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ONE OF the major problems affecting
many Egyptian state snterprises — a prob-
lem which virtually no one wants to tale
about — is inter-agency arrears. State-
owned companies degmmentaily affect gov-
crmment finances through the baildup of
inler-agency amrears. or what are sometimes
called cross debts. This situation is so com-
mon in Egypt that state firms are often
found holding on their books arreanages
which are more than one year.old. b
Soch arrcarages ofien come about as a
result of an inter-government transaction. A
public company buys goods or services
from another state organization and feels
free 1o delay payment just because it is
dealmg with another governmen: entity. In
ANy CAES SLAle CNIErPNISES MAY ©Ven With-
bold payment m a parucalar fiscal year to
have the debt camied over into the follow-
ing year at the expense of the sapplier fimm.
According o0 some rough esumses. anpaid
arrearages within the public sector during
fiscal year 1987-1988 amounted o as much
&3 1.7 percent of gross domestic product.
W’hﬁnfﬂghlcmngumm::sctnﬁxof
arruuges in many cases include unpaid
xes and unpaid debt service on either prin-
cipal or interest to public sector banks. The
unwillingness of a large numbes of state
enterprises last year w pay their mxes is a
Gase m paint. ]
There is also an example of how these
payment delays can lead 10 3 chain reaction.
Not long ago, the Egyptian Railways
Authority refused to pay staiz-owned engi-
neering firms for goods it received, citing
the fact that the central government had
failed to ptovide it with the full amount of
its investment budget. The engineering
firms, in turn, decided pot 10 pay the state-
owned steel mill for products it had provid-
ed And the steel mill promptly refused to
pay its decmmy bill 1o the Egyptian Elec,’
tricity Amthority! . :
Clennu; ;overnm.ent arreary to state ~
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o Start a Debt Chain Reaction

cnla'pr'uaisboth&x.pmsivemdl.imecm-
suming, especually simce there are a oamber
of msotvent state firms that bay goods from
othcrgovemmemenﬁnesevmdwuhdry
are unable 10 pay their bills. In these kinds
of cases the central govemnment, represented
by ooe organization ar another, must either
guaraniee these arrearages or simply write
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them off.
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The problem really lies in
the brotherly relationship
that exists between one
state entity and another.
You wouldn’t hurt your
brother, would you?

Insoivent state emterprises in many cases
seck loans from the public banking system
that are recorded as overdrafts to cover
arrearages, and these may go wunpaid for a
sigoificant period of time ontil the state
steps in to correct the books.

Of course, ¢lesaring arrcarages improves
the financial position of those sate enter-
prises bolding accounts-receivables which
they have been mnable to collect. In fact, the
majority of accounts-receivables in the bal-
ance sheets of state emterprises that are more
than six moaths old reflect the arrcarages
piled mp by other firms that have simply
decided not o pay their bills.
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.. In magy cases, ministers must interfere to
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call the minister of industry about an arreas-
age, nor is it uncommon for the minister of
ndusoy to call (he mimismier of supply about
an arrearage. )

Do state enterprises s10p supplying other
public firms when an arrearage problem
comes up agiin and again? Not 10 my
knowiedge. 1 know of cases where the
Egyptian Electricity Asthority threatened to
cut oﬂ'mlovmdm hncueh
threats were néver iaplernented.

The problem really lics in the brotherly
reiationship that exists between one state

entity and snother. You woaldn™t hurt your

brothez, would you? The tame applies when
it comes to dealing with cross debts involv-
ing various state enserprises. No public firm
wants to burt another. becanse one firm is
unlully very underzianding of another's

financial predicament. ia any case, the sate
enterprnise holdiag am unpaid accounis-
receivable knows tha the problem will be
salved by same governmeant entity some-
where, and thus so maaer how old the
accoum gets it is stil) calculated into the
mnﬁodlﬁeﬁmmwbﬂ-
vency positios. - - -

Sadly, thongh.mhxmh&anﬂn'

operations of insolvent state enterprises tend
10 be settled by having them coanverted o
equity. But, as long as mae enterprises do
pot pay any form of dividends, such copver-
sions m essence become nothing more than
government graats.

When amrearages are coaverted into gov-
ernment grants, and every mmolvent enter-
prise in Egypt expects that 10 happen, whaet
bsppeas to financial discipline? Well, you
can kiss that ooe goodbye. Thus, such con-
wuﬁmsdmldbemmedhympu~
heosive reforms aimed at improving the

financial strectare of the firms that are poa- |

stantly incuiTing arrearsges or overdeafting.
Government audit procedures shoald also
moaitor financial transactions between siae

enzerprises 0 guand agamsi the buildup of |

arrearages which are one of the main causes
of i mhnﬂc;up-bh:uc-




