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U.S. ECONOMIC ASSISTANCE TO EGYPT: DOES
IT ADVANCE REFORM?

THURSDAY, JUNE 17, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON INTERNATIONAL RELATIONS,
Washington, DC.

The Committee met, pursuant to call, at 10:53 a.m. in room
2172, Rayburn House Office Building, Hon. Henry J. Hyde [Chair-
man of the Committee] presiding.

Chairman HYDE. We will now commence with the Committee
hearing. The Egyptian economy has often under-performed its
peers, despite important natural advantages and massive assist-
ance from the United States and other donors.

Despite that massive assistance, or perhaps because of it, Egypt’s
economy and political system have largely resisted reform.

This might be a matter of indifference in other parts of the
world, but Egypt’s longstanding relationship with the United
States, its leadership position in the Arab world, its critical loca-
tion, and its path-breaking peace with Israel, make its development
a matter of great concern to Americans.

Which is why we have a massive assistance program to begin
with. There are poorer people than the Egyptians, people who are
objectively more deserving of our aid if poverty alone were the cri-
terion. It is because of our interest in Egypt’s success that we are
holding this hearing.

Our assistance is meant to be transforming and not palliative.
Yet, Egypt, our second largest aid recipient, negotiates with us
about the terms under which it will accept our assistance, and
drives a hard bargain.

In the end, it would be fair to say that a combination of
geostrategic circumstances and the greater resistance to change in
Egypt has made our cash assistance programs, including the Com-
modity Import Program, of questionable utility in driving reforms.
There are no serious reform-involved conditions accompanying $200
million in yearly CIP (Commodity Import Program) funds, and the
r%(iord on the $200 million yearly straight-cash transfer is question-
able.

Each year, in exchange for the cash transfer, Egypt is supposed
to undertake additional economic reforms. Yet, Administration
after Administration has assented to conditionality packages that
are remarkably similar to one another.

For example, in the cash that was transferred last week in the
supplemental aid package, improved economic statistics were cited
as a “quid pro quo.” But it turns out that in 1998, we provided cash
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to Egypt in return for its agreement to provide the very same sta-
tistics.

It is also true that we have provided cash for financial sector re-
form. Financial sector reform has been identified by the Adminis-
tration as the most important reform going forward.

It seems to be so important to privatize the state-owned banks
in Egypt that we should probably, if necessary, pay yet again to
support the same intended result. USAID’s consultants have dem-
onstrated the critical role that distorted lending practices play in
retarding Egypt’s economic reform.

Regrettably, Egypt’s financial sector is pursuing coping strate-
gies, which will put the Egyptian economy further and further be-
hind. I congratulate our Administration on its proposal to rework
the Egypt assistance program. It ought to be in place in full, and
I expect that it will be.

It is critical also that economic progress be matched by a true po-
litical opening. We should be of greater assistance in helping Egyp-
tians find their own path forward. The Administration’s Egypt pro-
gram re-work addresses this as well, and it, too, should be put in
place with dispatch.

The Commodity Import Program seems to be, for all practical
purposes, a second cash grant program that has had almost no
scrutiny and has never been specifically authorized, at least in the
case of Egypt.

I appreciate the work of the General Accounting Office presented
today in preliminary form, and that will help us understand the
program, its limitations, and its role, if any, in advancing Egypt’s
economic transformation.

We will be privileged to hear from two experienced diplomats
turned scholars, who can help us understand how we might have
an impact through our assistance programs, and perhaps other-
wise, on the course of Egypt’s economic and political reform.

We will then hear a preliminary view of the General Accounting
Office study of the CIP program.

[The prepared statement of Chairman Hyde follows:]

PREPARED STATEMENT OF THE HONORABLE HENRY J. HYDE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ILLINOIS, AND CHAIRMAN, COMMITTEE ON INTER-
NATIONAL RELATIONS

The Committee will come to order.

The Egyptian economy has often underperformed its peers, despite important nat-
ural advantages and massive assistance from the United States and other donors.
And despite that massive assistance—or perhaps because of it—Egypt’s economy
and political system have largely resisted reform.

This might be a matter of indifference in other parts of the world, but Egypt’s
long-standing relationship with the United States, its leadership position in the
Arab world, its critical location, and its path-breaking peace with Israel make its
development a matter of great concern to Americans.

Which is why we have a massive assistance program to begin with. There are
poorer people than the Egyptians, people who are objectively more deserving of our
aid, if poverty alone was the criterion. It is because of our interest in Egypt’s suc-
cess that we are holding this hearing.

Our assistance is meant to be transforming, not palliative. Yet Egypt, our second-
largest aid recipient, negotiates with us about the terms under which it will accept
our assistance, and it drives a hard bargain.

In the end, it would be fair to say that a combination of geo-strategic cir-
cumstances and the great resistance to change in Egypt have made our cash assist-
ance programs, including the Commodity Import Program, or CIP (a semi-cash as-
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sistance program), of questionable utility in driving reforms. There are no serious,
reform-involved conditions accompanying $200 million in yearly CIP, and the record
on the $200 million yearly straight-cash transfer is questionable.

Each year, in exchange for the cash transfer, Egypt is supposed to undertake ad-
ditional economic reforms.

Yet administration after administration has assented to conditionality packages
that are remarkably similar to one another. For example, in the cash that was
transferred last week in the Supplemental aid package, improved economic statistics
were cited as a “quid pro quo.” But it turns out that in 1998, we provided cash to
Egypt in return for its agreement to provide the very same statistics.

It is also true that we have provided cash for financial sector reform. Financial
sector reform has been identified by the Administration as the most important re-
form, going forward.

It seems to be so important to privatize the state-owned banks in Egypt that we
should probably, if necessary, pay yet again to support the same intended result.

USAID’s consultants have demonstrated the critical role that distorted lending
practices play in retarding Egypt’s economic reform. Regrettably, Egypt’s financial
sector is pursuing coping strategies which will put the Egyptian economy further
and further behind.

I congratulate our Administration on its proposal to re-work the Egypt assistance
program. It ought to be put in place in full, and I expect that it will be.

It is critical, also, that economic progress be matched by a true political opening.

We should be of greater assistance in helping Egyptians find their own path for-
ward. The Administration’s Egypt program re-work addresses this as well, and it,
too, should be put in place with dispatch.

The Commodity Import Program seems to be, for all practical purposes, a second
cash grant program that has had almost no scrutiny and has never been specifically
authorized, at least in the case of Egypt. I appreciate the work of the GAO, pre-
sented today in preliminary form, that will help us understand the program, its lim-
itations, and its role, if any, in advancing Egypt’s economic transformation.

Today, we will be privileged to hear from two experienced diplomats-turned-schol-
ars who can help us understand how we might have an impact, though our assist-
ance programs and perhaps otherwise, on the course of Egypt’s economic and polit-
ical reform. We will then hear a preliminary view of the General Accounting Office’s
study of the CIP program.

Let me now recognize the distinguished Ranking Democratic Member, Mr. Lantos,
for any comments he may have at this time, after which I will introduce the panel
members individually.

Chairman HYDE. Let me now recognize the distinguished Rank-
ing Democratic Member, Mr. Lantos, for any comments that he
may have at this time, after which I will introduce the panel mem-
bers individually. Mr. Lantos.

Mr. LANTOS. Thank you very much, Mr. Chairman, and let me
first extend my apologies for having to be on the Floor shortly to
engage in a debate on the rule. Mr. Chairman, I want to thank you
for convening this important hearing and for your usual thoughtful
opening statement.

The United States Congress has appropriated nearly $60 billion
in aid for Egypt since Cairo signed its peace treaty with Israel in
1979. Some $26 billion of this was economic aid, which is the focus
of this hearing.

This assistance program has achieved some important successes
over the years, such as helping Egypt to reduce its once soaring
birth rate, but Egypt remains a broken society where illiteracy and
poverty abound.

On the issues that we must care about today, economic reform
and political reform, our assistance program has been largely un-
successful. The primary reason for this is that the Egyptian regime
resists reforms so passionately desired by many of its citizens.

That is why I have joined with you, Mr. Chairman, in writing to
President Mubarak to insist that Egypt live up to its obligation to
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undertake economic reform before we release any more aid on a
cash transfer basis.

Not too many years ago, the late Egyptian diplomat, Tassem
Bashier, warned of what he called the mummification of Egypt
under the current regime. He was referring to a system so static,
so intimidated by the prospect of change and loss of control, that
it opposes all reform and change that could bring real prosperity
and freedom to the Egyptian people.

It is beyond dispute that our overall aid program is now twisted
in a manner that reinforces mummification, and that actually un-
dermines our reformist priorities in Egypt. Since 1999, Mr. Chair-
man, we have been decreasing our economic assistance to Egypt by
$40 million annually, while religiously adhering to an annual
standard of $1.3 billion in military grant funds.

Our annual military aid to Egypt is now more than twice that
of our economic assistance. This is not only a misallocation of prior-
ities, it is a theater of the absurd. Egypt inhabits an enviable stra-
tegic environment in which it is at peace with all of its neighbors.

Moreover, that strategic environment has further improved in re-
cent months with Libya’s decision to give up its weapons of mass
destruction. Exactly where is the threat that justifies Egypt’s need
for top-of-the-line military technology and warrants such a large
annual contribution from our constituents?

The answer is that there is no such threat. Yet, Egypt pursues
a vigorous military buildup and very strongly stages military exer-
cises that focus on war with Israel, a neighbor that sees peace with
Egypt as the cornerstone of its security.

We have an enormous stake in Egypt’s success, Mr. Chairman.
We serve Egypt’s interests and our own by increasing and improv-
ing our support for educational, economic, and political develop-
ment that effectively contribute to Egypt’s stability.

We do the Egyptian people no favor when we sate the appetite
of Egyptian generals at the expense of assistance that would pro-
mote prosperity and freedom. We can promote both United States
and Egyptian interests, first of all, by correcting our mistaken ap-
proach to Egyptian foreign aid.

I intend to do exactly that, Mr. Chairman. I intend to support
the Egyptian people by introducing legislation that will phase out
our military assistance for Egypt over the next 3 years, trans-
forming the $1.3 billion in annual gifts to the Egyptian military
into assistance for promoting economic and political reform, and
improving the quality of life of the Egyptian people.

Mr. Chairman, I look forward to hearing our witnesses’ rec-
ommendations as to how to improve our economic assistance pro-
gram, but I have concluded that if we are serious about bringing
Egypt into the modern world economically, educationally, and po-
litically, Congress must take the first step. We must show leader-
ship by overhauling foreign aid priorities that are now a quarter-
century old, utterly obsolete, and counterproductive. Mr. Chairman,
we need a more robust assistance program for Egyptian reform,
and a better funded one.

And we can accomplish that simply by recasting our priorities.
When we authorize and appropriate funds when we sign the
checks, we make a political statement. For too long our statement
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to the Egyptian people has been that we care far more about your
generals than about your teachers.

I intend to lead an effort to reverse that formulation, and reverse
it for both Egypt’s sake and our own. Thank you, Mr. Chairman.

Chairman HYDE. Thank you, Mr. Lantos, and without objection,
any further opening statements will be inserted in the record at
this point in the record.

Today, we are going to hear testimony from three distinguished
witnesses. First, we welcome Ambassador Edward S. Walker, Jr.,
who is the President and Chief Executive Officer of the Middle
East Institute.

He has had a distinguished career in government and education,
and has served in both the Clinton and current Bush Administra-
tions as Assistant Secretary for Near East Affairs.

He has also served as United States Ambassador to three Middle
Eastern countries, including Egypt, and at the United Nations as
Deputy Permanent Representative. Ambassador Walker is also an
accomplished speaker, known for his even-handed analysis of the
Middle East. We welcome you once more, Ambassador.

And we next welcome Dr. Michele Dunne, a Visiting Scholar at
the Democracy and Rule of Law Program, at The Carnegie Endow-
ment for International Peace, and Assistant Professor at George-
town University.

Dr. Dunne worked for the Department of State from 1986 to
2003 in assignments including Director for Near East Affairs on
the National Security Staff, as a political officer at the United
States Embassy in Cairo, and a member of the Secretary of State’s
policy and planning staff.

She holds a Ph.D. in Arabic language and linguistics from
Georgetown University, and her book, Democracy and Contem-
porary Egyptian Discourse, was published in 2003.

And finally, we welcome Dr. David Gootnick, who has been a Di-
rector for International Affairs in Trade at the General Accounting
Office since 2001. His current portfolio includes humanitarian aid,
development assistance, economic assistance, and global health.

From 1994 to 2001, Dr. Gootnick served as the Director of the
Office of Medical Services at the United States Peace Corps. We
will ask you to begin, Ambassador Walker, with a summary of your
statement, 5 minutes give or take. We won’t be inflexible, but your
written statement, as well as that of all the witnesses, will be
made a part of the record, and we will start with you, Ambassador
Walker.

STATEMENT OF THE HONORABLE EDWARD S. WALKER, JR.,
PRESIDENT, THE MIDDLE EAST INSTITUTE

Mr. WALKER. Thank you very much, Mr. Chairman, and Mem-
bers of the Committee. I also want to thank you, Mr. Chairman,
for your opening statement and that of Mr. Lantos. You have
raised some extremely difficult questions that need to be addressed
by this Committee and by the Administration.

I personally welcome the Committee’s efforts to review our eco-
nomic assistance program as administered by the Agency for Inter-
national Development in Egypt, and to consider its objectives and
effectiveness.
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Overall, the United States has vested about $25.5 billion in
Egypt’s economy. Since the year 2000, by agreement with Egypt,
the program has been reduced by about $40 million each year, so
that in fiscal year 2003, funding was at $615 million. It will level
off at about $475.5 million in the year 2009. The figures, however,
do not tell the whole story, for our assistance program was already
declining significantly over the years due to inflation.

If we wanted to maintain our program at the level of the 1979
outlay of about $1.1 billion, by adjusting for inflation over the
years, our outlay today would be, I am told, about $4.5 billion.

The point here is that the impact of our aid dollars has been sub-
stantially reduced and our leverage to encourage economic, polit-
ical, and social reforms equally reduced. I raise this because there
is a danger of expecting too much of our aid program.

I also raise it because our resources have declined, and if influ-
ence and reform are objectives, then logic would indicate that the
scope of our program should have contracted as well.

In short, we should have narrowed our focus so that our remain-
ing programs would be larger and have greater impact. In fact,
until the most recent USAID/Egypt program review called for by
the House Committee on Appropriations, AID was continuing to
cover seven strategic objectives relating to most major sectors of
the Egyptian economy and society.

Since our program incorporates a strategic planning cycle, by the
end of the 5 years in 2008, we would be stretching a program of
$415 million to cover the seven strategic objectives.

We need to have a better concept of what we are trying to do and
what we can possibly do with the resources at hand. Frankly, I
don’t know what the U.S. objective is. Are we trying to alleviate
poverty? Are we trying to build the middle class? Are we fostering
upward mobility? When I look at the AID program, I see a Chinese
menu: A little of this and a little of that. I don’t see a focused pro-
gram, and I surely don’t see the priorities that could make a sub-
stantial difference.

Today, we continue to see our AID program in a broader policy
context. No matter how much money the AID Director can conceiv-
ably have available in today’s budget climate, he or she cannot
change the pace or direction of reform except at the margins.

What set aside the period of the mid-1990s, when I was Ambas-
sador in Egypt, and when reform by all accounts was in its heyday,
was the commitment at the very top of the Administration to re-
form.

If we are serious about reform, and if we really mean it when
we call for democracy and economic and social change, then we
cannot leave the problem to our AID Directors or our Ambassadors,
or our Assistant Secretaries.

It will take genuine commitment and persistence from the Presi-
dent of the United States and the Vice President, as well as from
you gentlemen and ladies in the Congress.

There are two other aspects of the AID program in Egypt that
deserve close scrutiny. The program, as it is structured, devotes 30
percent of its funds, or $200 million, to the Development Support
Program (DSP), which is a cash grant in return for meeting nego-
tiated reform targets.
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A second $200 million is directed to the Commodity Import Pro-
gram, and that leaves about $200 million for all other programs
combined. The DSP grants, although a good idea, have some inher-
ent weaknesses.

One weakness was pointed out by the program review, that the
reforms negotiated with the Egyptians covered a wide gamut of
issues and thus lost focus. The review recommended focus on one
or two key economic reform areas. A good idea.

The second proposal by the review suggests that if outcomes ne-
gotiated with Egypt for reforms are not met, then the funds should
be reprogrammed to fund other USAID projects in Egypt.

And both of these programs have met resistance by the Govern-
ment of Egypt, and that raises an important question as to wheth-
er or not Egypt is operating under a United States entitlement, or
should the program be linked to U.S. interests and objectives.

If a cash transfer is earmarked and obligated as is currently the
case and cannot be reprogrammed, then our Ambassador and AID
Director have limited leverage in both program design and imple-
mentation. In short, whose money is it?

The AID review proposal to permit reprogramming such funds to
other AID projects in Egypt would go part of the way to resolving
this problem. But AID might also want to look at authority to re-
program such funds to other AID programs in the Middle East as
well.

While I was in Egypt, I was a strong advocate of the commodity
import. It is a seductive program in that it supports United States
business sales to Egypt, establishes supplier relationships with
United States companies, and then lets us use the money twice;
once for Egyptian firms to buy the products, using low-cost, short-
term loans from AID funds, and then again by the Government of
Egypt once those loans are paid back.

It is a popular program in Egypt and in the United States. The
program review suggests downsizing it to $150 million by 2009,
and that makes sense. However, AID needs to take a hard look at
the program. Who does it benefit, and the controls over the Govern-
ment of Egypt’s use of the proceeds.

In this case the money already does belong to the Egyptian Gov-
ernment. One problem with this is that the United States objec-
tives are no longer the guiding principle and allocation process.

In addition, the loans provided to Egyptian businessman tend to
be driven more by sales of American products than by AID’s reform
agenda, not necessarily a bad thing, but not a recognized purpose
of the AID program.

AID needs to take a hard look at how this program might be
completely restructured and direct it more closely to AID’s objec-
tives.

In conclusion, I believe that the AID review has moved the pro-
gram in the right direction, but that there is further work to do.
And part of this work will have to be driven by Congress.

Our objective should be a tighter, more tailored program, which
takes account of limited resources. It should not be considered an
entitlement, nor should it be seen as a mechanism for enforcing re-
form.
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Egypt has to take ownership of its own reform program, but we
need to continue to stimulate that process. Thank you very much,
Mr. Chairman.

[The prepared statement of Mr. Walker follows:]

PREPARED STATEMENT OF THE HONORABLE EDWARD S. WALKER, JR., PRESIDENT,
THE MIDDLE EAST INSTITUTE

Mr. Chairman, Members of the Committee, Ladies and Gentlemen, I welcome the
Committee’s efforts to review our economic assistance program, as administered by
the Agency for International Development (AID) in Egypt and to consider its objec-
tives and effectiveness.

The AID program in Egypt reached its stride in 1979 with a massive infusion of
US assistance based on the Camp David Agreement. For most of the period since
1979, until the year 2000, Congress allocated $815 million to the Egyptian economic
assistance program. In addition, supplementals in the early years of $300 million
a year, raised the annual figure to about $1.1 billion. Overall, the United States has
invested approximately $25.5 billion in Egypt’s economy. Since 2000, in agreement
with Egypt, the program has been reduced by about $40 million each year so that
in FY 2003 funding was at $615 million. It should level off at $407.5 million by
2009. The figures, however, do not tell the whole story. For our assistance program
was already declining significantly over the years due to inflation. If we wanted to
maintain our program at the level of the 1979 outlay of $1.1 billion, adjusting for
inflation over the years, our outlay today would be around $4.5 billion. Another way
of looking at it is that the purchasing power of the current program in 1979 dollars
is a little over $150 million and that does not buy a whole lot. In terms of Egypt’s
non-recurring expenditures in 1979, that is excluding salaries and so forth, the AID
infusion was equal to about two thirds of Egypt’s discretionary budget at that time.
Today the program hardly makes the chart.

The point here is that the impact of our AID dollars has been substantially re-
duced and our leverage to encourage economic, political and social reforms equally
reduced. I raise this because there is a danger of expecting too much of our AID
program. I also raise it because our financial resources have declined; so, if influ-
ence and reform are our objectives, then logic would indicate that the scope of our
programs should have contracted as well—in short, we should have narrowed our
focus so that our remaining programs would be larger and have greater impact. It
might also dictate that we should have created a consortium of donors, who annu-
ally contribute about $2.3 billion, to leverage common reform interests.

In fact, until the most recent USAID/Egypt program review called for by the
House Committee on Appropriations, which called for greater focus of our program,
AID was continuing to cover seven strategic objectives including: Trade and Invest-
ment; Competitiveness; Utility Services; Environment and Natural Resources;
Health and Planned Families; Governance; and Education. Since our program incor-
porates a five-year strategic planning cycle, by the end of the five years in 2008,
we would be stretching a program of %415 million to cover the seven strategic objec-
tives.

The review was a solid effort to change the nature of our program to meet the
resources available. But it has some of the same problems of diffusion that previous
programs suffered from. The recommendations of the program review call for a re-
duction in the number of strategic objectives to four areas including 1. Democracy
and Governance, 2. Economic Reform, 3. Education, and 4. Health. They also call
for emphasis within these programs on the number of individuals reached at the
“grassroots level.” These would be noble objectives if we were talking about a pro-
gram of $4.5 billion. But how much impact can a $407.5 million program have when
it is spread out over so many areas and is designed to focus on the “grassroots
level”? With 23 million Egyptians living below the poverty line, even if the entire
AID authorization was directed to the “grassroots” and alleviation of poverty, we
would still only be spending a little over $1.75 per impoverished Egyptian per year.
But of course the bulk of the Egyptian program does not and will not go to the
“grassroots.”

We need to have a better concept of what we are trying to do and what we can
possibly do with the resources at hand. Frankly, after reading the literature, I don’t
know what the US objective is. Are we trying to alleviate poverty? Are we trying
to build the middle class? Are we fostering upward mobility? Are we trying to im-
prove our image? Are we trying to create jobs, any jobs, or are we trying to create
jobs that fulfill expectations? Is our objective 100% literacy and if so why, in a large-
ly subsistence economy? When I look at the AID program, and even the Program
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Review, I see a Chinese Menu—a little of this and a little of that. I don’t see a fo-
cused program and I surely don’t see priorities that could make a substantial dif-
ference. We should not forget, that what happens in Egypt with about 23% of the
total Arab population in the region, has a profound effect on other Arab countries.
If Ilﬂ(gypt sincerely embraces reform, it becomes far easier for others to follow in its
wake.

I was in a meeting two days ago with a number of Egyptians considering the re-
form process. Each of them, in one way or another, highlighted the failure of Egypt
to build a large and vibrant middle class as the principal roadblock to economic and
political reform. In fact, these Egyptians said that the gap between the wealthy and
the poor was widening and the middle class was declining. I am not a development
theoretician. And I know how many acolytes there are for literacy programs, grass-
roots programs and small and micro-enterprise lending. When I was Ambassador in
Egypt, I was a strong advocate of women’s literacy and small and micro enterprise
programs as being important to the long term development of Egypt. But I think
we have to ask the question if such programs have any realistic prospect of making
a significant contribution to reforming the economy. We also have to ask if it would
not make more sense to concentrate on those reforms that would have the greatest
impact on economic growth and upward mobility in the society. In Egypt, because
of legal, financial, bureaucratic and cultural limits, it is very difficult for micro-en-
terprises to break through into significant mid-level business enterprises. The devel-
opment of medium-sized businesses might be a better focus for our programs.

The reform agenda, according to the AID submission to the Committee of May 18
notes that “The greatest threat to domestic stability results from popular frustration
with recent economic performance and a persistent lack of economic opportunity.”
The AID report points out that over one third of the population lives below the pov-
erty line—i.e. 23 million people. At the same time real unemployment is running
at between 12 and 25 percent. The Egyptian economy has to generate from 750 to
800 thousand new jobs each year, far more than they have been generating in re-
cent years.

As I indicated before, our AID is not significant enough alone to leverage the
Egyptian government toward reform. There is a tendency to look at the $25.5 billion
expended and to suggest that the AID program has been a failure. That is not fair.
Good people working for good objectives are running our program. And a lot has
been accomplished. Without AID, we would probably long since have seen the emer-
gence of a virulent hostile political environment which would work against our mili-
tary and political interests.

But today, we need to see our AID program in a broader policy context. No matter
how much money the AID director can conceivably have available in today’s budget
climate, he or she cannot change the pace or direction of reform except at the mar-
gins. And from my own experience, no matter how active a part our Ambassador
plays politically, his or her contribution will be limited. What set aside the period
of the mid-nineties, when I was Ambassador in Egypt, and when reform, by all ac-
counts, was in its heyday in Egypt, was the commitment at the very top of the Ad-
ministration to reform. Al Gore, through the Gore-Mubarak partnership, with its
Presidents’ Council of business leaders from both countries, made the difference.
The current Administration has not put that kind of commitment into the reform
program in Egypt and the results are predictable. If we are serious about reform
and if we really mean it when we call for democracy and economic and social
change, then we cannot leave the problem to our AID Directors or our Ambassadors
or Assistant Secretaries. It will take genuine commitment and persistence from the
President and the Vice President, as well as from the Congress.

There are two other aspects of the AID program in Egypt that deserve close scru-
tiny which the Program Review highlighted. The program as it is structured devotes
about 30% of its funds, or $200 million to the Development Support Program (DSP)
which is a cash grant in return for meeting negotiated reform targets. A second
$200 million is directed to the Commodity Import Program. That leaves about $200
million for all other programs combined. The DSP grants, although a good idea,
have some inherent weaknesses. One such weakness was pointed out by the Pro-
gram Review—that the reforms negotiated with the Egyptians covered a wide
gamut of issues and thus lost focus. The Review recommended focus on “one or two
key economic reform areas.” A second proposal by the Review suggests that if out-
comes, benchmarks and timelines negotiated with Egypt for reforms are not met in
a reasonable time, then the funds should be reprogrammed to fund other USAID
projects in Egypt.

Both of these proposals have met resistance by the Government of Egypt. And
that raises an important question as to whether Egypt is operating under a US enti-
tlement or the program is linked to US interests and objectives. If the cash transfer



10

is earmarked and obligated, as currently is the case, and cannot be reprogrammed
regardless of agreement on a serious reform agenda or performance on implementa-
tion, then our Ambassador and AID Director have limited leverage in both program
design and implementation. In short, whose money is it? I cannot speak for the cur-
rent situation, but I can assure you that when I was Ambassador negotiating the
DSP reform programs, I erred on the side of moderating our objectives to ensure
that the Government would be able to carry out the required reform programs in
a reasonable time frame. In effect, I pulled our punches. I did not want Congress
to be forced into the position of facing a large pipeline of earmarked but unspent
funds that could result in returning the funds to the US Treasury. I felt that the
impact on our bilateral relations would be severe and this would damage the suc-
cessful initiative undertaken by Vice President Gore. The AID Review proposal to
permit reprogramming such funds to other AID projects in Egypt would go part of
the way toward resolving this problem, but AID might also want to look at authority
to reprogram such funds to other AID programs in the Middle East as well.

While I was in Egypt, I was a strong advocate of the Commodity Import Program.
It is a seductive program in that it supports US business sales to Egypt, establishes
supplier relationship with US companies, and then lets us use the money twice—
once for Egyptian firms to buy the products using low cost short term loans from
AID funds and then again by the Government of Egypt once those loans are paid
back. It is a very popular program in Egypt and in the United States with its bene-
ficiaries. The Program Review suggests downsizing it to $150 million by 2009 and
this makes sense. However, AID needs to take a hard look at the program, who it
benefits, and the controls over the Government of Egypt’s use of the proceeds. My
recollection is that this is not a program that incorporates a great deal of condition-
ality. The Egyptian Government is relatively free to allocate the proceeds to various
ministries and programs with loose AID oversight but little AID direction. In this
case the money does already belong to the Egyptian Government. One problem with
this is that US objectives are no longer the guiding principal in the allocation proc-
ess. In addition, the loans provided to Egyptian businessmen tend to be driven more
by sales of American products than by AID’s reform agenda, not a bad thing, but
not a recognized purpose of the AID program. AID needs to take a hard look at how
this program might be restructured to sustain its popularity but direct it more close-
ly to AID’s objectives.

In conclusion, I believe that the AID Review has moved the program in the right
direction but there is further work to do. And part of this work will have to be driv-
en by Congress. Our objective should be a tighter more tailored program which
takes account of limited resources. It should not be considered an entitlement, nor
should it be seen as a mechanism for enforcing reform. Egypt has to take ownership
of its own reform program, but we need to continue to stimulate that process. The
AID program should only be seen as one element in a much broader effort at the
highest levels of the US government to help alleviate a growing problem of dis-
content and potential instability in the region.

Chairman HYDE. Dr. Dunne.

STATEMENT OF MICHELE DUNNE, PH.D., VISITING SCHOLAR,
THE CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE

Ms. DUNNE. Mr. Chairman and Members of the Committee,
thank you for inviting me to testify. Having worked on democracy
assistance to Egypt during assignments in the Government and
then observed them from outside the Government, I welcome the
opportunity to present my thoughts to you.

With your permission, I will focus primarily on the impact of
American assistance on the prospects for political reform versus
economic reform. First, I believe that democracy assistance to
Egypt can be effective only as part of a coherent policy strategy,
including active engagement with the Egyptian Government on the
structural changes in law and practice that political reform de-
mands.

The U.S. Agency for International Development’s programs have
helped to build Egyptians’ ability to participate in a democratic sys-
tem, but not their opportunity to do so.
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For example, several years of assistance to non-governmental or-
ganizations has strengthened Egyptian skills in running their orga-
nizations, but has not helped change restrictive laws that keep civil
socilety groups from operating freely and practicing advocacy effec-
tively.

Modest, bottom-up pressure of the sort that can be generated
through democracy programs alone will not force an unwilling gov-
erning elite to share power, nor are the amounts of assistance
under consideration enough to persuade them.

Second, the United States Government should raise the relevant
issues in private discussions with the Egyptian Government at sen-
ior levels, and reinforce them with public statements on the need
for reform in Egypt and throughout the region.

Recent steps by the Administration in this regard have been im-
portant factors in opening up political space in Egypt for discussion
of reform. President Bush raised the issue of political reform with
President Mubarak for the first time at their April 2004 summit
in Crawford, in preparation for which President Mubarak hosted a
meeting of Egyptian and Arab civil society activists, who issued a
refreshingly frank and thorough statement of needed reforms.

Regarding public statements, despite the undeniable resistance
among many Egyptians to the United States as the messenger of
democracy and reform, nonetheless the public message has reso-
nated among a broad spectrum of activists—Islamists, and leftists,
as well as liberals—who have long advocated reform and are now
coming forward with their own ideas.

In planning a coordinated strategy of policy engagement and as-
sistance programs, it is important to be honest and clear about the
current political situation in Egypt. The Egyptian Government has
shown a willingness to modernize certain institutions, for example,
the judiciary, and is now allowing discussion of liberalizing aspects
of political life. It has not, however, shown any intention to democ-
ratize, by which I mean giving the Egyptian people the right and
ability to change their Government.

All of the United States democracy assistance programs so far,
and most under contemplation now, aim at modernization and lib-
eralization, which can certainly improve people’s lives in Egypt, but
do not necessarily lead to democratic transformation.

I think it is important to keep in mind that that would be a fur-
ther step that could eventually happen, perhaps when the gov-
erning elite decides that it can no longer resist strong internal
pressure for change, or as a result of visionary leadership.

Although Egypt is not necessarily on the cusp of democratic
transformation, it is important to keep political reform on the pub-
lic and private bilateral agenda in the coming few years when
Egypt is likely to face a leadership succession, as well as par-
liamentary elections.

While the United States cannot and should not try to force
change in Egypt, it can use the significant influence that it pos-
sesses to help shape the environment in which Egyptians will make
important decisions about their future.

The United States should be realistic about how much its assist-
ance can achieve, but at the same time be determined to spend
American funds only on programs that stand a real chance of aid-
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ing political liberalization with a view toward eventual democra-
tization.

I have some specific recommendations. First, the United States
should concentrate in the policy dialogue, and in programs on
issues that Egyptians themselves have identified as critical to polit-
ical reform: Lifting emergency laws; revising laws on forming polit-
ical parties and regulating non-governmental organizations; form-
ing an independent electoral commission and monitoring bodies;
and amending the Egyptian constitution to provide for direct elec-
tion of the President, term limits, and redistribution of power from
the executive to the legislative and judicial branches.

The United States should make major program commitments
only in areas where the Egyptian Government has demonstrated
the will to reform, for example, the judiciary, or in these other crit-
ical areas where the United States is prepared to work hard on
persuading the Egyptian Government to open up.

I recommend we retain enough flexibility in the assistance pro-
gram to be able to respond to opportunities or challenges that
arise. As I mentioned, the political situation in Egypt, I think, is
going to be changing over the next few years, and we should be
able to respond to that.

So I recommend avoid committing all the funds to large, multi-
year projects. The United States should carve out funds that can
be disbursed by the U.S. Government directly to Egyptian or non-
Egyptian organizations, with Egyptian Government agreement only
to general program guidelines.

As I am sure that the Committee is aware, currently all of the
funds and all of the programs must be approved by the Egyptian
Government.

And the United States should seek alternative destinations for
funds, as Ambassador Walker also mentioned, should the United
States and Egyptian Governments be unable to agree on meaning-
ful programs for democracy assistance.

Finally, it helps to recall that Egypt is for the Egyptians, and all
of the important decisions ultimately belong to them. At the same
time, the United States’ influence in Egypt is not neutral, and
should be used in the service of regional peace and internal reform,
which I see as the two overarching issues that face Egypt and the
Middle East today. Thank you for your attention, and I welcome
any questions.

[The prepared statement of Ms. Dunne follows:]

PREPARED STATEMENT OF MICHELE DUNNE, PH.D., VISITING SCHOLAR, THE
CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE

Mr. Chairman and Members of the Committee, thank you for inviting me to tes-
tify. Having worked on democracy assistance to Egypt during assignments at the
U.S. Embassy in Cairo and National Security Council staff and then studied the
issue from outside government, I welcome the opportunity to present my thoughts
to you. With your permission, I will focus primarily on the impact of American as-
sistance on the prospects for political (versus economic) reform.

First, democracy assistance to Egypt can be effective only as part of a coherent
policy strategy including active engagement with the Egyptian government on the
structural changes in law and practice that political reform demands. The U.S.
Agency for International Development’s programs have helped to build Egyptians’
ability to participate in a democratic system, but not their opportunity to do so. For
example, several years of assistance to non-governmental organizations has
strengthened Egyptians’ skills in running their organizations, but has not helped
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change restrictive laws that keep civil society groups from operating freely and prac-
ticing advocacy effectively. Modest bottom-up pressure of the sort that can be gen-
erated through democracy programs alone will not force an unwilling governing elite
to share power, nor are the amounts of assistance under consideration enough to
persuade them.

Second, the U.S. government should raise the relevant issues in private discus-
sions with the Egyptian government at senior levels and reinforce them with public
statements on the need for reform in Egypt and throughout the region. Recent steps
by the American administration in this regard have been important factors in open-
ing up political space in Egypt for discussion of reform. President Bush raised the
issue with President Mubarak for the first time at their April 2004 summit in
Crawford, in preparation for which Mubarak hosted a meeting of Egyptian and Arab
civil society activists who issued a refreshingly frank and thorough statement of
needed reforms. Despite the undeniable resistance among many Egyptians to the
United States as the messenger of democracy and reform, the public message has
nonetheless resonated among a broad spectrum of activists—Islamists and leftists
as well as liberals—who have long advocated reform and are now coming forward
with their own ideas.

Third, in planning a coordinated strategy of policy engagement and assistance
programs, it is important to be honest and clear about the current political situation
in Egypt. The Egyptian government has shown a readiness to modernize certain in-
stitutions—for example, the judiciary—and is now allowing discussion of liberalizing
aspects of political life. It has not, however, shown any intention to democratize, by
which I mean giving the Egyptian people the right and ability to change their gov-
ernment. All of the U.S. democracy assistance programs so far, and most under con-
templation, aim at modernization and liberalization, which can certainly improve
people’s lives but do not necessarily lead to democratic transformation. Such trans-
formation could eventually happen when the governing elite decides that it can no
l(l)lnger resist strong internal pressure for change, or as a result of visionary leader-
ship.

Fourth, although Egypt is not necessarily on the cusp of democratic trans-
formation, it is important to keep political reform on the public and private bilateral
agenda in the coming few years, when Egypt is likely to face a leadership succession
as well as parliamentary elections. While the United States can