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Cash transfer assistance is provided in' recognition and support of
Cbvernment of Egypt progress in implementing comprehensive economic
reform. The Government's refoI1n program is in-tended to transforrr.
Egypt from a centrally planned command economy to an economy based
on free enterprise and reliance on market forces. The reforms
supported by this Cash Transfer evidence progress towards this qe-al.
The form of this assistance (as a Cash Transfer) is intended to provide
immediate relief on urgent foreign exchange obligations of the
government.
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1. SUMMARY. T"! l08 BOARD APPROVEO IN ITS aUGusT
16TH IIEETltlG A USD11~,~ tfl~UON OCR lOPN TO HKISTpN
FOR THE THIRD TEl{COllllU~ICATIONS PROJECT. MEETING
SUB~tQU£NnY IN EXECUTIV£ SESSION THE IOARD APPROVED
tHE APPOIII'tfENT Of U.s. ALI[R~ATE OIRECTOR WillIAM R.
THOIlSON AS VICE ~RESIOENT OF THE BAN~ fOR O'£RATIONS
EFfECTIVE ')CTOIER I, 1998. E~D SUMMARY,

2. THE l'. S' DIRECTOR SUPPORTED THE
tELECOMMUNICATIONS pROJECT BECAusE IT WOULD IKPROVE
TELEPHONE SERVICE 1M PAKISTAN. HE PRAIseO THE DECiSiON
T~ CONvERT THE TELEPHONE DE~ARTMENT INTO ACORPORATION
BY I!!~. LAYING THE GROUND WORM FOR PLACING
TELECOMMUNICAtiONS SERVICE ON ABUSINESS eASIS lNO
LEADING TO EVENTUAL PRIVATIZATION. HE NOTEc THAT I,T
HAD GOOD FINANCIAL RECOR~ EAR~ING UP~AROS OF 2) PER
CtNT ON REVALUED ASSETS OVER THE LAST SEWERlL YEARS.
HE APPLAUCEO THE EFFORTS TO ALLOW THE PRIVATE sECTOR TO
SUPPLY £0\ IPIl!NT AND DPERAH PERIPHERAL SUvlCES AND
~GP.££O W!lH THE PROposED USE Of THE PRIVATE SECTOR rOR
INSTlLLAllON or OUTSIDE PLANT. HE URGEO THE PAKIST~~I

GOVERN"EN" TO COR~OPAlIZE I&T AS SOON AS POSSIBLE A~O

TO IEG!N (FFORTS TO P~IVATIZE IT. HE ASKED STArr

\lHT~lR TI\[ CHA~GE IN GOVERNMENT IN ~AKISUN WOULD
AfHCT COllPORATltATION OF T&I

3. STur 010 NOT ,.PECl THAI THE CHANGE IN
fjCvt.~~(~r VOULO ~rrECT I~E COP.POOA!IZATION AGREED 10
IN TKt LOaH AGRE[~E'T.

4. Ol"t" ~1~tC'C'S ~(R[ Suo'oaTIVE or ,H PRO;~:1

~IT~O~l ~A~~t~ CRtT ~15M

~. KHTIN~ IN ['ECUTIV£ SfS~10N, TH£ BOQRC APPRO;E~

'~E C((O·"t~O';ION or PRESIDEN~ 1AR\J~IL~ TO ~PPOI"

L:~. l~~~SoN A, ~ or ?RES;OE~T or THE 8~~H FO.
~- CfS EFfECT,., OCTi)~[F. 1, 19S~. HR'J"IZi.i"

MANILA 25196 2S1929l
RECOMI'IENDATlDN liAS APPROVEO UIlAHII'IOUSLY.

THO"Stlll
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I. 'lhe sett.i.n:.J For U.s. a:cnani.c Assi..stmx:le

2 1212 3562932

'!he overall objective of U.S. ecx>nanic assistance to D;n'Pt is to foster
ec.xJnomic am &cial develq:;mmt. Eoonctnic assistance is one of the key
elements of broader U.S. support to facilitate ani eTlOCJltt.Clge the establishment
of a permanent, oarnpn>llensive re:1ional peace.--
E>:JYpt is a leader in the re:Jion and a stron;1 advocate of regional peace.
Hc:Mever, her ability to CXIDtinue t.his role is influenced by danestic economic
extooitions. For the past ferw years, the eoonoory has been very fragile as a
result of a lorq perioo of subsidies, price distortions ard governrtent
controls. 'lhe balance of payments ard the governnent I s bJdget are in
substantial deficit. 'lhere is a very large. external debt ard related MnUal
debt sexvioe payxoont. Real ecooomic growth has essentially stqp:rl. In
addition, inflation and unenployment have eroded. real~ ani intrOO.uced a
source of potential social instability an::i disoontent.

The highest priority of economic policy is to change the system from central
management and control to a greater reliance 01) markets in order to achieve
sustainable CJlXMtl1 in real i.ncane arrl employment. To aooanplish this econoodc
transfonnation without a serioos disroption in the sooial order, Fgypt needs
temporary relief from external debt setVioe paymarrl:$ an:l a substantial
infusion of external resources during the period of policy reform.

'!he Government of E};jypt is now engaged in negotiations with the IMP for a
secorrl Stardby arrarge.rrent. When the St.ardby is in place, Egypt will SEek a
Paris Club resche:iulin:] of current debt service payments am arrearages. The
Stanlliy arrarqement ani Paris Club rescheduling are also expected to re.sw.t in
the reopeni..n:J of some lines of inw:rnational credit. In addition, the
government is negotiating a Structural Adjustment Loan with the 1000 arrl hopes
to COIlplet.e the agreement as soon as the Stal"Xlliy ~ement is in plao:!. 'file
agreements with tile IMF, Paris Club am lBRD will partly ease the goverrnnent's
resource problem. IiCMeVer, additional resources in the foI1tl of cuntinuEd high
levels of U.S. grant assistance are require.1. durirq the period of economic
adjusbnent.

u.s. econanic assistance is pl:UV'ided to Egypt in the. forms of project
assistance, canmodity .tnp:,rt prcxp:ams arrl as cash transfers. '!he provie;ion of
cash transfers has been agree:l to by COngress in order to support significant
economic reforms taken by the govenment. In May, 1990, the Govennnent of
Fqypt made substantial p~s in iltplementin:] refonn measures, prirrarlly to
correct energy prices and reduce subsidies. '!he goverrnuent also, since the
last cash transfer in August 1989, made a nurrU:er of other changes in p::llicie.s
:related to exchan;Je rate unification and liberalizing the operation of public
sector industries. '!he release of this cash transfer is in reccgnition arrl
support of these p;:>licy reform rooasures.
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II. Backgram:l ard Recent ED::n:mdc Develcpnents

EXJypt has had a centrally planned ecxJ'l'lOO'lY 61noa the revolution in 1952. state
control has been exercised t:hroogh a large govenunent bureaucracy ani tlu'ough
state CMrJerShip or control of a majority of the prexiuct1ve assets. Prior to
1973, goverment policyp~ rapid in:lustrialization an] a strerqthening
of the military. Si!103 1973, the government has experrlEd substantial
resouroes to pranote popular oonsunption am social welfare.

Between 1975 am 1980, Fqypt's real ec:onanic gt:t:Mth soared to sane 8% annually
based. on a surge in foreign excharge receipts. 'Ibe principal san:ces of
foreign exchange were petroleum exports, Suez canal am tourism receipts,
supplier crOOits, worker's remittances an:} foreign borrow.in} (see Table l).

Table I
mINCIPA:L l"tEEIGN~ Rl'.DllPLS AND~ IEBl'

(In $ billions)
1975 1980 1.9a4/~5 1987/88 1988/89

Petroleum 0.4 2.9 ·2.9 1.7 1.1
SUez canal 0.1 0.7 0.8 1.3 1.3
'Iburism . 0.4 0.8 0.8 1.6 2.0
Supplier credits 0.4 0.8 0.9 1.2 0.8
Worker :Remittances 0.4 4.0 3.5 3.4 3.5
Gov~t Debt 20.0 36.4 43.1 45.8

Egypt's ~nomic grcMt:h did not result fran i.ll1proveJre.nts in the economy's
prcductivity or irrlustrial c:x:alpa..rative advantage. Between 1980 am 1984/85,
when several inportant sources of external earnings stagnated or declined,
:r~l econauic growth tapered off to an annual average of about 3%. In 1985/86
the eCX>J10my experienced a nore precipitous decline in petroleum earnings. 'lbe
collapse of the world price of oil also restricted the dem:mi for EJYptian
labor in the oil producin:3" states. Consequently, worker remittances also
declined after 1984/85.

'!he large decline in earnings from petroleum arrl worker remittances occurred
at a time when debt se!.Vice payments were becan.i..r¥J an important ootlay in the
Balance of PaymeJ1ts (see Table II). The growth in the remaining traditional
sources of foreign exdw):Je ean1i.n;Js arrl ton-traditional e>q:xJrts was not
sufficient to compensate for the decl:ine in petroletnn related~s ard
m?et rising debt sel:Vice payments. Also, no new~ of foreign exchartJe
earrd.r~s emerged. O:msequently, with bTports continuin;} to rise at 20\ per
year from 1981)82 through 1994/85, the current acx::ount deficit rema..ined high
durin;} this period at arout $2.5 billion annually.

'The deficit in. the Balance of Payments Cur:rent Ac:count was largely fi.rumced by
govenllrent borrow~, which pushed Egypt's official external debt to $40
billion in 1986/87: By 1986, cre1it sow:.-ces curl donor fla.vs could no lorqer
finance the balcu"lCe of payments deficit arrl the government r;egall incurring'
arrearages in its debt service payments. Hith a bleak forecast for: the
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balance of payments, slCM grcMth in the ec:onctllY, an:1 creditor pressure for
payments, the gOVen1lM'Jlt, in 1986, began negotiations with the IMF an an
oo:nanic stroctural adjusbtent program to be supported by a StaOOby
arrarqement am Paris Club debt resdleduli.rg. At the same time, the
government introduoed a series of measures incloo.in::J trade restrictions to
CXJfltrol demam for foreign excbange.

'lhe scarcity of foreign exd:1an;Je led the gcwernrnent to introduce severe
restrictions on inports, resultin:} in a 20 percent decline in inporta am a 50
percent decline in the current ac:o:unt deficit in 1986/87. In addition, after
lengthy neg'otiations, the GOE reached an agreement with the IMF in April
19B7. In May, several major economic reforms were int.roducx;d am a Paris Club
reschedulirxJ was expeditiously oonclwed.

~ll.le the first stan:1by and Paris Club rescheduling provided significant
relief to the :inmediate balance of paymIDts problems, the government's refonn
program was not adequate to reverse the deterioration in key economic
in:licators. After the initial inpz:uvenent in the bala.t'lOat of payments because
of the rescheduling, a rise in iltports urnnatehed by new revenues bro.tght on
additional deficits in the current aooount arxi· new arrearages on debts.
J::>:nnestic revenue measures were also inadequate to bri..n; the budg'et urrler
control arrl tl\e reliance on noney creation to help finance the deficit
sustained inflation. Real interest rates remained negative. Nominal energy
prices averaged only 20 percent of the economic price. '!be foreign exchMqe
r~iIre remained restricted am oontainOO multiple, overvalued rates. Severe
controls .rnJ\\9.ined on the private sector ani significant inefficiencies
re.rrained in the p.lblic sector. Finally, iJrplicit ard explicit subsidies
continUEd to fuel consullption aro. distort invesbnent choices.

By the Sprin] of 1988, the eo::>J'lallY's perfo~ in meeting Standby ta.:rqets
was recx:xpU.zed as unsatisfactory. Moreover, withoot fUrther adjustment
measures and debt rescha:lulirg, the government believed it would eventually be
unable to prmride a number of subsidies which have long been considered
essential for social stability. Consequently, discussion of a stronger reform
program to support a seoooo StaOOby a.n1 debt reschedulirq c:xxunenced with the
lliF•

Unfortw1ately, after two years of intense discussions, t.he gavelTn1"le11t ar:d the
ll1F have not as yet reached agreerrent on the ecx)l1anic refonn Pl-ogran\ needed to
correct Fqypt's econanic problems. '!he:fl.lOOamental issues preventing
agreerrent are the size of the foreign excharqe an:i interest rate correct::ions
an:i the schedUle for eliminating key price distortions ard reducing the budget
deficit to a nanageable level. 'llle goverrnl'lent has consistently argued atgainst
tlle IMP's assessment of the size of the foreign excharqe ard interest rate
cnn-ections needed, and has pressm for a gradual approach for reducin::J
subsidies. '!he 1MF has held that a ll'Cre rapid implementation is essential to
correct tlle ba.lance. of payments atrl budget problems in the medium tenn. v.."hile
the government has irrplernented a number of significant reforms during the
summer of 1989 arrl in the Sprin;] of 1990, these refonrs were ir..mfficieat as,.
the basis for the second Stardby. However, ~t discussions of the
:t"el11ainirq policy issues suggest that the gOV!?.rnrrent is ronsiderin:;J refOl1'nS
which cxmld lead to the conclusion of the se<xJrrl sto.rrlby arrl Paris Club
re..c;chedul ing .
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In mid-1989, the gove.unnent began discussions with the World Bank for a
Structural Adjusbrent roan (SAL). '!he policy agen:Ia for the SAL fOOJseS on
refonns in irrlustrial policy, pricirg arrl the trade regllre am is
ex:at'P1ezrentary to the. Inacroeconanic reform pro.;p:-am w-der discussion with the
JMF'. In November 1989 ani Febroaxy 1990, significantp~ was made in
designinJ the refonn program an:i setting its iITplemntation schedule. 'Ihe
.iJrportant elements of this agerrla include; 1) the sale of non-strategic
~ies and assets owned by the public sector; 2) the transformation of the
rema.ini.ng p,lblic sector eatpan.ies to a c::c:mrercial basis of operation; 3)
li.beralizirq invesbrent laws to reI'OC'N'e barriers to private sector invest::roent;
4) significant reductions in subsidies in energy, tnmsportation,
};¥1a1TIlaoeuticals,~ goods ani agricultural :irq::uts; 5) significant
in'provement in the pricirq of rotten ani rice: 6) a rOOuoed am tightly
controlled government i.nvestment budget; 7) rerrova.l of trade restrictions; and
8) reform of the tariff structure.

III. U.S. Policy Dia1a:JUe

USAID has been con:lucting a carprehensive poliCy dialogue with the govel'l1l'l'V?llt
since 1984. our initial objective was to help the govemrrent ootain a clearer
urrlerstal'rlil~.of the extent of the distortions in the econcmy, particu1cLrly in
the excha1l3e rate, the budget, interest rates, energy prices an:i in the
agricultural sector. To this em, USAID provided the government with lX)licy
analyses in each of these areas. A further objective was to persuade the
government that it should seek the support ani :resources of the larger
international donor community by developin;J its refonup~ witb the help
W-U SUl=POrt of the lMF arrl tbe World Bank.

with the signing of the first St:aOOby, USAID lnO\Ied the ezrP1asis of its policy
dialogue towards SUWly side measures. USAID's analysis had shown that the
centralized an:} controlled nature of the E;Jyptian economy had cxmfined the
effects of the Stardby refonns to a contraction in dernan::i. Controls on
business arrl investment prevented an adequate supply response to the ne'\oI7 price
signals which had been intrcduo;;d. Withoo.t a grrMth in production,
productivity and ellq)loyment, further price reform an::1 subsidy reduction would
likely be increas~ly nora difficult to lltq:>lernent because of popular
diSCX)ntent over the reduction in :real wages. 'lhus, in USAlD's view,
liberalizing the SCOnarrj to ern:A.lrage investment arrl grcMth was critically
needed in order to o::ttpensate for the inevitable rise in prices as subsi.di~

were removed.

Since 1984, $1,042 million have been pJ:"OV'ided to the goverrJmmt of Egypt- as
cash Tra.n5fers. '!he provision of Cash Trcmsfers has been closely associated
with USAID's policy dialogue effort. since 1986, Cash Transfers have bEen
conditioned on the implementation of economic reforms. '!be FY' 1986 Cash
Transfer recogniZed a 5ignificant reform in the trade reqirre and cust.orn::::
tariffs. The r'Y 191}7 cash Transfer was support.a:1 by a wide range of reforms
which led to the first standby arra.rqeroo..'1t with the TI1F a,nj Paris Chlb .
rescheduling'. 'Ihe F"i 1983 cash Transfer was also supported by a wide Ul.nge of
refoDns in.:::ludin~ LlIpwverrents in the exc.han';Je rate, irrproved energy prJcDY)
ard the openirq of tlie tourist sector to significant private seci:or
involV€.lre.nt.
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xv. JUstificaticn far the Cash Transfer

'!his ooction catalogues an:l assesses the main eoonanic reforms un:le.rt:aken in
FY 90 which are additional to those taken prior to N 90. '!he implamerrt:ation
of these 1lWlSUr'eS provides the basis for the FY 89 awropriated cash
Transfer. r.Ibe prilnary justification for the release of the F'f 99 apprOJ.Jriated
cash Transfer is that these actions evidence cxmtinui..rq OOE resolve to shift
the economy fran central control to a narkat basis.

A. 'Ihe:r:efor.1Ds wbicb~ this cash. Transfer are as follows:

1. noo.uction of" F;l1~i~i.es.: The pricgs of flQl..1r, rice, Ir.ac:.aroni, ~.Jgwr,

cigarettes, petroleum prcrlucts, electricity an:l fertilizer were increased
in a major package of subsidy reduction measures. (May 1990).

2. Mov~t toward ex.cha.nge: rate unification. In August 1989, the central
Dank ex.cha.nge rate was devalued from $1 "" IE 0.70 to $1 ... I.E 1.10.
FUrthel."n'Ore, the recently appnJVed OOE 1"1 91 budget incor];X)rates a
further devaluation of this rate to $1 "" IE 2.00. '!he GOE FY 91 budget
becanes effec.'tive July 1, 1990. .' .

3. Increasec:i producer incentives. Produoor price for cotton has been
increased by about 30 percent an:1 the import market for wheat has been
opened up to the private sector.

4. looustrial 1i.bel.alization. Price COntrols have been lifted. on fifty six
public sector produce:::l products. (May 1990) .

5. Trade li.beraliliation. 'Ihe list of banned ilnports was reduced by GO
customs categories (out of 270 categories) •

B. Thpaet of tho reforms.

1. TIle reduction of subsidies is clearly the boldest measure taken by the
government this year. 'Dle subsidy reductions were primarily in widely
constnned COlnm:x1ities whidI have been traditionally heavily subsldhed.
Also, the price changes were introduced essentially at the same tir;-e.
'Ihe size of the prioe increases as well as the plblic nature of thEdr
change was an i.Irportant departure from the governroo.nt' s previous approach
to reduci.n3" subsidies. In the past, prices were raised with littl(~

~licity and often by altering the quality or size of the prodUct ..

'Ihe revenue effect of the price changes is projected to be I.E 2.5 billion
(see Table III for detail). 'Ihese tneasures, in the context of the
recently approved FY 91/92 GOE budget, are expected to contribute t:o a
reduction of the budget deficit equal to 2.5 percent of Gross Domestic
Product (GDP). '!he total budget deficit is projecte:'i to be less than 10
percent of GDP.
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2. '!be novernent of the central Bank exchange rate in August 1989 was not a
significant eooncmi.c refoIl\\ IOOaSUre.· rrhe· devaluation was small arrl there
was no adjustment of pri~ or the visibility of the subsidy on the
b.rlget. lbtKNer, the roveme.nt of this rate did reflect the govetnment' s
willinqness to dlan1e a lotr;J held syntlol of financial policy. Of ll'Ore
sign1fic::an:::e is the planned furt:lla" devaluation of this rate Whim is
reflected in the FY' 91/92 bn}et Wich bec-ame effective on July 1, 1990.
Consequently, the reoently awroved. FY 91/92 bJdget which aocamOOates
the further devaluation, makes the :real subsidy to a 1llJI"Ii)er of strategic
.inp:>rts (e.g. Wheat) DVre visible.

3. '!he gO'llemment has aJ:\)Uoo that the rise in the price paid to oott.on
fanners i.nproves the :i.ra.mtive for pn:rluc.IDJ this crop. 'lbe 30 percent
prioe increase will rrore than c:x:rrpe.nsate for inflation. However, fat:'tl'et'S
conti..nuG to have a strong financial mcentive to gr:cM oth.er major field
crops - \o1heat, clCNer, com, rice - instead of cotton. COtton is still
a heavily oontrolled arrl taxed crop in order to keep prioos on inputs for
inefficient state-controlled spinning mills lCM art! to capture producer
surpluses for the government. Furtherno~, policy distortions in other
a..reas of agriculture, particularly the continued favorable treatm3nt of
the livestock in:lustry, have resUlted in W1usually high incentives to
grcM crops which cnrpete with cotton.

Pennittin:j private eector wheat :i.nq:lorts is a necessary prerequisib~

refonn to the termination of the. government I s wheat .in'p:>rt lOOnOPOly.
However, the private sector has not, as yet, used its new ability to
ootain i.ntxJrt permits in a significant way. For this to hafpen, tile
private sector nee:1s greater access to foreign exchange which would
follow fran expected reform of the foreign excharqe system. Also, the
private sector needs lrore .tbre to assess the actual market for
unsubsidized wheat before it cx:Jmmits substantial resources to i.Irt::ort this
oaTIlOOdity •

4 • '!he decontrol of prices of a fifty six irdustrial pro1ucts is the first
stage in a process n€qotiatOO with the World Bank for the proposed.
structural Adjustment loan. TIle canm::dities \-.nose prices were
dea'>ntrolle::l consist of goods which are prc:xiuced in a competitive
envirorment a.rrl have lOtI inport protection. 'l11e World Bank estilIlates
that the decontrolled call1llOl.i.ties represent approximately B percent by
value of irrlustrial production. '!he inportanoe of the price decontrol is
that it rem::JVes one of the brportant bureaucratic constraints on the
efficient operation of public sector industries. Also, when expected.
inprovements in investment licensing are bnpleIOOIltOO., the private. sector
will have greater freedom to canpete in the production of these gcxxls
since the free::1an to set prices permits the private sector to correctly
price quality differences vis-a-vis public irrlustrial competitors. 'n1e
irrplernentatioJ'\ of this measure verifies that the goverrment is
implementDt:] its program to shift the public se:::t""..or to a market ~;is:
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5. '!he items eliminated frem the inport banned list represent a small
percent of inp,Jrts. While not significant financially, the IreaS\ll"E! is
further evidence of the government's willin;Jness to re:luoe direct
administrative exmtrols on trade. In the past, the gcwennnent has
strongly held that tedmiques sum as bannirxJ inports were a oore
efficient met.hcd of managirq the allocation of scarce foreign exchange
than reliance on market forces. lJ.he inplernentation of this neasure
reflects 8. chan:]a in govenment policy towards the market.

v. ot:her u.s. Nal-pr:ojeet Assist:aD:le

A. o'"t1xlity J:nport Prcqram

Since the resumption of econanic assistance to fJ:n'pt in 1975, $4.378 billion
have been provided urrler the ctmocdity Import Prograrrs. currently, $200
million ar~ provided annually to FAJypt by lEqislative earmark for public
sector a.r:rl private sector CIPs. '!base CIPs he.lp finance irrq;:orts of needed raw
materials am other c:cmnodities. Imports' f.i.nan:e is provided because the
correction in the balanoe of paynents cannot, in the Ion;] run, be absorl:e:l
solely by a contraction of inports. Such an eVent would result in a serious
economic recession within Egypt, adversely effecting the consumption an:i
CJTployrrent of :the lCMer inc:x:xoo groups.

'Ibis year, the anount of resources Corq1""eSsionally e~u:marked for CIP has been
dividoo to provide $50 million to the public sector am $150 million to the
private sector. 'Illis split follCMS from the govenment's increased el't'lJ?hasis
on greater private sector involvement in the econootY. IXlring the past few
years, an:l particularly last year, the governnent has elinti.nat.ed its irrQ.:ort
monopoly on a number of inportant cannooities including wheat ard com. In
addition, the govemrrent has been attenptin;J to dWlge the policy envirornnent
to e.ncx:>urage greater private sector exports. 'Ihe privam sector has shewn an
interest in assunUrq the re.sp:lnsibil i ty to inwrt bulk agricultural
carnrrodities. However, in the tightly a:>nt.rolled foreign e.xdl.at'qe market, the
private sector has had difficulty in gain:i.n; ac:c:ess to hard currency. 'Ihis
year's allocation of CIP retains rescA.lTCeS for high priority public sector
imports an1 helps to relieve the private sector's foreign currency problems
associated with their gt'eater responsibility to in'port. comm:.rlities which had
bee.n exclusively ilrported by the public sector.

B. PIr-480 Title I, II ard III

From FY 1975 through 1990, the U. S. financed $3.2 billion in PLABO Titlel I an:1
III CVllUloJities. '!he F'i90 program level is $153 million. 'Ihe major pottion
of this assistance has been tor wheat grain an.:l flour. 'Ihe U. S. -suppliEd.
wheat has been a critical element in JTlSet.in:;J the demand for this basic
foodstuff by the growi..rg F.J;Nptian pqJUlation.

Title II grant obligations from IT 1975 through Fl 1989 totaled $179 million
arrl have been used to support feedi.n;J (including HOi) p~ in ~t. '."

TIlf:'!Se PIA80 slliprents cx::.anplenent CIP-fui.a.l""lC::.OO shi~1ts of corn, vegetable
oil, tallo..,r an::l of other con.surre;;- gc:x::x1fi in helpiJY;J provide a higher level of
domest ic con.su:rrpt.ion than B:JYpt. / s st.rirqent balanc:e of payrr~nts situation
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lNOUld otherwise permit. In addition, PIA80 calD:loditiee di.rectly S\.lR)Ort the
consunption of low incane El3YPtians and, therefore, direcUy support the goal
of stability.

VJ:. rnpv:t al U.S. Ba.l.arKs of Payments

'!he inm:diate ilrpact of the cash Trensfer on the U.S. balance of payments will
be neutral. 'lhe grant will be spent entirely on debt seIVice paynents owerl to
or guarant.eed by the U.S.~ am the p.u:chase of U.S. goods
(specifically wheat). It is unlikely that the cash Transfer will result in
any lorq tenn p:lSitive or negative effects (Xl the U.S. balance of payments.

VII. caah T.ransfer lilplemelltatial

A. Uses of 01sh Transfer P:r:ooeeds

Grant p1."OCeeds may be used by the GoVernment of Egypt (GeE) for any or a~l of
the follCMin:J~ deterntlned by the OOE to be necessary for balance, of
payroonts p..lrlX)SeS:

{l} Financi.n;J the 1.npJrt of capital goods, raw materials and othel:' goods
an:l related se:rvires deerred essential by the GOE. 'll1e source arrl origin
will be AID Geo:;JraJ;:hic Code 000 unless otherwise requested by the
GovenIment ard. agreed to by AID.

(2) SeIVicir~ of U.S. Gov"errment or U.S. Government guaranteed de.bt""
except FMS ani other military or "ineligible" debt. "Ineligible" debt
refers to debt arising fran, for exanple, police related equipment or
other itens considered by AID to be inappropriate for AID financin;r. (A
Grant Agreement exwenant will prohibit such 1tmeligibleU experrlitw:'eS.)

(3) Other purposes or uses as subsequently agreed between the part:ies
(e.g., payrrent of non-tT.S. debt or non-tJ.S. guaranteed debt 01:"
procurement of oont'tP::1ities fran non-U.S. SC\.1L"Ce/origm).

Xn negotiatirq the above uses, we noted t:hat AID has a policy (Sl'A'l'E 32~;792 of
october 20 , 1987) that ccuntries reoeivi.n;J cash. transfer assist.aJ1oo use the
proceeds forpurposes (1) anl (2) noted above (iJrports from the U.S. aril debt
sel.vice to the U.S.) in that orner of preference. In this regard, the GOE has
indicated its intention to use the cash transfer proce€ds for items (1) am
(2). USAlD oonsiders that any canbination of these two uses - (1) or (2) ­
would be appropriate un::ler the circumstances and that we need not require a
specific justification for the cx:xnbination which the GeE in fact chc'X'>Set:~.

Also, we believe the OOE should be E!!lCOUraged to use cash transfer resources,
within the parameters of the two specified eligible uses, for p.u:poses \mich
the GOE determines for itself are rrost effective and efficient. In sum" we
believe the abcwe-outlined a.l"'l:'"aIY;IeroeI1ts ooncemirq use of pt"e>OeOOs ­
arrangements which will permit the GOE to make its own choice.c; within tHO

categories of eligible uses - :reflect a due appreciation for AID's p:Jlicy .
preferences within the Egyptian lXlntext. TI1US we do not plan to carry

Yo: 'Ihe AIDj\'l 'POlicy guidance does not explicitly equate debt guaranteed J2Y: the
USG with debt O'v/ed to the USG. Ho"'ever, the policy purposes seem ver':r' 13imilar
arrl we are, in fact, equating tlle two for this pur-pose.
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th~ concept of an "order of preference" aver into the Grant Agreement ­
sirx::e to do so~d raise, wDesirably we believe, issues for still
further negotiation, justification arrl d~tion subsequent to Grant
Agreement execution. 'lherefore, the Grant J\greemen:t will not reflect any
"order of preference" between the b.u specified. eligible uses. Hc:Mever,
should the GOE later wish to use cash transfer prooeeds for other
p.u:poses, then AID wrm.d request the GOE to provide us with evidence that
no pressin; requirements exist urder the two specified uses before AID
~d oonr.:m- in alternative uses.

Also, we note fran the AID/W cash transfer policy guidarxE (STATE 325792)
that any use of cash transfer proceeds to service debt CMed to any
institution (U.S. or otherwise) is penniss1ble only Where a shcMirq can
be made that such debt 6ffiVioe requiranent Itis a significant barrier to
growth am developnent". In the case of E);Jypt, the critical elenent is
that continuation by the GOE of debt service paynents to u.s. and other
official creditors is neoessaty to maintain sufficient creditworthiness
to gain aooess to fleW' loans an:l grants from those creditors. Sudl loans
an:i grants are, in tum, required to fi..narPe a ..major portion of tile
foreign~e ard investment expe.n1itures needed to facilitate a
resunption of eoonanic growth.

USAID has been infornally adviSEd by the authorities of the central Bank
of Fqypt that this cash Transfer is expected to be used prirrarily to pay
current an:i. past du~ payments on GSM-I02 arrl PIASO debt.

B. Special.Ao:nmt for cash Transfer Dollars.

A provision of the FY 89 Awrq:>riations Act specifies t:hat countries
receiving cash transfer assistarDe establish a separate acc:ount for tile
dollar assistance. Policy guidance on ESF cash ~fer Assist:ancle in
~k 1 offers further guidanoe on i.nt...erpret:i.rq this provision.
Ao::::ordirqly, the following prooedures aw1y to the establishment of this
account for Dypt.:

'Ihis ao::~.lnt will be used solely for the receipt of F'l 89 appropriated
cash transfer assis1:.anc'le fran AID. lJ:he proceeds will not be oo-mi.n;Jled
with other fUrrls from any other source. Should any interest be eancl en
such account, such interest will be treate::i as though it were grant
prex::eeds receiVed under the tenns of the cash transfer agreement. Arr:i
required red};:osits (fram hypothetical misuse of fun..1s) will be similarly
treated.

The FY1990 Appropriation Act added further elaboration of separate
acx:ount requirements for cash transfers. AID issued guidance for th~

financial ltIaI1agenent of dollar separate aCXXJUnts in STA'I"E 194322 (June
17, 1990). Although this cash Transfer will be furrled with FY. 1999 ESF
appropriations, the IT 1990 statutory provisions and AID guidance have
been reviewed so that the irnplenentation arra.nge:ments fot' this Pl~
will be in confornenoe.
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c. IbUtarirq ard A1.dit

Egypt will advise AID in writing quarterly of disb.lraements 00"rl the UgeSl

to which such grant prooeed.s have been p.tt. '!he aooounting books and
records will be available for inspection by USAID or AID's designee for a
perioo of three years follCMi.rq the date of last disb.lraement of the
grant. Evidence of uses would mclu:ie letters of credit for inports,
cancelled c10clnnents of loan irdebtedness, ani the like.

'!he grant agreerrent tm'1 irrplementation letters will contain provisions
for aCOClUIltirq, reportirJ} ani tronitoring of the grantp~ in
confo:t'JtlaIX)e with dollar special account guidance issued in stata 194322
dated 6/15/90. Specifically in regaz:U. to this guidance ard the need to
assure the capability of the inpleroentin;J agEmCY (GeE central Bank) to
adequately manage the special oon-ooming1ed a~t, the Mission has
reached a },XlSitive determination. '!his judgment is based on the Bank's
excellent management of last year's cash transfer special aocount, the
fact that this authorization is for a very silnilar/identical program,
an::l, the fact that Regional lnspec..1=.or GeJ'leralJCairo oorducted an
assessrrent of last year's special account transactions with no adverse
firrlings on t1)e bank's management. '!he capability of the irrplementirq
agency is therefore, reasonably assured.

D. Iocal 0Jn:en::y

FAA Section 531 (d) requires that, as to eatmxlity Import Programs and
"other program assistance," AID fundi.rg be used, lito the maxllrrum extent
feasible/" to generate local currencies for St;:p:lrt of AID furded Basic
Hmnan Needs activities.

AID/W has indicated that, as a matter of policy, deposit arrangements
apply to cash Transfer generations (see 89 STATE 185485.) "Generations"
ocx::ur for this purpose when eamooities are inported usi.rq cash Transfer
furrls; arrl "generationsII are cnrputed (as urrler Cca11rood.ity I.1rq::x:Jrt Program
~enents) on the basis of the highest official e.xchan:3'e rate (LE pe.r
dollar) available to inqx>rters for any transaction. 'Iberefore, to the
extent that local currency is generated urrler the Cash Transfer
Agreement, def.CSits will be :required. AIO/W has confil."'lOOd. that such
deposits may be co-mingled with the already existir¥J Special Account
established and maintai.nOO urrler CIP dOCl.ll'lW1tation (89 STATE 185485).
'lhus, cash Transfer related loca.1 currency will be programmed arrl
expen::iitures monitored according to the sarre prooeaures currently used
for the CIP Special ~t. It should be noted that the GOE has
followed a practice of maintaini.n:;J a separate account for local currency
generated urrler each CIF program (arrl for the N88 cash Transfer) .
HCMever, these aooounts ex>llectively <:xJIrprise the Special Acxx:Junt
gavernErl by the 1980 MeIrorardum of Urrlerst..arrling regarding SpeCial
Account.~ ard rronitoring by AID is carried out with reference
to the a~ate Special Account, as contemplated by 89 STATE 185485.
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'!he grant agreement will not require local currency deposits for cash
Transfer dollars used to pay eligible debt service paynents. '!be reason
for this is that such deposits would require the goveJ:1llt¥3l1t to create llaW'

local currency, given the current b.ldge.t deficit situation. Requiring
the goverrurent to print new lOOneY introduces inflationw:y pressure. '!he.
inflation arises because the payment of external debt does not brin] new I

real resources to Egypt to satisfy the local demarrl generated by the
spen:ling of the new noney deposited in the looal currency aocx:~lnt. For
the next several years, a principal macroeoonanic goal will be to fW
ways by which the gove.rnment can reduce. the rate of nvnetaty expansion.
Fol:going local currency deposits when the cash transfer dollars pay
eligible debt service supports this macroeoon<:Eic objective.

VIII. Beneficiaries

As the FY 1989 a:ss state:i, over the lOn:;J run, a corrprehensive reform
program will benefit the P'Or by stimulating enplayment qportW1ities as
the economic situation i..nproves. '!he refollIlS which have been made to
date, however, are short of what is needed to ,stiItlulate the eoonamy. In
fact, tlle ill1me:liate effe±s of the. refonrs noted aboV'e are primarily to
increase prices an::i conse:jUently reduce demarrl, without a cx:mrensurate
increase in investment or; eIlployroent. 'lhese reforms will, therefore,
have the. effect of reducing real .inex::xnes. 'Ihe GOE is aware of this ar);3
has tried to minimize this effect on the lLOSt vulnerable groups. For
example, the electricity tariff increases were targeted prin'arily at
in:1ustrial users, leavi.rB small residential OOnsumer8 with much lCMer
proportional increases.

Nevertheless, tlle inunediate effect of these refonn.s is to reduce ~s,
particularly for lcM and middle incorre urban Fqyptians. With reduced
:inc:cmas, nore poor Egyptians will be forced into the labor ttJarket,
particularly wanen an:l children. Employment possibilities for these
groups in the formal production sector will be very limited, so nost wi.11
go into low productivity, low pay jobs in the service sector. While
WCiOOl1 entering the labor force urrler the current economic oorrlitions will
generally be J:1OOrly paid in low pro:iuctivity jabal their entry reduces an
lluportant social barrier -- Le., the custe1n of seclusion of WotI'en -­
",'hich is unlikely to be raised again when the economy inproves an:l
productivity (am inooJre) rise.

Infornal studies show that when incare is reduoed, poor families terrl t:o
spend less on schCX)l experrlitures, and girls are probably affected
first.

The cash transfer will help to eliminate S<JIT'e of the negative inpacts elf
the current economic decline by providin:] badly needed foreign ex:chan3'E!
resources for COlTlllO:1ity imports a.rd debt payment. Further, the cash
transfer affords USAID a voice in policy discussions with the GOE to
advise on the needed direction of reform to lead a sustainable, growjn;f
economy where i.ncares am. employrrent will increase. 'Ihough the i.rnrre:lhite



." "

1990-08-20 15:21 US81 D/C8 IRO/C&R

- 12-

2 02 3562932 P.1S

inpacta of the current set of refonns have been negative on Egyptian
incomes, failure to l.ll"dertake the refotms woold ultimately lead to
greater inocme ard enployrrent declines, without the pranise of an
eventual upturn in the eoonany.

'!he government is, however I preparing to !n1?lement a significant
liberalization of investment prooedures,--a privatization of gOV'ert'ImElnt
businesses and a restructurin:J of inefficient plblic sector irrlustries.
'Ihese programs are expected to inprave the investJnent climate an:1 create
new jobs arrl i.n:ane.

IX.~W

'!he Project camdttee~ that, at this time, a $115 million cash.
transfer to the Government of Fqypt (GOE) be approved and authorized.
Obligation of turds (t:h.rough execution of a Grant Agreement) would take
place upon satisfactory outc.:Qre of the Cc.>n;)reSsional Notification
procedUre arrl receipt of an Gm furds apportionment•

x. AI1lB:JRlT'i
.'

Urrler Delegati9n of Authority No. 653, the E:n'Pt Mission Director nay
approve arrl authorize non-project assistance foll<::lWiI'q consultation with
AID/W; such has taken place t:h.rough the months.

DOC., CT90 July 1, 1990
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Base
Revenue or
Quantity
Affected
" ...... I t1 L

1990
Price
Increase

Additional
Planned
Increase

Gross
Revenue
Impact

.~JJ:.tip*nJ,

let OOE
aaVetlue
Impact lit

Jm!.lJ:.l...o.nt

2. Fuels (excluding LE 2,032
sales, to, IfAJ .• _

Slbtotal, Energy

3. MOS SUpply Caranodi ties
(USAID es ts )

- Fez fish/meat
- Tea subsidy LE 98 mil
- Rice, rationed

nonrationed
- SUgar, rationed

nonrationed +65%e

LE 50: r.B 50
(USAID est) (USAlD est)

1. Electriei ty

- Flour, breEd
baladi
shand

- Flour, other
82 peccant
72 percent
bakery
lux bakery

- Macaroni

I.E 1,425

3.5lmnt
1.62mmt

0.3lml\t
O.2Ommt
O.2Omnt
O.lQmmt
O.05tmlt

+38%
(EEA est)

+45%
(USAID est)

+100%
+120%

+57%
+54%

+38%
+50%
+50%

.?
?

?

?
cancel?

LE 542
(EEA est)

IE 920
.lUJ!h,I'p"~..tJ.

I.E 1462

1£ 116
60

41
.....~
LE 238

LE 460
(EEA est)

LE 800
........." .
LE 1260?

LE 200?

4. state Ehter~lee Prices

- cigarettes LE 2,000
- medicines
- coop eggs
- };'hosfhate

t'-~F.t...~lJzer, l.?L§J.

+13-20%
+20%
+67%
+93%

LS 400 nonet
(OOE est) (USAIt) est?)

I.E 75 LE :2:5
<.ttSAID es t) ,<USAlp' !3s.t)

Grand 'rotal

LE 1034,

LE 2496

LE 300?

LE 1560

*L L Afte'r" aITowan"ce "lo'r' ~"09pective increases from 1989/90 to 1990/91 in the
LE costs of inputs (e.g., imports, fuel, rice procurement) and other
production OOSt9 (labor, etc.).

USAlD;'1>DS/E, 5/30/90


