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Ia. Snrnmary Description 

':'!li3 a",si. ·tance ':'s part of a continuing assistance program to Egypt. Egyptian 
rol~tical and economic stability are deemed essential to achieving a comprehen­
,i.ve peace in the Middle Cant. New policien are gradually being adopted by 
Egypt to exploit more fully its economic potential and discourage uneconomic 
~on5umption while, at the same time, cush'oning the income losses to some firms 
and :10uc:eholds. Flexible program assistance is sought by Egypt to help manage 
~t balance of payments current account deficit and to assist in this adjust­
m~nt process. The Egyptian Government will provide Egyptian pounds, equivalent 
to th amount of the cash grant, which will be used for development purposes 
to support improvements in Egypt's housing and health sectors. These Egyptian 
pounds will be beneficidl to an extremely important sector of Egypt's economy 
and will help assure that the momentum of development is sustained. The cash 
grant simultanc~usly will provide timely assistance for Egypt's balance of 
?ay:nents needs. 

II. l:; ("';nll1l11'ntl'1d th,3t you iluthnri.zo.\ (:,1:111 '('!:',In::;tcr Grunt in the amount of
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(lll1,n~q,O () from funds deobliqatcll in [o'Y 83. Disbursement wlll be made 

l~ft~r 'xccutlon f the grant ayreemont, agreement on the siue letter and 
:;. l.'f ctl.'Jil of conditions precedent. 
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II SEP 1984 

ACTION ME110RANDUM FOR THE ADMINIST~~) 

THRD: A/AA/PPC, Richard Derhal'ttkih~ 
FKOH: AA/NE, w. Antoinette Fo~ 

SUBJECT: Egypt - FY 84 Program Cash Transfer 

Action: Your approval is required for a $101,894,000 FY 1984
 
Program Gash Transfer to the Government of Egypt under the
 
iconomic Support Fund Account.
 

Discussion: Since late 1983 A.I.D has made known its intent to 
reobligate funds deobligated from prior year Egyptian program 
funds for balance of payments support to the GOE. A portion of 
those funds were reobligated for the Commodity Import Program; 
the remainder, $101,894,000, has been earmarked for a cash 
erant. Based on discussions with congressional committees and 
the GUE, it has been agreed that in exchange for balance of 
payments support, the GOE will provide an equivalent amount, in 
Egyptian pounds, Lor develo)ment purposes to support 
improvements in the housing and health sectors. Additionally, 
we have confirmed that, over and above the level of procurement 
financed unrler the normRl A.I.O. assistance program, the GOE 
annually procures goods and services from the United States in 
an amount substantially in excess of the amount of this cash 
transfer. 

',·ii-tn the fina:.ization of these arrangell.·3nts and congressional
 
lifting of its hold on this transaction, you may now approve
 
the Cash Transfer Grant.
 

Recornrncndat ion: That you approve a $101, 89L~, 000 Cash Grant to 
the Government of Egypt. 

Approved: ~~ __ 
Disapproved: ~-----

Date: ~ \1 S \~4. 
--------~C\~-'-'-~---
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U.S. OBJECTIVES
 

The proposed FY 1984 cash transfer program has both political 
and economic objectives. The immediate political objective is 
to demonstrate the continuity of U.S. political support for a 
comprehensive and durable peace settlement in the Middle East. 
VIi t h t he real izn t ion 0 [ t Ile I~gyp t iHn - Is rHe I i Peace Agreement, 
the cornerstone of a comprehenf;ive pence has been lnid. Over 
the longer term, our policy f"".i..ms fit a satisfactory evolution of 
political and economic relations Hmong flll countries in the 
region. The cooperation o[ Egypt, the principal Arab country, 
is essential [or these purposes. The l;OE has demonstrated by 
its actions that it shares our desire to seek peaceful 
resolution of 0iddl(~ East differences lind an end to the state of 
ten s ion t hat h i1 S (l(j VC~ r s (d y fJ [ f e c ted the we 11 be ing 0 f the p e 0 p 1e 
tnroughout the region. Tile continuing ability Ilnd willingness 
of igypt to proceed tov/ard this ultlm£lte goal will depend on (a) 
sustaining domestic political stability; (b) flvoiding short-term 
deterioration in the standard of living of the populfltion; and 
\c) obtainirlg sufficient foreign resources to permit a 
continuing development l·[fort. The overall objective of U.S. 
assistance to Egypt is to [oster l!conomic and social devp.1.oprnent 
that 'dill facilit-ate find encol~rage the establishment of a 
tJennarwnt comprehensive peace. The criticfll importance of this 
objective, togettH~r with the fragile stnte of the Egyptian 
l!COnllInj ilnd it~; d~I)(!IHll!nce Ull fur.eign dssistunce, at leF.l~t over 
the IwxL Lev/ yeflrs, justifies find necessitates the exceptionally 
h l g h 1t! ve J. 0 f pre s l! ntH nd prop 0 s l! d lJ. S. ass i s tan c e toEgyp t . 

U.S. progralO assistance seeks to help sustl1in Egyptian 
pro d u c t ion Hndin vl! s tIne n tIe V(d s by pro v i dingap 0 r t ion oft he 
foreign exchange tht!se requir.e. The import requir-ements of each 
of these aggregates fire substantial ilnd cannot now be funded on 
11 :.;elr-~;ustaining hllsb; out o[ such lfIilrkl!t-deterrnined sources of 
[ur(:!ign exchHngl.~ [IS p(:!troleurn c'xports, workerls remittances, 
tourislO and Suez CUrlnl. [t!venues. IJc!vl!loping expo::-ts of 
agriculluntl and ind'lstrifll pr-odllcts fU; [ldditiollflJ. sources of 
for l! i g n (~ x c Iwn g e wi J 1 be; I I (' ng t II Y jJ n JC (:! S S • I ntherne a nwh i 1 e , 
"_I.'-:t;li:ILn:~ tllt! 1'~gypt:Llll eCIJl)Olny fit its p[e~;ent lev(:!1 of activity 
·.... ill r'':'1uire c()nCeSsioll;tl find fl(!xible bulfillce o[ payments 
;jSSiStdllCl~. 

'1'hl! J'~gyptinl1 l~(Jverl1lT1(!nt 'di.11 prrJ'!id(' Egyptian pounds, equivnlent 
to the' .llflrJUlll of till' ClJ:;h grunt, v,llich v,ill be used [or. 
devc!lrJI)rl\'~'IL jJurpOst·:; to .'iupport ilnprrJV('rrll!nts i.n Fgypt's housing 
flnd IIl!ilILII :;(!clr)r:;. The:;e l~gYIJt:Lln p(Jullds wiJ.I be ~)L~IH:!ficial to 
,In extn'lIll:]Y irr.portallt :;(!ctor of EgYIJt':: economy and 'dill help 
,"j',:;u/"(' I.IIilL till:! rnOlfl(!ntum o! dl.'v(:!loprrll'nL is sustai.ned. The 
i:npro'!I'Jflent:s to b(~ cflrrit~d (Jut in tht· hrJllsing and health sectors 
!~. )'/1 t::H' i·~gjpti.fln pI)uncJ pruce(!ds (JL th\~ cash grant v,ill be in 
; j\lit: i " to A.l./J. pr.ogrrllns which nre being undertaken in those 

:Ol!ctors. 



The GOE will continue to give priority to policy changes 
essential to sustain economic development and to enhancLlg the 
contribution of the housing and health sectors to the overall 
economy of Egypt and the well-being of its citizens. 

I I. Backg round nnd Just i ficat ion 

During the periorl 1965-1974, the Egyptian economy grew in real 
terms by only 3% annually and experienced severe pressures in 
its b~lance of payments as problems scemming from a long-term 
trend of eroding external competitiveness and a rising domestic 
demand were exacerabated by the burden of defense expenditures. 
Between 1975 and 1980 however, Egypt's real economic growth 
soared to some 8% annually and balance of payments pressures 
were substantially relieved through a surge in foreign exchange 
receipts from petroleum exports, eRrnings from the Suez Canal, 
tourism receipts supplier credits, and emigrant remittances. 
This surge is portrayed in the following table (in $ billions:) 

Table 1 

1975 1980 
Petroleum lJ:4 Z":7 
Suez Canal 0.1 0.7 
Tourism 0.4 0.8 
Supplier Cred~ts 

Worker remittances 
0.4 
0.4 

0.8 
5.0 

1:7 llJ:l) 

With receipts [rom tourism and worker remittances levelling off 
since 1980 and with petroleum export receipts slightly off the 
penk of $3.0 hi11ion reached in 1981/82, rcal growth rAtes are 
currently more modest. Suez Canal dues are continuing to rise 
by about un annllflll y and subs t Hnt ia I dome s tic growth has 
continUf..'d in the construction, private business, ~lectricity and 
trllnsportCltion sectors. H()WeVf~r, these increases have not been 
sufficient to replace the stimuliltive effect on the national 
income of the earlier surges in foreign exchange income. 
Petroleum export receipts arc: likely to continue to be level as 
the (·ffect of small production increases is offset by rising 
consumption Llnd higher foreign company-owned shipmentb. An 
especially disquieting development is the stagnation i 1 

a g rio c 11 1 t u r e fl n cl i n d 11 S try. Wh i 1e t h c' prod u c t ion 0 f 0 n i u ns , 
POt:ilt<H!S Clnd some fruits ha~; expanded signficnntly since 
1<J77/7K, the production of Hlwflt, cotton, rice, ml1ize and millet 
hus st;)gnllt(~d. Production of rnost industrial commodities has 
inc n! 11 ~.)(~ d 1itt 1(!, () n n n () ve r all bas is, 11 ndindus t ria 1 e x J) 0 r t s 
h i.l Ve dec Iined in rea 1 t e nn s [ rom the L E L~ 7 7 mi 11 ion nchievedin 
11.J7b. 



Agriculture and industry are the only growth stimuli to replace 
the earlier four foreign-source stimuli which together are 
projected to be level. Growth in these two sectors is needed to 
provide the export earnings supplements and gainful employment 
opportunities required to sustairl favorable economic performance. 

egypt's balance of pl:lyrrwnts position is thus again grCHlually 
becoming more adverse with the increases in debt servicing 
obligations and the slow rise of the main foreign exchange 
earners. The level of imports hils been almost frozen even in 
nominal terms since 198U/8l, but steady rises will now be 
requirpd in response to an active development program and to the 
social needs of a burgeoning population. Historical and 
projected data on Egypt's main balance of payments categories 
ar2 presented in Table Ill. An adequate total of investment for 
the productive sector is certainly a necessary condition for 
sig'lificant growth in output and exports. Also important is an 
~l PI) r 0 p ria t e p ric ingpo 1icy for e nergy, a g ric u 1 t u r a 1 prod u c t s , 
industrial products llnd foreign exchange so a:c> to encourage 
production efficiency, discourage uneconomic consumption, and 
channel [lew investment into Egypt' s arc~as of comparntiv(~ 
adVantage. The GOE is muving slu\vly on price reform, in order 
to cu:c>hion or minimize the Lncome losses occurring to some firms 
nnd households. Donor llsistance through hoth project nnd 
non-project modes could alleviate the lldverse effect~; of this 
adjustment process, and encourage the GOE to accelerate these 
reforms. 

ill. I{ec('nt lJ. S. 1\ s s i. :, t n £1 c t~ Prog r Ll m 

rile' [Jl1itcd ~:itiltl~S hilS cUlIlmitted economic assistance to Egypt 
LuLillling $().) biLliun since Fi 1974. NOLl-project assistance 
hilS tot all e d $LI • <j b ill ion II sis in d i cat e din Tab 1e I I . The 
present annual progrcllorning level for the Commodity Import 
Prognllll is $:300 miLLion llnd [or PL LI~O it is $2L5 million in FY 
ll)K5. 

LV. Grllnt Administration 

A. i.Je have rllised \·l1th the GOE our concern ahout the possible 
impact of this proposed cllsh tr-llnsfer on the level of U.S. 
exp')rts to Egypt. 111 it Si.dl' letter to the U.S.A.I.!). mission, 
the l;UI': is committing itself to tnke 1111 necessary steps to 
enSU1-e thilt, during U.S. riscn] Y(~J1r ICJB5, the dollar level of 
l~gyplLIII non-defense LI'1ports [rolll the lJnLtecl States, other thRn 
tlltJ,,;(, j in,lIlc('d hy I'.I.U. economic find PI, LlrW nssistnnce, will 
nul lJ l' j L'~; S t h il 11 il PP r l) x i In i-l teL y t: Ii c S ilmel eve 1 a s du r. i n g the pas t 
five >'l':lrs. Additionally, the GOI~ is committing itself to 
c ,) 11 t i 11Ul' imp 0 r. t i. ng d u r. i 11 g f i :c> c II 1 Ye IJ r- L() H,) b u 1k cornun cl e r the 
A. 1 . U. - fi nan c " d CUI il rn 0 d i t Y 1mp 0 r t P t- 0 g r n rn iJ t tIll' same il p prox i mat e 
level liS in the pa',;t five years. 



B. Following receipt of a statement warranting that the named 
person or persons have the authority to act as the 
representative or representatives of the Grantee, a U.S. 
treasury check drawn to the account of the GOE Central Bank will 
be transmitted to the authorized GOE representative. 

C. The grant agreement will also contain a covenant, to the 
effect that the GOE will provide Egyptian pounds, equivalent to 
the amount of the cash grant, which will be used for development 
purposes to support improvements in Egypt's hou.'ing and health 
sectors. 

V. Recommendation 

It is recommended that a $101,894,000 cash transfer to the 
Government of Egypt (GOE) be approved and authorized for 
obligation at this time. 

Project Review Committee 

NE/PD:JCarroll 
NE/E:DMorrissey 
GC/ ~IE: RJohnson 
NE/DP:JHoltaway 
SER/CUM:WVonSpiegelfeld 



Table II 

u.s. Economic Assistance to Egypt FY 1974-1983 
( In Millions of Dollars) 

Program Amount 

Commodity import program 
PL 480 Titles I, II and III 

2,824 
2,065 

Industrial equipment, Credit and 
technical assistance 565 

Infrastructure 1,273 
Urban and regional support 1,010 
Agriculture and irrigation 249 
Education and training 
Science and technology, 

population 
health and 

183 

242 
Other 107 

Total 8.518 



Table III
 

Egypt's Balance of Payments 1974-1989 Including
 
Unrecorded Flows
 

(In Current $ Billions)
 

Transaction 1974 1978 1981 1982/83 1985 1989 

Receipts: 

Petroleum exports 
Other exports 
Worker remittances 

0.1 
1.6 
0.3 

0.7 
1.3 
2.5 

2.8 
1.1 
3.4 

2.5 
1.0 
4.0 

2.7 
1.0 
4.2 

2.0 
1.5 
5.0 

Suez Canal dues 0.1 0.5 0.9 1.0 1.3 1.8 
Tourism 0.4 0.8 0.9 0.9 1.2 1.6 
Othpr current 
Total 'current 

0.1 
"276 

0.5 
o:J 

1.1 
1lf:L 

1.7 
IT:! 

2.2 
1"2"":b 

2.5 
14:4 

Foreign aid 1.8 1.1 1.5 1.8 2.0 1.8 
Other credits !it 

investment 0.6 1.0 2.5 2.4 2.4 2.6 
:)tal :-eceipts "5"":lJ H:4 14:""2 1"5:"1 1T:""U 1"8:"8 

Payments: 

Imports 3.5 6.0 9.6 9.5 10.8 12.0 
Civilian debt 
servicing 0.7 1.2 1.7 1.8 2.6 2.9 
Other 0.8 1.5 3.0 3.2 3.6 3.9 
T0tal payments "5":lJ E:"7 14:"1 14:"3 It:li 11f:8 

SourCl:: USAIIJ/Cairo estimates incorporating flows unrecorded in offic.:ial 
statistics. These unrecorded transactions may have been valued as follows 
during 1982/83 ($ billion): worker remittances-l.O, tourism earnings-0.6 a 
imports-l.2. (Unrecorded earnings h~ld idle-O.4) Military imports and fore 
military assistance are excluded from this table. Also excluded are the 
following transactions whose 1982/83 values were probably ($ billion): 
~ilitary exports-0.2, foreign company share petroleum exports-I.3 and direc~ 

investments and imports of petroleum equipment-0.75. 



September 17, 1984 

Annex A 

Environmental Determination 

MEMORANDUM 

TO: Joseph M. Carroll, Project Officer 

FROM: Barbara A. Ormond, Deputy Environment Coordinator 

SUBJECT: Egypt Cash Transfer Grant, PAAD 263-K-608 

The subject project is exempt from environmental review under 
the provisions of 22 CFR 2l6.2(c), Categorical Exclusions, (1), 
(i) and (ii), "AID Environmental Procedures". 


