidy scheme.37 This i s  st i l l  far less than in 1981, when 18 food 
items were subsidized, at a cost amounting to 15 percent o f  government expenditures. 

Social assistance programs. Social assistance programs run by the Ministry o f  
Social Af fa i rs and Insurance (MOSAI) fa l l  into two broad categories: guaranteed 
assistance (generally known as pensions) available to certain families and temporary, 
non-guaranteed assistance available on  a case-by-case basis. Those eligible for  support 
are typical ly orphans, widows, unmarried women without means o f  support, divorcees 
and their children, the disabled or handicapped, and prisoners’ families. Temporary 
support i s  also available to working people such 
as small farmers, temporary and casual workers 
in agriculture, domestic servants and others who 
may  b e  destitute. These broad categories are 
M e r  sub-divided into such programs as the 
Sadat Pension, government pensions, pensions 
from unions, social security and comprehensive 
social insurance (not to  b e  conhsed with 
traditional pensions provided by the Social 
Insurance Funds). Typically, an effort i s  made 
by MOSAI to ensure that the recipients are not 
covered by other publ ic o r  private charitable 
assistance. In 2001/02, M O S A I  distributed just 
over 500 million LE as social assistance 
payments to almost 900,000 families (or 560 LE 
per recipient family). The pensions category 
accounts for  the bulk (90 percent) o f  total 
payments and temporary assistance programs 
account for only around 10 percent o f  the total. 
More  than ha l f  o f  MOSAI’s resources go to just 
6 governorates - Cairo, Behera, Beni-Suef, 
Menya, Sharkia and Dakahlia (Table 3.2) since 
allocations are based largely on population. 

Social Fund for Development. The SFD, 
established in 1991 to protect vulnerable people 

Cairo 
Behera 
Beni-Suef 
Menya 
Sharkia 
Dakahlia 
Gharbia 
Giza 
Qena 
Aswan 
Kaliubia 
Kafr -El- Sheikh 
Sohag 
Assiut 
Alexandria 
Fayoum 
Damietta 
lsmailia 
Menufia 
Suez 

Table 3.2: Distribution of Social 
Assistance Payments 

2001102 
Number of Amounts 

Governorate beneficiaries Approved (LE) 
75,409 53,105,968 
89,808 
64,272 
54,417 
57,004 
63,397 
53,040 
65,150 
55,765 
39,674 
40,817 
36,691 
36,340 
38,864 
33,175 
28,205 
20,970 
12,486 
19,972 
8,366 

49,826,438 
43,014,927 
36,642,461 
34,715,410 
33,204,337 
28,383,264 
28,341,092 
27,020,101 
23,608,970 
21,147,450 
17,481,774 
17,271,173 
16,706,066 
16,272,580 
15,331,075 
12,427,268 
11,189,%1 
9,154,537 
4,864,661 

Port Said 3,886 2,683,720 
Total 897,708 502,393,213 
Source: MOSAI 2003. 

- -  

during a period o f  economic transition, i s  the largest disburser o f  social assistance 
resources. It original ly aimed to improve the earning power and access to basic services 
o f  groups considered particularly vulnerable, including n e w  graduates, unemployed 
youth, displaced public enterprise workers and female-headed households. Whi le  not 
designed to be  a traditional publ ic safety net, i t  operates programs, such as the Public 
Works Program (PWP), that a im to sustain those who  are in need o f  temporary 
employment. Other initiatives include the Enterprise Development Program (which 

37 These additional items were brought into the subsidized foods l i s t  in order to help offset the impact o f  
price increases brought about by the large depreciation (around 35% in 2003) o f  the Egyptian pound 
following the flotation o f  the exchange rate mechanism in January 2003. 
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became the Small  Enterprise Development Organization and takes over ha l f  i ts resources) 
and the Community Development Program.38 

B. Distribution o f  Benefits f rom Public Safety Net  Programs 

Social assistance programs. The distribution o f  benefits from MOSAI’s social 
assistance programs is shown in Table 3.3. I t  i s  clear that their  spread reaches much 
beyond the poor. While only two programs are shown in the table, i t should be  noted that 
the other programs (e.g., government pensions, pensions from unions, social insurance) 
have similar distribution profiles as well. Typically, less than 20 percent o f  the 
beneficiaries are poor and 80 percent non-poor. Even in rural Upper Egypt, the poorest 
region in the country, the beneficiaries o f  these public assistance programs are 
overwhelmingly non-poor (around 76 percent). However, if w e  take a broader definition 
o f  poverty, the situation i s  much better in the sense that over 60 percent o f  the 
beneficiaries are now seen to come from lowest 40 percent o f  the population by income. 
This pattern reflects both the congestion o f  the population around the poverty line (also 
observed in many other low income countries) and the inability of  the criteria used by 
MOSAI to  distinguish sharply between the truly poor and the almost poor. 

Table  3.3: Distribution of  Beneficiaries of Social Assistance Programs. 1999/2000 
Income category Sadat Pension Social Security Scheme 

Poor 14 19 
Non-poor 86 81 

(percent) (percent) 

Bottom 40 percent o f  population 60 62 
Source: HIECS 1999/2000. 

Food subsidies. The distribution o f  beneficiaries o f  the food subsidies program i s  
shown in Table 3.4. Large proportions o f  the poor as wel l  as the non-poor benefit fi-om 
this program in that they consume some amount o f  each o f  the three subsidized items 
shown. A larger proportion o f  the poor benefit from the subsidy on sugar and cooking o i l  
than on baladi bread. Indeed, for baladi bread, a larger proportion o f  the non-poor (75 
percent) benefit than the poor (66 percent). Furthermore, if w e  consider the amount spent 
by different income groups on each o f  the subsidized items, the inegalitarian nature o f  the 
benefit distribution becomes even clearer: the poor spend less on each o f  these items in 
each region compared to the non-poor. For example, the average per capita expenditure 
on baladi bread in urban Lower Egypt was L.E. 35 for the poorest decile, as compared to 
L.E. 47 for the richest. In rural Lower Egypt, the gap was even more pronounced - L.E. 
17.5 for the poorest as opposed to L.E. 43 for the richest. Given that prices for the bread 

38 In addition, one might also note a completely separate initiative called the Shorouk Fund that aims to 
achieve rural development through grassroots selection and implementation o f  development interventions. 
T~IS Fund i s  not poverty-targeted but, by virtue o f  operating in rural communities, i s  capable o f  reachmg a 
large number o f  the poor. Since i ts  inauguration in FY95, it has disbursed about US$ 375 mi l l ion for the 
following purposes: infrastructure (76%), social development (16%) and economic development (8%). For 
details, see UNDP (2003a). 
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do not vary across income grou s, this points to a relatively greater consumption o f  
baladi bread by the richer groups. Pg 

Table 3.4: Distribution of  Beneficiaries of Food Subsidies (percent) 
All Egypt Rural Upper Egypt 

Baladi Cooking Oil Sugar Baladi Coolung Oil Sugar 
Non-poor 75 72 73 60 77 77 
Poor 66 86 87 60 87 87 
All 73 75 75 60 80 81 - _ _ _  
Source: CAPMAS, HIECS 1999/2000. 

Poverty Impact of Safety Net Programs 

Whi le  the distribution o f  benefits from public resources i s  o f  interest from an 
equity or fairness perspective, even more important i s  the abi l i ty o f  different safety net 
schemes’to reduce poverty. Table 3.5 shows the impact o f  different transfers on poverty 
where impact i s  measured by the percentage o f  the poor who are l i f ted out of  poverty by 
each scheme. I t  i s  clear from this table that private transfers have a much  bigger impact 
on poverty reduction than the two types o f  publ ic transfers that are investigated, namely, 
the social assistance programs and the food subsidies. Indeed, except for baladi bread, 
the poverty-reduction impact o f  the other publ ic programs i s  extremely weak. For 
example, the social assistance schemes o f  M O S A I  had an effect o f  raising less than 4 
percent o f  a l l  the poor out o f  poverty. The big gap between the poverty reducing effects 
o f  publ ic and private transfers i s  most l i ke ly  due to the relative size o f  the transfers - 
given the small per-family allocation o f  the M O S A I  programs (Table 3.2), they have an 
understandably l imi ted abi l i ty to lift those below the poverty l ine out o f  poverty. Private 
transfers were the most powerful in Metropolitan and Lower urban regions, where around 
h a l f  o f  the recipients would have been poor without them. 

Table 3.5: Poverty Impact of  Different Transfer Sources, 1999/2000 (percent of  poor 
lifted out of poverty) 
Region h v a t e  Social assistance Baladi Cooking Sugar 

transfers programs bread Oil 
Metropolitan 50 2 22 2 1 
Lower Urban 46 4 24 3 3 
Lower Rural 30 4 11 2 3 
Upper Urban 22 3 15 2 2 
Upper Rural 19 4 8 1 2 
Total 26 4 11 2 2 
Source: Calculated from CAPMAS, HIECS, 1999/2000. 

39 Similarly, for subsidized oil, the poorest 10 percent across Egypt spent L.E. 2.70 as opposed to L.E. 5.70 
for the richest 10 percent - a pattem that holds across regions. For subsidized sugar, the corresponding per 
capita expenditures were L.E. 4.80 and L.E. 8.00. Of  course, since the system of red and green ration cards 
guides the distribution and prices o f  these products, no  firm conclusion can be drawn about relative 
consumptions from such expenditure data. 
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Bread subsidies are also reasonably effective at lifting the poor out o f  poverty, 
though they are less effective in Upper Egypt and in rural areas in general. Prevail ing 
subsidies on baladi bread appear to  have l i f ted 11 percent o f  the poor out o f  poverty. The 
major reason for the sizable effect on poverty i s  that the poor are more dependent o n  
subsidized bread than the non-poor, obtaining about 27 percent o f  total calories f rom 
subsidized bread (as opposed to  22 percent for the non-poor). The poor in the 
Metropolitan region are the largest beneficiaries, receiving 38.5 percent o f  their calories 
intake f i o m  subsidized bread. In fact, differences between the poor and non-poor in this 
respect are the largest for the Metropolitan region. 

The SFD conducts many different programs that a im to help the most vulnerable, 
but the overall impact o f  these programs over t ime i s  unclear. The SFD’s activities do 
provide a safety net for some who  are in transitory poverty, either through providing 
training and finance for income generating activities and/or through providing temporary 
employment under the PWP component. Nevertheless, i t i s  dif f icult  to  assess the poverty 
impact o f  the many activities o f  the SFD since n o  evaluation i s  available (except for  the 
S E D 0  component) and n o  systematic monitoring i s  done. 

The PWP funds small publ ic works projects in poor areas (both rural and urban). 
These areas are chosen as far as possible on the basis o f  poverty and unemployment 
indicators at the governorate level developed by the SFD and the projects are 
administered through government agencies or NGOs. Operational guidelines emphasize 
labor-intensity in the implementation o f  projects as w e l l  as the use o f  local labor and 
 contractor^.^' In i ts  early years, the PWP was not as effective as it could have been as a 
self-targeted safety net mechanism. Average wages in typical PWP activities were at par 
with the prevail ing local market rates for skil led and unskil led labor. This was not a good 
poverty-targeting mechanism because it allowed those who already had jobs at market 
wages to be  attracted into the program, thereby competing for spaces that could have 
gone to the unemployed or underemployed poor. M o r e  recent data suggest that the 
SFD’s activities are improving in this regard, with wages offered being lower  than the 
prevail ing market rates and therefore more l i ke ly  to result in net employment addition 
rather than in employment-switching. For example, data from SFD projects in Assiut 
governorate show that unskil led labor i s  paid a wage rate o f  between 12 and 18 LE per 
day compared to  the prevail ing market rate o f  between 15 to 20 LE per day. Ski l led labor 
i s  pa id  a rate similar to the prevail ing market rate (between 25 and 30 LE per day).4* 

A remaining concem i s  the sustainability o f  PWP projects. Many completed 
projects are thought to fa i l  over t ime because o f  the lack o f  operations and maintenance 
h n d s  at the lowest administrative levels at wh ich  these projects are typical ly 
implemented. 

It i s  estimated that SFD’s cost o f  creating a new job  i s  between 5000-6000 LE (Social Fund for 
Development, 2002). 

The issue o f  paying below-market wages i s  a controversial one, o f  course. However, it should be noted 
that even below-market wages can lead to a significant welfare improvement for the very poor who might 
otherwise have no way o f  competing for jobs and obtaining higher incomes. 
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1 Box 3.1 : Can Social Funds Reduce Poverty? 

Social funds were introduced in the early 1990s as a financial mechanism to help communities cope with 
economic crises and overcome the inefficiencies o f  top-down centralized government assistance programs. 
Their key features are that they are community-led and focused on  small-scale investments, typically in 
health, education and sanitation. A recent evaluation o f  six social funds (in Armenia, Bolivia, Honduras, 
Nicaragua, Peru and Zambia) shows that these have proved to be effective community-led instruments of 
poverty reduction. 

The evaluation shows that the s ix  social funds have generally achieved a progressive pattern o f  geographic 
coverage in that poorer districts (or other relevant administrative region) have tended to  receive higher 
levels o f  investment and resources than wealthier districts, on a per capita basis. Indeed, the pervasive 
participation o f  poorer districts and the generally high level o f  resources attracted by them refute the 
perception that political economy forces at sub-national levels would effectively prevent social funds from 
servicing the poor. 

The funds have also generally achieved a progressive pattern o f  household coverage in the sense that poorer 
households were found to be more likely to benefit from social fund investments and activities than 
wealthier households. Even the poorest o f  the poor have benefited from such funds. In five o f  the s i x  
funds, the poorest 20 percent o f  the population were between 23 and 27 percent o f  the beneficiaries. 

Finally, where comparative information was available, the social funds were found to be more pro-poor than 
other social programs in terms o f  both geographic and household targeting. Poor areas and poor households 
were more l ikely to receive funds from the social funds than from general fiscal transfers or other targeted 
social programs. 

Properly designed social funds can thus be cost-effective means o f  reducing poverty. For Egypt, the 
challenge i s  to  improve the design o f  its existing social fund with a view to making it more focused on  
poverty alleviation. Broadly speakmg, this will require three adjustments: one, undertaking more detailed 
surveys to develop more finely-discriminating poverty maps identifylng the poorest communities within 
municipalities; two, channeling more resources to poorer regions (such as the poorest governorates in rural 
Upper Egypt); and three, limiting the choice o f  investments to those whose benefits are more l k e l y  to 
accrue to the poor (such as health clinics and latrines) and to avoid those whose benefits are more l ikely to 
accrue to the non-poor (such as piped sewerage). 

Source: Rawlings, Sherbume-Benz and Van Domelen (2004). 

C. Improving Coverage and Targeting of  Public Safety Nets 

The poverty-reducing abi l i ty o f  the current social assistance programs can b e  
strengthened in two ways. First, since the amount o f  funds channeled through these 
programs i s  very modest - cash transfers amounted to less than 47 LE per month per  
beneficiary household in 2001/02 - increasing the size o f  the cash transfers would help in 
improving the poverty impact. Second, since there i s  a lot o f  leakage to the non-poor, 
redesigning the el igibi l i ty criteria for the program would help focus i ts l imi ted resources 
on the most deserving recipients. The k e y  di f f icul ty here i s  fiscal - whether or not 
additional resources can be  found given other claims on the budget and prevai l ing levels 
o f  deficits and public debt. If additional resources cannot b e  found, it makes it a l l  the 
more necessary to ensure that the existing resources are optimally spent on the poor. For 
this, i t  i s  necessary to consider changes to the manner in wh ich  the poor are identif ied and 
targeted. 
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Table 3.6 shows the allocation o f  social assistance funds by governorate and 
provides an estimate o f  the number of  poor families that are not covered by such 
assistance. As can b e  seen, there i s  a significant difference between the estimated 
number o f  poor families who should be  candidates for safety net transfers, and the actual 
coverage by MOSAI. This results in about 1.3 million poor families being ‘not covered’ 
- that is, not receiving benefits even though they are eligible on income-insufficiency 
~I-OUIKIS.~~ 

The efficacy o f  the current targeting system, which depends on identi fying 
characteristics o f  households that are related to vulnerability, can b e  improved by 
incorporating different variables. The simulation exercise that follows (see Table 3.7) re- 
allocates the existing budgetary resources devoted to safety net transfers and food 
subsidies among different groups using different allocation rules. Clearly, the impact o f  
such alternative targeting mechanisms would b e  greatly increased if the budgetary 
envelope were increased as well. 

Table 3.6: Coverage of Poor Families by MOSAI Programs, by Governorate 

Governorate 

Number of Families 
actually receiving benefits, 

Families Not  Covered 
(rounded to nearest 

thousand) 

Poor Families, 
1999/2000 

2001/02 t-1 

Assiut 
Sohag 
Beni -Suef 
Fayoum 
Menya 
Giza 
Menufia 
Qena 
Dakahlia 
Sharkia 
Kaliubia 
Alexandria 
Aswan 
Cairo 
Gharbia 
Ismailia 
Port-Said 
Suez 
Kafr El Sheikh 
Behera 

38,864 
36,340 
64,272 
28,205 
54,417 
65,150 
19,972 
55,765 
63,397 
57,004 
40,817 
33,175 
39,674 
75,409 
53,040 
12,486 
3,886 
8,366 
36,691 
89,808 

327,755 
268,980 
194,082 
144,082 
158,163 
164,694 
1 18,776 
145,918 
143,06 1 
123,061 
66,122 
50,000 
43,061 
78,163 
53,878 
1 1,224 
1,224 
2,449 
27,347 
73,265 

289,000 
233,000 
130,000 
1 16,000 
104,000 
100,000 
99,000 
90,000 
80,000 
66,000 
25,000 
17,000 
3,000 
3,000 
1,000 
- 1,000 
-3,000 
-6,000 
-9,000 
-17,000 

Damietta 20,970 204 -2 1,000 
Total (gross) 897,708 2,195,510 1,298,000 
Note: The calculation o f  “Not Covered” families is meant t o  be indicative and not exact since two different years are 
being compared. 
Source: HIECS 1999/2000, MOSAI data. 

I t  should be noted that the true number o f  ‘not covered’ families i s  larger than the number shown, since 
many households r e c e i h g  benefits may actually be non-poor - a fact that i s  clearest when considering 
governorates such as Damietta and Behera in Table 3.6, where the number o f  beneficiary families exceeds 
the number o f  families that are below the poverty line. 
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Exist ing public transfers and food subsidies together lower the poverty incidence 
in Egypt by 3.5 percentage points: as the first two columns o f  Table 3.7 show, poverty in 
Egypt in 1999/2000 would  have been as high as 20.2 percent rather than 16.7 percent had 
these transfers not existed. However, existing transfers are not always the most effective 
means o f  poverty reduction - in fact, just giving everyone (poor and non-poor) an equal 
share o f  the money spent on the transfers would have lowered poverty by a greater 
amount in rural  Upper Egypt. If a l l  the resources spent on these programs nationally 
were evenly distributed to  every Egyptian, poverty rates in rural  areas would have fallen 
slightly, though they would have increased in urban regions. 

Table 3.7: Poverty-Reducing Effect of Uniform Distribution of Benefits, 1999/2000 
With uniform With uniform 

Region transfers and public transfers distribution of  
With existing Without existing distribution of 

food subsidies and food subsidies public regional resources resources 
Metropolitan 5.1 6.9 5.4 5.6 
Lower Urban 6.2 8.8 6.5 6.5 
Lower Rural 11.8 14.9 10.3 8.2 
Upper Urban 19.3 24.0 20.3 20.4 
Upper Rural 34.2 40.0 33.6 31.0 
Total 16.7 20.2 16.3 15.0 
Source: Calculated from HIECS 1999/2000 

The results are stronger if, instead o f  pooling a l l  the resources nationally, the 
resources used within each region were distributed uniformly to  everyone within the 
region. Such uni form re-distribution o f  regional publ ic safety net resources results in a 
larger drop in national poverty, again with the urban areas not benefiting. This i s  a 
reflection o f  the heavy use o f  subsidized baladi bread in the urban areas, and the fact that 
poverty reduction in rural areas i s  significantly higher - 3 percentage points - if the 
resources spent on baladi bread and other subsidies and transfers for  the regions i s  instead 
distributed as a uniform cash transfer. 

The results can be  improved if particular characteristics that are known to b e  
associated with poverty in Egypt are used in a more sophisticated targeting process. Two 
such characteristics are the number o f  children and the l iteracy status o f  the household 
head. The relevant simulations are shown in Table 3.8. The greatest effect on poverty i s  
if national resources are focused on households with more than three children. Relatively 
few in number, they would, therefore, each receive substantial cash transfers, and the net 
result wou ld  be  a decline in the national poverty rate by 3.8 percentage points, or about 
2.5 million people. Interestingly, although removing existing transfers and subsidies and 
substituting this particular scheme raises poverty incidence in Metropoli tan and Lower  
urban areas, i t  has a positive effect on poverty even in the Upper urban area. 
Reallocating the regional budget, however, has less o f  an impact. 

Focusing existing resources only o n  those households where the head o f  the 
household i s  illiterate also reduces poverty to below existing levels. The difference made 
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i s  not as large (partly because the number o f  beneficiaries are larger, and thus the per- 
household allocations smaller). Nevertheless, distributing the regional budget to 
households where the head i s  illiterate reduces poverty in every region, and overall 
national poverty by 2.8 percentage points. Other characteristic-based targeting measures 
also produce lower poverty rates, including targeting households with no permanent 
connection to the public sewage system. However, targeting resources to  female-headed 
households does not yield a significant dividend in terms o f  poverty reduction, although 
if just  widow-headed households are considered, there i s  a poverty reduction payoff. 

Table 3.8: Poverty-Reducing Effect of Targeting B y  Family Size and Literacy 
With uniform With uniform With uniform 
distribution of distribution of 
total budget to repional budget total budget to 

households with to households households with 
more than three with more than 

children three children 

With uniform 
distribution of distribution of 

regional budget to 
households with 

illiterate heads illiterate heads 

- 

Metropolitan 5.7 5.5 5.3 4.8 
Lower Urban 7.3 7.0 6.4 5.7 
Lower Rural 9.4 9.1 9.6 7.2 
Upper Urban 17.7 17.7 18.7 18.2 
Upper Rural 22.7 28.2 27.0 29.7 
Total 12.9 14.3 14.1 13.9 

Source: Calculated f rom HIECS 1999/2000. 

D. Strengthening Social Safety Nets 

From the point o f  v iew o f  poverty reduction, a well-functioning safety net i s  one 
that covers the poor in an efficient and effective manner. T o  become more poverty- 
relevant, existing social safety net schemes in Egypt need more resources and better 
targeting. Some measures towards this end are discussed below. 

Improving the structure and targeting of the public safety net 

Improving geographiccd coverage. The geographical coverage o f  the safety net 
programs could be  improved if resources were allocated in accordance with the size o f  
the poor population in each governorate or, better still, in each district. For example, the 
coverage o f  the baladi bread subsidy could b e  improved by increasing the number o f  
outlets in rural areas. Recall that a smaller proportion o f  the poor benefit f rom this source 
o f  subsidy in rural areas than in other areas (see Table 3.4). 

Improving targeting. The present criteria for  establishing el igibi l i ty for  social 
assistance programs result in significant amounts o f  leakage to the non-poor. If the main 
objective o f  such programs i s  to b e  cost-effective in reducing poverty, better methods o f  
identi fying the poor must b e  adopted. Where income and expenditure information i s  hard 
to obtain, proxies such as family size, location and literacy status o f  the household head 
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can b e  used. W e  have seen (see Table 3.8) that such criteria would improve upon the 
prevail ing system in terms o f  achieving greater poverty reduction. 

Increasing budgetary outlays for pure safety net programs. The budgetary 
allocation for cash transfers to the neediest, at approximately L.E. 500 million in 
2001/02, i s  extremely small when compared to the needs. Many times this amount are 
being spent on broader classes o f  subsidies wh ich  have substantial leakages to  the non- 
poor whi le providing marginal benefits in terms of  poverty reduction. One way  to 
generate needed resources i s  to  redesign the subsidies for items, such as electricity and 
transportation fkel, that are consumed in much lesser quantities by the poor than by the 
non-poor. The redesigned subsidy should decline sharply with income, thereby yielding 
resources that can be  spent on the poor. 

Improving the efficacy of the Social Fund in its poverty reduction function 

Redefining mandate of Social Fund to more narrowly focus on the poorest. This 
wou ld  ensure that SFD resources are better focused on the poverty agenda rather than on 
a broader mandate driven by other objectives. A poverty-focused mandate would enable 
the SFD to  better set priorities and assess ongoing and proposed programs. 

Reviewing the poverty impact of a l l  programs under the Social Fund. Such an 
exercise would also help with pr ior i ty setting and program selection. Indeed, poverty- 
impact monitoring and evaluation should b e  institutionalized within the SFD so that 
fkture projects might benefit from the lessons o f  earlier efforts. 

Enriching staf with social workers and anthropologists, who can then b e  more 
effective in delivering appropriate safety net services. Currently, the SFD has a 
preponderance o f  technical experts such as engineers and financial specialists, who do 
not a l l  have the necessary training to  deliver appropriately designed programs to poor 
families. 

Instituting local area development approach. At present, the efforts o f  the SFD 
are spread thinly across too many areas and types o f  beneficiaries. Focusing on selected 
areas and implementing a local area development approach would help improve the 
poverty-reducing impact o f  SFD’s efforts. This approach would involve: (a) pre- 
selecting poor regions for interventions; (b) within these areas, assessing the needs o f  
poor households with regard to public services (such as sanitation, water supply, or 
health); (c) encouraging the formation o f  community groups to ident i fy and implement 
appropriate subprojects designed to meet these needs; (d) building the capacity o f  the 
community groups to  engage in such h c t i o n s  as we l l  as that o f  intermediary NGOs that 
can help the community organizations and (e) enabling governorate, district and 
community level structures to monitor the status and impact o f  the community-chosen 
interventions. Once such an approach i s  adopted, the existing publ ic works and 
microfinance components can b e  integrated more closely with it so as to enhance impact. 
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Facilitating private remittances and charitable giving 

Improving formal channels of transmission of remittances. Whi le  w e  do not have 
systematic information about the impediments that are involved, anecdotal evidence 
suggests that financial intermediation continues to  be  costly for poor families residing in 
remote areas. Formal mechanisms are lacking and the poor typically resort to informal 
channels to send and receive remittances. Making it easier for migrant workers and 
family members to send money through the network o f  post offices and national banks 
with a rural presence would help. The existing network o f  branches, and the structure o f  
fees and charges that are presently applied by such formal financial intermediaries, 
should b e  examined to  identi fy ways to facilitate such private transfers. 

Supporting private charitable initiatives. Private charitable organizations and 
NGOs are often better than public agencies at targeting the poorest. Mosques, churches, 
community groups, and other non-governmental organizations have considerable 
outreach to the poor and good networks among themselves to identi fy and help the poor. 
Supporting their efforts by making it easier to set up and operate private charitable 
foundations that a im to  reduce poverty can b e  an essential complement to  any public 
safety net. This may  require an assessment o f  registration and tax policies that apply to 
such organizations. 
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