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This report highlights various
approaches to debt relief. It
describes and evaluates one
feasible approach in Egypt: the
debt-for-development exchange,
or debt swap.

The report igidesigned asa
contribution to the discussions
related to the feasibility and
viability of using debt swaps for
socio-economic development
with an emphasis on implications
and outcomes of emerging and
innovative information“and
communication technology (ICT)
projects. The report capitalizes
on a decade of Egyptian
experience; it compares and
contrasts two models: the
Egyptian-Italian Swap and the
Egyptian-Swiss Swap. It
summarizes the challenges,
opportunities, lessons learned
and implications for future
domestic and international

implementations.
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Abstract

The report is not intended to be an exhaustive analysis of what
works when introducing ICT for development; however, it aims to point
out and demonstrate the experiences of Egypt’s ICT Trust Fund
(established as a partnership between the Ministry of Communication
and Information Technology (MCIT) and the United Nations Development
Program (UNDP). The main objectives of the ICT fund is to assist Egypt
in its socio-economic development program through: (a) establishing
public-private partnerships, (b) using ICT to further development, (c)
increasing awareness of the developmental potential of ICT; and, (d)
making ICT more accessible and affordable to all citizens.

The ICT program covers 5% of the total debt swap agreement
between Egypt and Italy, with a total value of 48.5 million Egyptian
pounds. It consists of five interrelated projects that are divided into two
main categories. The first category includes two projects, the Smart
Schools Network Project (SSNP) and the Mobile IT Clubs Project (MITC);
it provides ICT access points to the local communities. The second
category includes three projects, the Community Knowledge Generation
and Electronic Library Project (CKGel), the llliteracy Eradication Project
(IE) and the Community Portal Development Project (CDP);it provides
applications support to the beneficiaries.

The report concludes that, even though the absolute amount of
money released for development programs by debt swaps is modest,
it has had noteworthy effects on socio-economic development in Egypt.

It is argued that the knowledge gained from the Italian and Swiss
programs should greatly increase the chances for successful
achievements, which should play a significant role in Egypt’s overall
future prosperity.

This article was produced by the Economic Research Forum (ERF) with support from The
Ministry of Communications and Information Technology (MCIT) and the Ministry of
International Cooperation (MIC).
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Introduction

1) Change in Donor Assistance

Of the several issues discussed at the “Pan —Arab Regional
Dialogue: In Preparation to WSIS 2005 Conference” held in Cairo in
May 2005, the Egyptian debt relief experience most captured the attention
of the audience. Egypt's total medium-and long-term external debt has
been on the rise in the past few years; figures show that in the year
2000, total external debt was around $27 billion, and by the end of 2004
this figure increased to $31.1 billion. OECD Paris Club ! member
countries are the largest credit contributors to Egypt with around 73%,
followed by Multilateral Agencies such as the IMF and the World Bank
with 19% (see Figure 1).

FIGURE 1

Stock of Medium-and Long-Term Public and
Publicly Guaranteed External Debt as at End of March 2005
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Source: External Position of the Egyptian Economy, Quarterly Report,
Central Bank of Egypt, July 2005

L All bolded terms are defined in the Glossary of Terms (Annex 1).

Egypt is one of the middle-
income countries that have
taken advantage of the
growing international
awareness for the debt
relief of developing nations.
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There is no better time to be discussing debt relief, a subject
that has gained high-profile advocates such as United Nations Secretary
General Kofi Annan. He wants “a special international working group
representing a wide range of interests to be established to consider the
question of a new international debt mechanism” (Johnson, 2004). Most
of the creditor countries and organizations that have taken a stance on
debt relief have also made sure to accompany it with a policy that
promotes development. This, according to Norwegian Minister of
International Development Hilde Johnson?, has been why “the debt relief
process has been slower than desired.”

Egypt is one of the middle-income countries that have taken
advantage of the growing international awareness for the debt relief of
developing nations. Egypt has negotiated four bilateral Debt Swap 3
agreements, with the governments of France, Germany, Italy and
Switzerland. In engaging in these agreements, the governments of
Egypt and of these nations look to find practical ways to alleviate the
bilateral debt France, Germany, Italy and Switzerland’s total bilateral
debt constitutes 30% of Egypt’s total external debt and 45% of Egypt’'s
Paris Club countries’ bilateral debt.4 that constitutes a significant drain
on Egypt’s resources.

The purpose of this report is to describe and assess one feasible
approach to debt relief in Egypt: the debt-for-development exchange.
Using the agreements of Italy and Switzerland 5 as examples, it assesses
the past decade of experience with transactions that enhanced local
economic progress with special emphasis on information technology
(IT) for development. From this, Egypt can share with the international
debt relief partners a set of lessons in debt-for-development that could
be put to use elsewhere, and modified to suit the specific situation of
each country.

1) Why Focus on Development?

A quick look at the evaluation of the Egyptian Human
Development Index (HDI) with all its components reflects a general trend
of improvement at the national level (see Figure 2).

However, Egypt’'s major problem has always been that there are major
regional disparities at the governorate level.
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The latest Egyptian Human Development Report (EHDR 2004)
shows that Egypt is still struggling with these disparities among its four
main regions. The top performer continues to be the Urban governorate
region with a 2002 HDI of 0.765, followed by the Frontier governorates
with an HDI of 0.708, then the Lower Egypt governorates with an HDI
of 0.666 and lastly, the Upper Egypt governorates with an HDI of 0.653.

Table 1 looks at the average HDI values for the major groups of
governorates and shows a trend of improvement on the regional level
and subsequently on the national level. Table 1 also points out the
continuing huge gap in HDI between the Urban and Rural regions.

Observers view the present uneven urban/rural distribution as
highly likely to cause obstructions to economic progress and political
stability. Recognizing the magnitude of Egypt’s disparity problem and
its socio-economic implications, the governments of Egypt, the IMF, the
World Bank and other development granting agencies such as the OECD
have acknowledged the importance of narrowing this gap. The international
community acknowledges that development needs financial support and
the government of Egypt cannot simply do it on its own, especially with
the high external debt that is increasing yearly. With this shared
awareness and responsibility, it was proposed that arrangements be
established whereby debt can be exchanged for investments in
development that will target needy regions in Egypt.

2Taken from, Norwegian Minister of International Development H.E. Hilde Johnson’s speech
on World Debt Day in Oslo, May 2004.

3“In a bilateral debt swap, a creditor government cancels debt owned by a debtor government
in exchange for the debtor setting aside an agreed amount of the counterpart funds in local
currency for a project” (UNDP 2003, p.2).

4 France, Germany, Italy and Switzerland’s total bilateral debt constitutes 30% of Egypt’s total
external debt and 45% of Egypt’s Paris Club countries’ bilateral debt. (Source: Quarterly Report,
April 2005, Central Bank of Egypt)

5 The German and French agreements will only be mentioned and not deeply analyzed, as they
have yet to be implemented.

The purpose of this report
is to describe and assess
one feasible approach to
debt relief in Egypt: the
debt-for-development
exchange.
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FIGURE 2

Evolution of Egypt Human
Development Index (1975-2002
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Source: UNDP Egypt Human Development Report, 2004, p.145

TABLE 1

Average HDI Values for the Major Groups of Governorates: 1990- 2002
1990 1992 1994 1996 1998 2000 2002

Urban Governorates 0.568 0.607 0.718 0.872 0.725 0.740 0.765
Lower Egypt Governorates 0.440 0.528 0.570 0.613 0.646 0.641 0.666
Upper Egypt Governorates 0.373 0.461 0532 0570 0.597 0.622 0.653
Frontier Governorates 0.442 0.543 0.636 0.700 N/A N/A 0.708
Overall Egypt 0.425 0.524 0589 0.631 0.648 0.665 0.687
Source: UNDP, Egypt Human Development Report 2004

Iii) Structure of the Report

The report is organized as follows. Section Two provides a comprehensive
overview of debt swaps. Section Three outlines Egypt’'s debt swap
partners and compares the Italian and Swiss models. Section Four
presents a case study that focuses on ICT projects pertaining to the
Italian debt swap agreement. Section Five discusses the lessons learned
from the Egyptian debt swap agreements and implications of these
lessons for other countries that may wish to undergo the same experience.
Finally, concluding remarks are given in Section Six.
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lI. Concepts of Debt Swap

1) Debt Swap Mechanism

“Debt swap is shorthand for a transaction in which a government
or organization in a creditor country retires a fraction of a developing
country’s external debt, in exchange for a commitment by the debtor
government to invest local currency in designated programs” (Rosen et
al, 1999, p.3). In essence, the debt swap concept can also be viewed
as a form of foreign assistance to a debtor country by its creditors,
whether these creditors are commercial institutions or simply credit-
granting governments.

Most of the writings on the topic outline different kinds of debt
swaps. In this part there is an outline of the kinds and not types of debt
swapsé, yet they all agree that most of these debt swaps are more or
less similar in that in most transactions, the creditor 7 agrees to donate
or sell a fraction or all of its outstanding debt. This is known in the
literature as a bilateral debt swap, when the donation or sale is granted
directly to the debtor government. A three-party debt swap is activated
when a non-governmental third party buys the debt, usually at a discount,
and later retires it. In return, debtor countries deposit a specified amount
of domestic currency in a Counterpart Fund (CF) to pay for activities
identified in the debt swap agreement. In Egypt’s case, programs in
employment, the environment and social services at the local, grass-
roots level are recipients of these funds.

There are several different ways to classify agreements 8 for
debt swap; the authors of this report favor that of Rosen et al (1999).
They place debt swaps into two categories: “private swaps (those
including one or more NGOs as parties and the retirement is for commercial
debt); and public swaps (those to which the parties are governments
and bilateral or multilateral debt is retired Rosen el, (1999) borrowed the
terms “private” and “public” from Deacon and Murphy (1997).

6 In this part there is an outline of the kinds and not types of debt swaps. According to Moye,
(2003) there are several types of debt swap agreements among which are: debt-equity swaps,
debt-for-development swaps, debt-for-nature swaps, debt-for-exports swaps, debt-for-offsets
swaps. These agreement types do not pertain to the scope of this study, so we chose to just
mention them.

7 The creditor could be a commercial bank, an export company, a government, or a multinational
institution.

In Egypt’s case, programs
in employment, the
environment and social
services at the local, grass-
roots level are recipients of
these funds.
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They are not perfectly accurate. “The term “private swaps” can involve
public debt and “public swaps” can result in grants for NGOs, but they
provide a generally useful distinction between swaps that are largely
initiated and carried out by NGOs and those which are mainly
governmental” (Rosen et al, 1999, footnote 5, p.3). (Rosen et al, 1999,
p.4). In Egypt's case, the signed agreements for debt swap fit under the
umbrella of “public” swaps. As a result, this report deals only with the
characteristics of public debt swaps, which are enumerated in Table 2.

TABLE 2
Characteristics of Public Debt Swaps

Characteristic Typical Public Swap

Parties to the transaction The debtor and creditor country governments

Eligibility of debtor country The creditor country sets criteria for participation,
typically including satisfactory implementation
of a structural reform program

Amount of debt retired Usually large

Recipient of domestic currency funds A counterpart fund

Oversight of use of funds A board composed of debtor and creditor country
representatives

Debt relief process Debt is cancelled incrementally based on debtor

country’s fulfillment of the terms of the contract

Source: Rosen et al. (1999)

8 Rosen el, (1999) borrowed the terms “private” and “public” from Deacon and Murphy (1997).
They are not perfectly accurate. “The term “private swaps” can involve public debt and “public
swaps” can result in grants for NGOs, but they provide a generally useful distinction between
swaps that are largely initiated and carried out by NGOs and those which are mainly governmental”
(Rosen et al, 1999, footnote 5, p.3).
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ii) History of Debt Swaps

Chile was the first country to establish an institutionalized debt-
equity swap program in 1985. In a typical debt-equity swap, commercial
debt owed by a developing country’s government (sovereign debtor) to
a private sector creditor is purchased by an investor in the secondary
debt market and is then converted into an equity investment in the debtor
country. Debt-equity swaps have contributed to both debt reduction and
increased investment in developing nations.

The debt swap mechanisms were also applied to the non-profit
sector. In many developing countries, the combination of heavy debt
and economic adjustments has placed severe pressure on natural
resources. The first debt-for-nature swap was concluded in 1987 between
Bolivia and Conservation International, “resulting in the designation of
the Beni Biosphere in northeast Bolivia and the creation of a small
endowment to cover its operating costs” (UNDP 2003, p.2). This soon
led to the introduction of the debt-for-development swaps in other sectors
such as child development, education and health.

Since the first debt swap carried out by Chile, there have been
transactions involving a large number of debtor countries and a handful
of creditor countries and organizations. Table 3 summarizes these
transactions.

Debt-equity swaps have
contributed to both debt
reduction and increased
investment in developing

nations.
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TABLE 3

A Variety of Debt-Swap Agreements Conducted Worldwide to Date

Instruments Debtors Creditors Face value of | Pur-chase |Domestic Use of
debt retired | price of currency domestic
debt (% of |[generated (%| currency
face value) |of face value)
Private Transactions
Private debt-for- | Madagascar, U.S. NGOs $174 million | $42 million | $127 million | Nature
nature swaps (45 | Zambia, Ghana, by end of (24%) (73%) conservation
commercial debt | Nigeria, and 11 1997 (usually
transactions by others in Latin parks)
end of 1997) America, Asia, and
Eastern Europe
Private debt-for- Nigeria, South U.S. and local $500 million Various
development Africa, Tanzania, | NGOs and FFD development
exchanges Kenya, Ghana, projects
negotiated by and several
Finance for countries in Latin
Development American and
(FFD) Asia
UNICEF debt-for- | Zambia, UNICEF national | $199 million | $29 million $53 million UNICEF
child-development | Madagascar, committees in (14.5%) (27%) programs
swaps Senegal, Sudan, | OECD countries
and several
counties in Latin
America and Asia
Bilateral Transactions
U.S. Enterprise for | 7 Latin American | U.S. $875 million | $90 million $154 million | Environmenal
the Americas and Caribbean between (10%) (18%) protection and
Initiative countries 1991 and child health
1993 and survival
USAID-funded Costa Rica, u.S. Un-known $95 million | $146 million | Natural
debt-for-nature Honduras, resource
swaps in 1989- Panama, Mexico, conservation

1990

Jamaica, the
Philippines,
Indonesia, and
Madagascar
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Instruments Debtors Creditors Face value of | Pur-chase |Domestic Use of
debt retired | price of currency domestic
debt (% of |[generated (%| currency
face value) |of face value)
Swiss Debt 12 countries in Switzerland $760 million | $152 million | $172 million | Projects in all
Reduction Facility | Africa, Latin (20%) development
America and Asia sectors
Belgian Least developing | Belgium
commercial debt- | countries
for-aid conversion | excluding Congo
(Zaire)
Canadian Honduras, EI Canada $86 million Un-known; $45 million Environmenal
International Salvador, Costa between up to $145 protection
Development Rica, Nicaragua, 1992 and million ceiling and natural
Agency Debt Columbia, and 1997 resource
conversion Peru conservation
Program
French Libreville | Cameroon, France $177 million Priority
fund Congo, Gabon, as of the end development
Co'fate d’lvoire of 1993 ($706 projects
million
ceiling)
end of 1993
($706 million
ceiling)
German Rio Fund | 14 eligible Germany (20% of face | Ecology and
countries value) poverty
alleviation
projects
Netherlands debt | Tunisia, Costa Netherlands $45.5 million Nature
swaps Rica, Chile, between conservation
Pakistan, 1990 and in Costa Rica;
Jamaica, and 1997 other uses
Madagascar unknown
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Instruments Debtors Creditors Face value of | Pur-chase |Domestic Use of
debt retired | price of currency domestic
debt (% of |generated (% | currency
face value) |of face value)
Private Transactions
Poland/Finland Poland Finland $14 million in
debt-for- 1990
environment swap
Multilateral Transactions
Poland/Paris Club | Poland Paris Club $510.7 million $510.7 million | Polish
debt-for- countries as of 1998 (100%) environmenal
environment swap ($3.3 billion projects of
ceiling) international
significance
Inter-American Mexico IADB $121 million | $100 million |$121 million | Tree-planting
Development in 1992 (83%) (100%) in Mexico City
Band debt-for-
nature swap
Heavily Indebted | Uganda (and other | IMF and World $40 million/ | In Uganda
Poor Countries qualifying poor Bank year rural roads,
Initiative countries) primary
health care,
and
education

Sources: World Bank (1998); Swiss Coalition (1997); OECD; U.S. Senate Committee on Foreign Relationg
1998); Kaiser and Lambert (1996) and Rosen et al (1999)
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Iii) Advantages and Disadvantages of Debt Swaps

Debt swaps, like any other instrument, has positive as well as
negative aspects. Moye (2001) outlines the potential advantages and
disadvantages for debtor nations such as Egypt. A more detailed
discussion of how these affected Egypt and the lessons learned will be
analyzed in later sections. The advantages of debt swaps from a debtor
country’s point of view are:

Debt reduction: The country’s total debt obligation is reduced,
and the debtor government benefits by investing the money (that would
otherwise go to repayments) in development projects. Some bilateral
debt swap agreements include a form of debt cancellation as a byproduct.

For example, in Egypt’'s debt swap agreement with Switzerland, 40%
of the sum agreed on was written off and was contributed to the Balance
of Payments in an effort to reduce its deficit.

Foreign exchange savings: By definition, all debt swap
agreements require the debtor nation to make repayments in local
currency to the counterpart fund. This frees up a lot of the hard currency
that would have been committed if the debtor country had paid its regular
debt installments.

Investment promotion: “Debt swaps can be structured to favor
investments in priority sectors. For example, in Argentina, debt-equity
swaps were permitted if the local currency was invested in export-oriented
investments and an equal amount of new foreign money was brought
into the country. Other countries used debt-equity swaps as an incentive
to encourage privatization or to facilitate the return of flight capital.”
(Moye 2001 p.7).

Improvement of the country’s sovereign ratings: Assuming that
the debt relief program is a large percentage of the country’s debt (which
is not the case with Egypt; debt swaps only comprise 1.6% of total
external debt), the debtor country can benefit from the decrease of debt
and the high risks of default associated with it, which in turn improves
the country’s sovereign ratings.

On the other hand, a debtor country might dislike engaging in debt swap
agreements for the following reasons:

Debt swaps, like any other
instrument, has positive as

well as negative aspects.
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Budgetary impact: Whereas debt swaps might provide an
advantage from a foreign exchange perspective since repayments are
made in local currency, it might be burdensome when a country has
significant internal debt. Realistically, external debt is transformed into
domestic debt. The budgetary impact of the debt conversion could be
managed if payments are made over time (as in the Egyptian-Swiss
Debt Swap) ¢ and not as a lump sum payment (as in the Egyptian-Italian
Debt Swap).

Risk of inflation: Another negative impact of debt swaps in some
countries “has been the injection of excessive amounts of local currency
into the national economy resulting in inflation. This is one reason why
debt swap programs in Latin America were suspended. In order to
mitigate any adverse inflationary impact, debtor governments can place
a ceiling on the amount of local currency paid.” (Moye 2001 p. 8)

Subsidization of investment by debtor government: In the absence
of additionality, the debtor government may be subsidizing investment
that would have occurred anyway. The literature on debt swaps seems
to suggest that debtor governments should always attempt to measure
the degree of additionality of investments and development projects
funded through debt swaps before and after engaging in the agreement.

9 Covered in more detail in the next section.
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The Arab Republic of Egypt has concluded bilateral debt-swap
programs with four European countries: France, Germany, Switzerland
and ltaly. Each of these four models has two components: a “debt”
component, which involves debt relief, and a “swap” component, according
to Paris Club agreement, under which Egyptian pounds are allocated
to development projects.

The Italian and the Swiss models will be described below since
they have both been in place long enough to reveal important lessons
worthy of sharing. The German?0 and the French 1t models will not be
covered in this report, as they are still at their primary stages 12

The Italian Debt-Swap Model

Egypt and Italy signed a debt-swap agreement on February 19,
2001, which allowed $149.09 million of interest and principle payments
owed by Egypt to Italy to be used instead to fund programs that benefit
development and environmental programs in rural Egypt. The money is
deposited in Egyptian pounds over a five-year period in a counterpart
fund with the Central Bank of Egypt (CBE). The programs consist of 53
projects that address various sectors of the economy. Table 4 summarizes
the Italian model.

10 Based on the Agreement of 24 May 1992 between Germany and Egypt on the reduction and
reorganization of Egypt’s debt, both countries signed a series of debt-swap agreements (between
2001 and 2003) in which 204.5 million euros of Egypt interest payments for its German
outstanding debt would be used for development and environment programs and to help with
the balance of payments. The funds are equally divided with 50% for the development and
environment programs and 50% for the balance of payments.

11 Egypt and France signed a debt-swap agreement on 3/30/1993 stating that Egypt would
deposit 58 million French francs in Egyptian currency (at current spot exchange rate of each
installment), whereby French outstanding debt will decrease, by the installment amount, upon
deposit in the local currency. The agreement dictates that the proceeds be used to aid the Social
Fund.

12 All bilateral swap models were summarized from the Ministry of International Cooperation
memo number 175 to H.E. Minister Faiza Abulnaga dated February 24, 2005.

Egypt and Italy signed a
debt-swap agreement on
February 19, 2001, which
allowed $149.09 million of
interest and principle
payments owed by Egypt
to Italy to be used instead
to fund programs that
benefit development and
environmental programs in

rural Egypt.
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TABLE 4

The Italian Debt-Swap Model

Country Italy
Program Italian-Egyptian Debt for Development Swap Program (IEDSP
Eligibility The “Debt-for-Development Swap” agreement was signed in

Rome on February 19, 2001 with the aim of converting eligible
Official Development Assistance (ODA) bilateral debt owed by
the Arab Republic of Egypt to the Italian Republic into financial
resources to implement development projects in Egypt. The total
amount of debt subject to swap operations under the Agreement
is about $149 million for a period of five years.

Implementing
agencies &
organizations
Process

Egyptian Public Organizations, UN organizations, Egyptian
or Italian NGOs.

A Management Committee is responsible for projects
selection. Projects selection is based upon the Agreement’s
general criteria and occurs in two steps.

The first step of the selection process is based upon review
of a set of documents containing the following items:
- Objectives and description of the project (according
to the European Union procedures, i.e. Logical
Framework);
- Overall Working Plan (OWP);
- Institutional framework and implementation modalities;
- Budget.

The second step of the selection process is based upon

review of a set of documents containing the following items:
- Objectives and description of the project according
to the Logical Framework format adopted by the
European Union (see IEDSP Annual Report);
- Overall Working Plan (OWP) and first year Annual
Working Plan (AWP), the summary of which to be
presented ina standard format (see IEDSP Annual
Report);
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- Financial Plan and Budget, including a detailed yearly
break-down of costs, the summary of which to be
presented in a standard format (see IEDSP Annual
Report);
- Institutional framework and implementation modalities;
- Technical Annexes.

- Annex 1: Feasibility Study

- Annex 2: Project Document

Use of domestic
currency
generated

The projects funded through the Italian-Egyptian Debt for
Development Swap Program shall aim to promote socio-
economic development and/or environmental protection.
Priority will be accorded to projects aimed to rural
development, poverty alleviation and food security. The
distribution of funds are as follows:

* 26% Micro enterprises re-lending

e 24% Rural development

e 9% Water resources and water management

» 16% Education

» 8% Social development

* 7% Poverty alleviation

* 5% Health

* 5% Environment

Grant-making
procedure

According to Art. 2 of the Italian-Egyptian Debt Swap
Agreement, the Egyptian Government shall deposit into
the Counterpart Fund (CPF) the equivalent, in Egyptian
pounds, of each installment of the Official Development
Assistance (ODA) debt (principal and interest) due to the
Italian Government at its maturity date, in the period between
the entry into force of the Agreement and July 8, 2006.

The mechanism of the transfer of funds into the CPF is
directly linked to the process of projects selection since the
outstanding amount of the CPF (that is, the total amount
of the installments transferred into the CPF) should not
exceed the total budget of selected projects
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Structure and
oversight of
funds

Financial
results

IEDSP is managed by a bilateral committee and supported
by a Technical Support Unit (TSU), acting as a management
committee secretariat, to monitor and evaluate the results
achieved by each project.

Progress in the implementation of the agreement as of
June 2005 shows that a total of 53 projects have been
approved by the Italian-Egyptian Management Committee
with a total expenditure of L.E. 836,846,974.01.

Performance
appraisal

Every six months the applicant has to submit to the TSU
a technical and financial progress report.

A yearly budget of each selected project shall be allocated
and disbursed according to the relevant annual financial
plan. Within three months before the end of each financial
year, the beneficiary shall submit to the management
committee a financial report of the current year and a
proposed next year's work plan and the relevant updated
annual financial plan.

Sources

Italian-Egyptian Debt-for-Development Fund Annual Report
and Debt-Swap Agreement between Government of Egypt
and the Republic of Italy. Interviews: Mr. Marco Spada
and Eng. Guido Benevento.
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The Swiss Debt-Swap Model

Egypt and Switzerland signed a debt-swap agreement on May
25, 1995 stating that 150.3 million CHF of Egypt’'s outstanding debt to
Switzerland be partially reduced. The amount would be routed so that
40% of it is nominally deposited in Egypt’s balance of payments account
(actually, Egypt would be relieved of this 40%). The remaining 60%
would be deposited in an Egyptian-Swiss Development Fund (ESDF)
in local currency with the Commercial International Bank (CIB) in an
effort to reduce poverty in Egypt. Table 5 summarizes the Swiss model.

TABLE 5
Country Switzerland
Program Egypt Swiss Development Fund ESDF
Eligibility Eligible external debt consists of rescheduled non- Official

Development Assistance debt originating from commercial
transactions insured by the Swiss Export Risk Guarantee
Agency. The eligible external debt to be released under
the agreement is of 150,291, 381.89 CHF.

Implementing NGOs such as:

agencies & e Catholic Relief Service

organizations * The Egyptian Family Planning Association
» Parent Teacher Association
Process

» Proposals are submitted by NGOs to ESDF.

* Project are approved by technical committee (TC)
and forwarded to bilateral committee (BC)
» The BC makes the decision for implementation.

o ESDF encourages that a network of NGOs works on
integrated development projects, which are beyond the
capacity of one or two NGOs; this is called “cluster
approach.”

Egypt and Switzerland
signed a debt-swap
agreement on May 25,
1995 stating that 150.3
million CHF of Egypt’s
outstanding debt to
Switzerland be partially

reduced.
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I\VV. ICT for Development (ICT4D)
Projects: The Case of Italy

A Variety of Debt-Swap Agreements Conducted Worldwide to Date

Use of domestic

currency
generated

The amount in local currency shall be equivalent to 60% of the
150,291, 381.89 CHF. The remaining 40% will be contributed to
the balance of payments account. The distribution of the 60% will
be as follows:

* 40% Income and employment generation

* 40% Environment

» 20% Enhancing social services

Grant-making
procedure

The ESDF shall open an interest bearing account in Egyptian
pounds with the CIB. Egypt shall deposit the amount in local
currency (at the spot exchange rate) in this account. The capital
plus the interest accrued will be utilized to fund the different
projects.

Structure and
oversight of
funds

The ESDF is governed by a Bilateral Committee (BC), a Technical

Committee (TC) and an Executive Secretariat (EXSEC).
» The BC is the highest policy and decision-making body of
the ESDF. It has a Coordinating Unit (CU) acting as an
informal liaison between BC members and EXSEC.
e The TC is the advisory body to the EXSEC and on request,
to the BC. It reviews and comments on proposals and
recommends these for ESDF funding.
» The EXSEC is the program implementing office. EXSEC
is responsible for the review, evaluation, implementation and
monitoring of ESDF’s projects and daily operations.

Financial 91 projects in 21 governorates with a sum of LE. 474 million

results allocated to implement different projects in the fields of income
generation and employment, environment, health, sanitation,
capacity building and social services. Funds allocated by
ESDF were given directly to 95 NGOs and indirectly to 323
sub-grantees.

Performance The sound management of grants is assured through a financial

appraisal procedure that stipulates that NGOs have to report their expenses

on a quarterly basis. There is also midterm and final external
auditing which provide an evaluation of the NGOs financial
performance.
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The Swiss Debt-Swap Mo