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SELECTED ECONOMIC INDICATORS
 
(NA - Not Available)
 

GNP (LE million) 

GDP (LE million) 

Gross Fixed Investment (LE million) 


Public Sector 

Private Sector 


Population (Millions) 

Labor Force (Millions) 


Money and Quasi Money (LE million) 

Civilian Medium & Ling Term Foreign
 

Debt ($ million) 

Medium & Long Term Foreign Debt
 

Service ($ million) 

of which Principal 


Interest 

Civilian Debt Service Ratio 

Prices (Annual percent increase)
 
Consumer (urban) 

Wholesale 


Crude P.,troleum (Thousand Mt) 

Natural Gas (Thousand Mt) 


Government Budget (As Proposed at Start of FY)
 
(Millions ot LE)
 

FY
 
83/84
 

NA
 
NA
 
NA
 
NA
 
NA
 

47.0
 
12.5
 

NA
 

17,400
 

2,070
 
1,529
 

5ul
 
24%
 

19.0%
 
NA
 

39,000
 
3,190
 

84/85
 

11,354.5
 
4,865.0
 
2,057.7
 

18,277.2
 

12,877.2
 

5,400.0
 

4,200.0
 
1,522.1
 
2,077.9
 

1,200.0
 

(projected)
 
83/84
 

3,820
 
2,820
 

-8,900
 
-5,080
 

4,050
 
1,0o0
 

400
 
3,400
 

-1,030
 

I. 	Expenditures
 
A) Current 

B) 	Investment 

C) Capital TiaT.sfer 


Total Expenditures 


II. Revenues 


III.Gross DeficiL (I - II) 


IV. 	Financing 

Foreign 

Domestic 


V. Net Deficit 


FY FY 

81/82 82/83 


23,331 NA 

20,727 NA 

4,950 NA 

3,887 NA 

1,063 NA 


44.0 45.8 

11.7 12.1 


16,143 20,272 


14,870 16,630 


1,790 1,755 

1,336 1,312 


454 443 

28% 23% 


16.0% 19.6% 

8.2% 21.8% 


32,500 34,500 

1,924 2,194 


Balance of Piyments (Millions of Current Dollars)
 

81/82 


7,147.9 

3,700.0 

1,411.7 


12,259.6 


8,733.6 


3,526.0 


3,526.0 

1,655.0 

1,871.0 


0.0 


82/83 83/84 


8,753.8 9,891.3 

3,935.5 4,400.0 

1,924.0 1,918.3 


14,013.3 16,209.6 


9,708.0 11,197.2 


4,845.3 5,012.4 


7,345.3 3,712.4 

1,278.9 1,387.0 

2,066.4 2,325.4 


1,S00.0 1,300.0 


Exports (fob) 

of which Petroleum & Products 


Imports (cif) 

Trade Deficit 


Services & Transfers (Net) 

of which Suez Canal 


Tourism 

Remittances 


Current Account Deficit 


80/81 81/82 82/83 

4,050 4,068 3,485 
2,922 2,992 Z,468 

-8,722 -8,600 -8,300 
-4,672 -4,532 -4,815 

3,528 2,607 3,728 
780 909 957 
512 39. 304 

2,855 2,032 3,000 

-1,144 -1,925 -1,087 

Sources: Central Bank of Egypt, IMF, Ministry of Ecoiomy, Ministry of
 
Finance, Embassy. To convert local currency amounts to dollars see
 
pages 18 to 20 for a discussion of exchange rates.
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SUMMARY
 

President Mubarak and his three year old government have
 
brought their country to increased prominence in international
 
affairs during 1984. Egypt now enjoys a heightened leadership
 
position in the United Nations and among developing countries,
 
including the Chair of the G-77 during 1984/1985 and election
 
to chair the governing board of the International Atomic Energy
 
Agency (lAEA). Diplomatic relations with Jordan were restored
 
in September. Domestic affairs, however, have not been
 
nieglected. President Mubarak addressed a National Population
 
Conference in March and warned his countrymen of the perils in
 
their high population growth rate. The President is keeping a
 
close watch on the development of a new national population
 
policy.
 

Egypt held contested Parliamentary elections in May that
 
brought 59 opposition deputies into the Peoples Assembly,
 
breaking the near-monopoly en seats previously enjoyed by the
 
ruling National Democratic Party. Economic matters, notably
 
the budget and closely related subsidies issue, were prominent
 
among the new Assembly's .irst order of business. President
 
Mubarak met with leaders of all political parties on the
 
subsidies issue and a national conference is to be convoked
 
later in the year to consider the question. Already Egyptians
 
are buying officially-sanctioned two-piaster bread and paying
 
higher cigarette prices. Electricity prices have been
 
gradually rising for the last two years. The prices of a
 
number of agricultural products have either been increased 
or
 
decontrolled. A serious program of economic rationalization
 
may be underway, but all changes are being made cautiously,
 
often without fanfare, for Egyptians remember only too well the
 
disturbances that erupted in January, 1977 when the government
 
raised a number of prices in an effort to decrease subsidies.
 
Disturbances during tae last year in Tunisia and Morocco have
 
reminded Egyptia- officials of the danger.
 

Egypt's current account deficit declined in FY 82/83 and the
 
balance of payments showed a $889 million surplus. Although
 
imports rose in FY 83/84, remittance inflows increased again
 
and the two-year decline in oil export earnings was reversed:
 
another surplus was recorded. Underemployment, inflaLion, and
 
debt service are all burdensome but manageable. While Egypt
 
faces a number of serious economic problems, there is no
 
impending economic crisis.
 

Controlling population growth ard the ever mounting food
 
deficit are critical to Egypt's long-term success. The
 
medium-term prognosis depends on developments in three
 
inter-related areas of concern: the government's budget
 



deficit, the balance on current account deficit, and extensive
 
and out-of-date state regulation of prices. The budget and
 
cu:rent account deficits are too large to be sustainable and
 
must be trimmed. Some subsidies and burdensome regulations are
 
a drain on the budget and interfere with efficient production.
 
The Egyptian government recognizes that a program of economic
 
reform today is required for robust economic performance
 
tomorrow. Even for the near term, the FY 82/83 to FY 86/87
 
Five-Year Plan calls for real annual growth of 8.1 percent.
 
This target is already being missed. in the longer term, a
 
real growth rate above five percent per year will be difficult
 
to achieve without fundamental changes in economic organization
 
that inter alia spawn new sources of foreign exchange by
 
devel-oping a competitive export sector. Some steps have
 
already been taken. In August, 1983, the Peoples Assembly
 
adopted a law to reform public sector companies which should
 
give them more freedom to determine levels of employment and to
 
pay incentive wages. The Export Development Bank of Egypt,
 
which will provide export credit and project finance to
 
export-oriented enterprises, should open early in 1985.
 

Egypt is moving toward a unified market exchange rate and took
 
the first step towards adopting an adjustable-peg system last 
spring. In the short term, however, this reform has been a 
source of confusion, adding a new tier to the already complex 
multiple exchange-rate system. As things stand now, the 
"official" exchange rate - L.E. .70 equals $1.00 - is an 
accounting rate for certain government transactions. The 
"official incentive" exchange rate - L.E. 0.81 equals $1.00 
is overvalued and many transactions are now authorized at the 
"official flexible" rate, L.E. 1.14 and L.E. 1.17 for public 
sector and private sector buyers respectively. Nonetheless, 
foreign exchange from the official bank pools is scarce, 
resulting in delays in payment 'y government entities that do 
not have access to foreign eA^ha ,ge from the free market. The 
free-market exchange rate was L.E. 1.23 equals $1.00 in early 
September. 

Egypt's petroleum sector has grown rapidly in recent years and
 
production continues to rise. Crude production plus natural
 
gas and condensates averaged about 850,000 barrels per day
 
(bpd) in FY 83/84, and Egypt has a good shot at reaching its
 
one million bpd target at mid-decade. Some oil-fired electric
 
power stations have been refitted for natural gas, releasing
 
additional crude oil for export. In expectation of a trebling
 
of demand for electric output by the turn of the century, Egypt
 
has additional thermal capacity under constructin and study,
 
but nuclear power is high on the Egyptian agenda. A nuclear
 
program extending into the twenty-first century has been drawn
 
up and four bids on its first phase, a two-reactor turnkey
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project at El Dabaa, were received in November, 1983, and are
 
now being evaluated. A decision on the project could be taken
 
early in the new year.
 

The United States assists Egypt's economic development through
 
both official and private channels. The book value of private
 
U.S. direct investment in industry and agriculture is $61
 
million. Between 1975 and September 30, 1984, official-U.S.
 
civilian economic assistance disbursed $9.6 billion, ana
 
additional grants and credits were provided through the Foreign
 
Military Sales Program. The United States is Egypt's largest
 
creditor, with outstanding loans in excess of $8 billion. In
 
1983, U.S. exports to Egypt totalled $Z.8 billion: $1.9
 
billion were financed by U.S. economic and military
 
assistance. Egypt is the second largest market for American
 
goods in the Near East and North Africa. Egypt's exports to
 
the United States were valued at $303 million in 1983. Crude
 
petroleum accounted for about 85 percent of that total. The
 
Egyptian government would like to reduce its commercial trade
 
deficit with the United States through increased exports of
 
non-petroleum products, but many Egyptian products are not
 
competitive in, or are restricted from the American market.
 

U.S. firms have responded to Egypt's efforts to attract foreign
 
private investment. U.S. firms nave played a key role in
 
petroleum exploration and production since the mid-190's, and
 
a number of U.S. banks have established branches or joint
 
ventures in recent years. The large domestic market, favorable
 
investment legislation, political stability, and advantageous
 
location help make selected industrial and agricultural
 
investments attractive. Unfortunately, some foreign investors
 
have been deterred by bureaucratic obstacles, disappointing
 
follow-through on specific commitments, and the sometimes
 
divergent treatment of public- and private-sector firms. The
 
Egyptian governipent has made efforts to expedite and improve
 
the investment approval and follow-through process to attract
 
new investors into Egypt's priority sectors. The
 
reorganization of the Investment Authority when the new
 
government was formed in July should help. Both
 
export-oriented and import-substitution investments are
 
welcome, especially in the productive sector.
 

Export opportunities for U.S. firms are considerable. The
 
large U.S. economic assistance program enhances the
 
opportunities for U.S. firms to market their products and
 
services in Egypt. Projects financed with World Bank loans
 
also offer competitive opportunities to U.S. companies.
 
Egyptian government agencies and private businessmen have a
 
generally favorable view of U.S. products and services. Good
 
sales prospects include construction equipment, food
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processing, computer and data processing, telecommunications,
 
health care, and petroleum supplies and equipment. The tight
 
foreign exchange and import-licensing situation makes the
 
Egyptian market tough but not impossible for traders to
 
penetrate.
 

End of Summary
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CURRENT SITUATION
 

POLITICAL AND ECONOMIC CLIMATE: 
 Three years into his
 
Presidency Hosni Mubarak is 
riding the crest of recent Egyptian
 
successes in international affairs: election to the U.N.
 
Security Council in the fall of 1983, readmission to the
 
Islamic Conference in early 1984, a heightened leadership

position in the non-aligned movement, and election to chair the
 
G-77 during 1984/85. The Federation of African Chambers of
 
Commerce in September chose Cairo as the permanent seat for its
 
headquarters. During its fall, 1984 session Egypt was elected
 
to chair the governing board of the International Atomic Energy

Agency (IAEA) 
and was elected chairman of its important

Committee on Assurances of Supply. Egypt is active advocate
an 

of peace in the region and supporter of the peace process

inaugurated by the Camp David accords. 
 The Egyptian Embassy in
 
Tel Aviv and Consulate in Elat are staffed and ope.i for
 
business. Diplomatic relations with Jordan were 
restored in
 
September and the Egyptian and Soviet ambassadors were returned
 
to Moscow and Cairo. 
 Egypt is wary of the adventurism of its
 
neighbor to the west but still enjoys an absence of 
open

conflict across any of 
its borders that has permitted resources
 
to be allocated to development. Egypt sought assistance when
 
mines were discovered in the Gulf of Suez and Red Sea in
 
August, moving promply to ensure 
the safety of navigation
 
through the Suez Canal.
 

Domestically, Egyptians are 
experiencing ever-increasing
 
political freedom. The press openly publishes a broad spectrum
 
of opinion. For the first time in post-1952 Egypt, all
 
opposition parties were allowed to partcipate in the
 
parliamentary elections held on May 27. 
 The new-Wafd party
 
easily obtained the minimum eight percent of vote
the required

to be seated and now holds 59 seats 
in the Peoples Assembly.

The National Democratic Party, which President M'ubarak heads
 
and from which tne members of his government are drawn,
 
captured the remaining 380 elected seats and remains firmly in
 
control. The constitution allows the president to appoint 10
 
members to the Peoples Assembly. President Mubarak appointed

five deputies from opposition parties that would otherwise
not 

have been represented.
 

Egypt's economy is growing less rapidly than in the late 1970's
 
and early 1980's, but fast enough to maintain an air of
 
buoyancy. Oil export prices, which fell from early 1981 until
 
early 1984, have stabilized and the decline in oil export
 
revenues 
has been rev: sed. The number of tourists is
 
increasing slowly. r.mittances by the more than 2 million
 
Egyptians abroad are up, giving a boost to 
the balance of
 
payments that was in surplus in both FY 
82/83 and FY 83/84.
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Although it places a strain on the budget and balance of
 
payments, civilianL and military foreign debt service, which
 
absorbs about 35 percent of current earnings, is manageable.
 
Open unemployment is only five to seven percent, but
 
underemployment is a problem. While Egypt imports a
 
substantial portion of its food, ample supplies are available
 
and affordable because many prices are regulated and heavily
 
subsidized by the government. Housing is chronically scarce in
 
the cities, where infrastructure is stretched to the limits
 
with frequent electric, water and sewerage failures, but major
 
infrastructure investments are underway and the people seem
 
patient. The economic climate today is not unfavorable.
 

In the longer term, serious economic difficulties loom on
 
Egypt's horizon. The 47 million population is growing at 2.7
 
percent annually. Per capita food consumption has grown

rapidly. Food production is growing slowly, at only two
 
percent per year. The food gap is widening. The following
 
food self-sufficiency coefficients (domestic production divided
 
by domestic use) are indicative of the general pattern: 

1970 
Wheat 
.37 

Rice 
1.64 

Sugar 
1.74 

1980 .24 1.07 .65 

Rising petroleum production, which was at the cutting edge of
 
Egypt's growth in the late 70's, has continued but based on
 
actual exploratory results to date output could peak in the
 
next two or three years. Domestic oil consumption continues to
 
increase at 12 to 15 percent per year, and without major new
 
discoveries exportable production will probably decline and
 
could disappear in the early 1990's. Egypt's manufacturing
 
exports declined i. real terms during the last decade and are
 
not poised to fill the foreign exchange gap. The government's
 
operating/investment budget is deeply in deficit and in spite
 
of proclamations that it will be reduced, the deficit continues
 
to widen. The balance of trade and the balance on current
 
account are in deficit as well. Despite reasonably
 
satisfactory short-term prospects, Egypt is living beyond its
 
means. Capital inflows from foreign assistance and workers'
 
remittances have helped cover the import bill in recent years
 
but may have peaked. Money cceation and the resulting
 
inflation have helped to close the domestic gap. A serious
 
domestic/international financial crisis could result because of
 
fundamental structural difficulties in the Egyptian economy.
 

The Egyptian economy bears the legacy of economic policies
 
dating from the 19S0's that were motivated by concern for
 
equity and assistance to the poor. These policies were
 
characterized by price regulation, a dominant public sector,
 



and state control. Having established control over prices, the
 
government has tried to maintain many at fixed, nominal levels,
 
protecting the average Egyptian from the shocks in the
 
international economy. Egyptian consumers have not faced world
 
prices for energy or many basic commodities for years. Wages
 
of government workers have been held down. As the gap between
 
market and administered prices has grown, it has become more
 
costly and difficult to maintain the system. In the 1970's the
 
budgetary expense of food and other subsidies increased
 
significantly: the subsidies bill that was budgeted to
 
decrease from L.E. 2.0 billion to L.E. 1.7 billion in FY 83/84

actually increased to about L.E. 2.4 billion.The problems and
 
possible reforms have been discussed within the government as
 
well as with major country donors and international lending
 
organizations.
 

President Mubarak has personally made Egypt's economy a
 
top-priority item on his government's agenda. The special
 
cabinet-level committee, the Higher Committee for Policies and
 
Economic Affairs, presided over by Prime Minister Kamal Hassan
 
Ali, was streamlined when the new government was formned after
 
the May elections and subsequent death of former Prime Minister
 
Fouad Mohieddin. The Higher Policies Committee plus the new
 
Committee for investment, also chaired by the Prime Minister,
 
ensures consideration of economic matters at the highest levels
 
of the government. On numerous occasions, President Mubarak
 
has spoken to the Egyptian people on economic problems facing
 
their country, placing new emphasis on the need to increase the
 
level of "productive investment" that will benefit the majority
 
of Egyptians. Frequent themes are rationalizing consumption,
 
reforming the public sector, targeting subsidies for the truly
 
needy, and reducing population growth. The President himself
 
chaired a long-delayed population conference in late March and
 
warned the conferees that "we will have terrible famine,
 
unemployment, and terrorism" if family planning is not
 
undertaken. A new population council, reporting directly to
 
the President, is thought to be in the making. In the last
 
year or two some agricultural prices have been decontrolled
 
(e.g., grapes, oranges and watermelons) and the official
 
producer-prices of others have been iiicreased in real terms
 
(e.g., wheat, onions and groundnuts). Electricity rates have
 
increased by more than the level of inflation. Cigarette
 
prices were raised in September, flour prices were increased,
 
and a new, officially-sanctioned two-piaster loaf of bread was
 
introduced in some neighborhoods. Nonetheless, the pace of
 
change remains slow. Memory of the 1977 riots, prompted by the
 
government's decision to decrease subsidies on a number of
 
commodities, still looms prominently in the minds of Egpytian
 
policy makers, and disturbances within the past year in Tunisia
 
and Morocco have reinforced their concern.
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Egypt's agricultural and service sectors are predominantly in
 
private hands, although government regulation of map,
 
agricultural input and output prices centralizes much of
 
agricultural decision making. industry is largely in the
 
public sector, which accounted for two thirds of total
 
industrial production in the early 1980's. Nonetheless, the
 
private sector is growing. Since President Sadat broke with
 
the Nasserite tradi Lion and iniaugurated the "ln itah" or Open
Door policy in 1074, thu share of the private sector in 
industrial output has increased by almost half, from 23 percent 
to today's 33 percent. President Mubarak, in his address to 
the new cabinet on July 17, urged development in both the 
public and private sectors: "Our economic line is clear; it 
aims at developing the public sector, increasing production, 
and improving productivity. Our line is also clear in enabling 
the private sector to have opportunities in all areas of 
production and investment." 

Ten years after the open door, Egypt's private sector sees a 
number of cross-currents. Its share of industrial output is
 
rising. In the key banking sector the four public-sector banks 
have been joined by dozens of joint venture and private banks 
that offer a wide variety of services to Egypt's consumers aliu 
businesses. Governimment po]icy proclamations urge new private 
initiatives, both domestic arid foreign. Among some business
 
representatives, nonetheless there is a sense of disquiet. 
Approval of: net% livestment projects remairis slow and the new 
Investineiit Com mi ttee is being wa tched closely for a new 
app ioach. This year's step towards exchange rate unification 
has a c tu a lly in trod uced yet another layer into an already 
.:omj[ix toreig iv-xchange picture and is lormally discriminatory 
against private buyers. Private foreign investors pay 
world-;nurker prices for ene rgy, but must, compete with 
public-sector companies that acquire energy at heavily
subsidized (home st ic prices. In the 1982/83 to 1980/87 Five-Year 
Plan, public-sector inves itiient is programmed at 77 percent of 
the economy's total. Withr many contrary signals and 
bureaucratic obstacles, there is doubt in some business circles 
about the strength of the governnment's commitment to the 
private sector. 

Egyptian officials are engaged in an ongoing economic policy
dialogue with international financial institutions and foreign 
governments. An IMF delegation visited Cairo in March for 
annual Article IV consultations. There is talk that an IMF 
standby agreement will again be negotiated, as one was in 
1979. The 1979 program was not accepted by Egyptian officials
 
and with the balance of paymeltts in surplus, it is not clear 
that a standby agreement is required today. The World Bank,
with disbursed Egyptian credits in excess of $1 billion, plays 
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an important developmental role. New IBRD loan commitments,
 
which were $450 million in FY 81/82, reached nearly
 
$400 million in FY 1983/84 after a flurry of signings in late
 
June. The delay in new signatures was partially due to concern
 
over the exchange rate at which IBRD monies would be on-lent to
 
Egyptian enterprises. The level was also held down because of
 
World Bank insistence on major energy-price reforms before new
 
energy-sector projects will be funded. The three projects
 
signed in June were a $100 million loan for the construction
 
industry, another for the Export Development Bank of Egypt
 
($125 million), and a third to be administered by the
 
Development Industrial Bank to provide term credit for small
and medium-scale industrial development ($170 million).
 

United States civilian economic assistance to Egypt totaled $1
 
billion in the U.S. FY 1984: $750 million in Economic Support
 
Fund (ESF) grant-aid administered by the United States Agency
 
for International Development (USAID) and $250 million in
 
long-term concessionary credits to buy wheat and wheat flour
 
under the PL-480 program. In FY 1985 the ESF level will be
 
$815 million and the PL-480 program will be $225 million. As
 
we work with Egyptian officials on these programs, their
 
concerns and priorities are addressed. For our part, a concern
 
is that capital projects be financially and economically
 
viable: we hope electricity rates and water charges will be
 
adequate to maintain power stations and water/wastewater
 
systems after construction is completed. President Mubarak's
 
February visit to Washington and USAID Administrator
 
McPherson's January and October visits to Cairo are among the
 
recent occasions when the two governments have exchanged views
 
on their development objectives.
 

THE PUBLIC SECTOR: The public sector plays a major role in
 
Egypt's economy. Expenditures in th,_ operating and investment
 
budget were 66 percent of projected gross domestic product in
 
1983/84. Even then, the current expenditures of public-sector
 
companies were included only to the extent direct operating
 
subsidies were required. Public employees number about 4.5
 
million, over 35 percent of the labor force estimated at--aout
 
12.5 million (another 2 to 3 million Egyptians are thought to
 
be employed abroad). Public employment includes over 3 million
 
workers directly employed by the ministries and economic
 
authorities (such as the Suez Canal Authority), about 1 million
 
industrial workers in civilian and defense-related
 
public-sector companies, and nearly 500,000 active members of
 
the armed forces. The latter are broken down by service as
 
follows:
 



- Army 340,000
 

- Navy 20,000
 

- Air Force 27,000
 

- Air Defense 85,000
 

The Government of Egypt's FY 1983/84 expenditures (July through

June fiscal year) were budgeted to rise by 11 percent over tne
 
previous year. Preliminary indications that actual
are 

expenditures rose 19 percent during 1983/84. In recent years
budget revenues have increased owing to higher tax rates and 
more efficient enforcement of tax laws; actual collections in 
FY 83/84 were up over FY 82/83 but below what had been 
predicted because of short-falls in customs recepts andbusiness profits taxes. Major factors in the revenue equation
have been increased Suez Canal tolls and the oil export
receipts of the Egyptian General Petroleum Company (EGPC), the
national oil company. The latter peaked at the crest of the 
oil price boom in 1980/81 and then declined. They have now
started to climb back up. The government is attempting to hold
the line on spending, but rising revenues have been outstripped
by expenditures that have grown because of inflation and
because public-sector jobs have been liberally offered to 
Egyptians, keeping the rate of open unemployment low. In
addition, subsidies for a number of food and other items have
been increased in order to keep the prices of basic commodities
affordable to Egyptian consumers. 'Ihe gross budget deficit in
1983/84 was projected at just over L.L. 5 billion and was
actually higher, at L.E. 5.8 billion. LVen a rter substantial 
foreign financing anid domesticYlorrowing fromr non-bank sources,
another L.E. 2 billion of infiationary borrowing from the 
banking system was required to cover the net deficit. 

The FY 81/85 budget for the fiscal year that began on July 1 
was preseminted o the jnewly-elected Peoples Assemibly when it
convened in mid-September. Total expenditures are projected at
L.E. 18,277 million, a 12.8 percent increase over budgeted
expenUitures in FY 83/84. Investment is projected at L.E.
4,865 million, a 10.0 percent increase over the preceding year
-ut less than the L.E. 5,365 million programmed for the public

sector in the FY 84,/85 one-year plan enacted by the outgoing
Peoples Assembly last spring. The gross deficit is programmed 
to rise to L.E. 5,400 million, below tme estimated actual
deficit last year. The Tiet deficit, to be covered by borrowing
from the banking system, is projected to decline to L.E. 1,Z00
million. After Committee hearings and six days of debate the 
FY-9TgS budget was enacted on October 4. 

The subsidies item is a subject of wide-ranging national 
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discuission. The requested FY 84/85 allocation, L.E. 2,057.7
 
million, is increased from last )ear's planned expenditure but
 
below the actual outcome. Just after the budget went to the
 
Peoples Assembly, President Mubarak held widely publicized
 
meetings with the leaders of all opposition parties and
 
announced new studies, to be followed by a national conference
 
on the subsidies question about two months later. Egyptian
 
officials are concerned about protecting the purchasing power

of lower income citizens and seem to be working on the
 
modalities for an equitable and acceptable package of economic
 
reforms. Press reports have referred to energy pricing issues
 
and a new, official loaf of bread. The latter began to show up

in markets in late September. Priced at two-piasters, it was
 
selling along-sie a traditionally-priced, one-piaster loaf.
 
Cigarette prices for many brands were increased in September,

reportedly by enough to eliminate the L.E. 120 million annual
 
subsidy to the public-sector cigarette company.
 

INVESTMENT: Egypt welcones private investment, both domestic
 
and foreign. Law 43 of 1974, and subsequent amendments to it,
 
remains the cornerstone of efforts to attract foreign
 
participation in Egypt's development. Foreign investors have
 
been encouraged to form joint ventures with public-sector
 
entities or private local investors. The benefits of Law 43
 
include guarantees against nationalization, exemption from
 
public-sector laws, exemption from certain customs duties,
 
repatriation of capital and earnings, and exemption from taxes
 
for five to eight years. Domestic investors are now eligible,

under Law 159, to receive the benefits accorded foreign
 
investors under Law 43. Foreign investment in Egypt has come
 
from the United States, other Arab countries, Europe and
 
Japan. Egyptian officials have repeatedly stated that more
 
investment from the United States would be welcome.
 

When the new government was formed in mid-July, the Ministry of 
Investment and International Cooperation was abolished. 
International Cooperation was attached to the Ministry of 
Planning to create the new Ministry of Planning and 
International Cooperation (MPIC). The Investment Authority was 
moved to the Ministry of Economy and Foreign Trade. lts 
chairman is Minister Moustafa El Said. The newly appointed
Vice Chairman, Dr. Sultan Abou Ali, enjoys ministerial rank and 
has daily operating responsibility. Concurrently with the 
reorganization, a cabinet-level Investment Committee, chaired 
by the Prime Minister, was established to set investment policy
and give final approval to individual projects. One of the 
Investment Committee's first acts was to declare that land 
reclamation projects were a top priority objective. 

A major guideline for Egyptian economic policy is the FY 32/83
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to 86/87 Economic and Social Development Plan. This plan, a
 
blueprint for the public sector and indicative for the private
 
sector, ambitiously aims at achieving real annual GDP growth
 
rates of 8.1 percent. L.E. .5.5 billion is allocated for
 
investment during the five-year life of the Plan, L.E. 27.2
 
billion in the public sector and L.. 8.3 billion in the 
private sector. Investment i; prograinmed to be at least 25
 
percent of GDP annually. To help finance this investment, the
 
Plan calls for domestic savings to increase by over 20 percent
 
per year and, in large part, to replace foreign savings as a 
major source of finance.
 

The Plan's real growth objectives will be difficult to
 
achieve. Historically, thk Egyptian economy did grow at over
 
eight percent per year in the mid and late 1970's, when major

oil fields were returned to Egypt by Israel and new fields were
 
brought into production. Suez Canal receipts were rising
 
rapidly after the Canal's reopening in 1975. Oil exploration
 
contin~ues and a few new fields have been discovered, but the
 
growth experience of the late 1970's will be difficult to
 
match. Already the government has acknowledged that the 8.1 
real growth target is being missed: the Planning Ministry puts
real growth at 7.0 percent in FY 82/83; the projection for FY 
83/84 is 7.2 percent and the forecast for FY 84/85 is 7.3 
percent. Suez Canal revenues will continue to rise, but 
slowly. Workers' remittances through official channels were 
especially strong in 1982/83 and continued to rise in 1983/84 
but cannot be counted on to increase forever. Eventually they
 
may actually decline. Egypt will have to develop new sources
 
of foreign exchange or adapt to lower levels of economic growth.
 

Developing a competitive industrial export sector to provide
 
foreign-exchange earnings is required. Industrial exports, 
in
 
real terms, declined during the decade after inception of the
 
open door and were only seven percent of industrial output in
 
the early 1980's. To date, the emphasis in public-sector
 
industry has been on investment to meet rising domestic demand
 
and import substitution. An export-oriented strategy has not
 
been part of Egyptian planning. A public enterprise reform
 
bill (No. 97/1983) was enacted in 1983, intended to improve
 
performance in the public-sector companies. Inter alia,
 
managers have increased freedom over employmenFYecisions,
 
although pricing policy continues to be regulated by the
 
government. Sectoral holding companies, in some respects like
 
trade associations, are replacing control by the General
 
Organization for Industry (GOFI) as the first point of contact
 
for industrial regulation. If this reform eventually does lead
 
to improved management and more efficient production, Egypt's
 
economy will benefit, but it stops far short of the changes
 
required to build up a manufacturing export base.
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The government has set up a cabinet-level committee on exports,
 
and we are beginning to see the emergence of specific proposals
 
to reduce bureaucratic and other obstacles to exports. In its
 
July 1983 session, the Peoples Assembly passed legislation
 
establishing the Export Development Bank of Egypt. The EDBE is
 
to be the leading institution financing Egyptian exports. Its
 
bankinq operation is tentatively set to begin in January 1985
 
with t, official opening severai months late,. Another
 
division will provide investment funds for export-oriented
 
enterprises, in part with seed money obtaiaed from the $125
 
million World Bank loan negotiated in June. At least 50
 
percent of these funds are reserved for private-sector
 
companies.
 

BALANCE OF PAYMENTS: Egypt's balance of payments improved in
 
1982/83. The trade deficit worsened marginally as oil export
 
revenues declined more than the merchandise import bill, but
 
the current account deficit declined by over 40 percent.

Preliminary estimates for FY 83/84 show continuing strength,
 
helped by additional increases in remittances. Nevertheless,
 
available foreign exchange in the official, Central Bank and
 
commercial bank pools is as scarce as ever. Policy measures to
 
channel more foreign exchange through official institutions at
 
the expense of the free market are having little impact and the
 
free market exchange strengthened marginally during mid-1984.
 

Egyptian receipts from commodity exports were $3.5 billion in
 
FY 82/83, down 14 percent from FY 1981/82. Petroleum and
 
products provided over pO these
percent ($2.5 billion) of 

export revenues: diminished crude oil receipts account for the
 
decline. Exports rose to $3.8 billion in FY 83/84, essentially
 
due to increased crude oil export revenues. Crude-oil exports,
 
as recorded in the Egyptian balance of payments, represent
 
Egypt's proprietary earnings: the cost-recovery and profit oil
 
exports of EGPC'c foreign partners are excluded from the data.
 
The second largest merchandise export is raw cotton, which
 
earned $314 million in FY 82/83.
 

Throughout the growth years of the late 1970's, the increase in
 
export earnings was outstripped by rapidly increasing imports
 
of a wide range of goods. Until 1981, imports grew at an
 
annual rate of twenty to thirty percent and in 1980/81 totalled
 
$8.7 billion. Many of these imports represent vital food, raw
 
materials, capital goods, and other products not manufactured
 
locally. Imports in 1981/82 were down slightly from the
 
previous year, and the trend continued in 1982/83 when imports
 
totalled $8.3 billion. Decreases in international prices of
 
food commodities contributed to trimming the import bill, but
 
food still accounted for about 2c percent of the total. Valued
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at over $2 billion, food imports are about 10 percent of
 
Egyptian GDP. The government is continuing to implement 1982
 
regulations in an effort to control imports but both public
and private-sector imports rose in 1983/84. Egypt will
 
continue to require a high volume of goods from abroad:
 
world-wide inflationary pressures, a large and rapidly rising

population, an ambitious development program, and rising
 
expectations all provide pressure for import volume and value
 
to grow.
 

Service exports play a critical role in covering Egypt's trade
 
deficit. Earnings from workers' remittances, tourism, and the
 
Soez Canal grew rapidly from 1977 to 1980. Service earnings
 
declined in 1981/82 due to falling recorded remittances and
 
tourist expenditures but turned upward strongly in 1982/83 when
 
workers' remittances rose by fifty percent to $3 billion. The
 
trend continued in FY 83/84 when remittances reached $3.4
 
billion or more. Estimates of the number of Egyptians working
 
overseas vary widely. The number is probably in the 2 million
 
to 3 million range, perhaps up to 500,000 in OECD countries and
 
the remaThntr in Arab countries. Officially recorded
 
remittances are in the form of foreign exchange converted to
 
Egyptian currency through the banking system, plus

"own-exchange imports," 
the system introduced in 1974 under
 
which privately held foreign exchange can be used or traded to
 
finance imports at the free-market exchange rate.
 

Tourism and Suez Canal earnings are the other key service
 
sectors. Today the number of tourists visiting Egypt is
 
rising. Officially recorded revenues have stopped declining as
 
tourisrs, sinc.e mid-1984 have been allowed to use the L.E. 
1.12
 
rate. Nonetheless, much sti] escaps due to transactions at
 
the stili-more--favorable free-market rate. Suez Canal 
revenues
 
in 1982/83 were $957 million, a modest increase over the 
previous year. Completion of the Phase I renovation to widen 
and deepen the Canal in 1980 and toll increases in 1981, 1982 
and 1983 have all helped to boost Canal earnings despite the 
world-wide recession. A slight decrease i. the number of ships
during the last year or two has been more than offset by ships 
of larger size. Since tolls are based on tonnage, toll
 
collections have risen. Suez Canal revenues were over $1
 
billion in FY 1983/84. The August 1984 mining incident Tn the
 
GuITfof Suez does not appear to have had a significant impact
 
on shipping through the Suez Canal.
 

Egypt's current account is in deficit. Amortization payments
 
on foreign debt must be added to the current account balance to
 
gauge the required balance-of-payments financing. The sources
 
and uses of funds are summarized in the following chart for FY
 
80/81 through FY 83/84.
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(millions of current dollars)
 
projected
 

1980/81 1981/82 1982/83 1983/84
 

USES OF FUNDS 2,357 2,961 2,399 2,550
 

Current Account Deficit 1,144 1,925 1,087 1,030
 
Amortization Payments 1,213 1,036 1,312 1,520
 

Gcvt. & International
 
Organizations 382 174 361 520
 
Suppliers 831 862 951 1,000
 

SOURCES OF FUNDS 2,224 3,038 3,288 2,900
 

Direct investment 23C 250 247 250
 
International assistance 1,620 1,489 1,787 1,800
 

U.S. 1,035 839 1,137 1,100
 
Other bilateral 391 400 350 400
 
Multilateral 200 250 300 300
 

Suppliers's credits 882 842 886 95U
 
Banks (Net Position) -136 305 - -100
 
Errors & Omissions -378 152 368 -


BALANCE OF PAYMENTS -133 77 889 350
 
(increase (+) or decrease
 
(-) in net foreign assets
 
of the central bank and
 
commercial banks.)
 

Direct foreign investment has made its contribution to
 
balance-of-payments financing and is welcomed by the Egyptian
 
government. Nonetheless, investment flows have been less than
 
expected, and bilateral assistance from the United States has
 
been the major source of financial inflows. Under existing
 
programming, approximately $1 billion of civilian economic
 
assistance is available from the United States each year to
 
assist Egypt's balance of payments and development. (Another $1
 
billion-plus of military assistance is excluded from these
 
data.) Other major bilateral donors are Japan, France, the
 
Federal Republic of Germany and the European Economic
 
Community. The principal multilateral source is the World Bank.
 

Egypt is a large net importer from the U.S. The following
 
charts tell the story. (These data are compiled from U.S.
 
statistical sources. They are for calendar years. The U.S.
 
data include sales of military equipment that are not included
 
in Egyptian trade data. PL-480 and ClP disbursements closely
 
approximate export sales. FMS and project-AID disbursements
 
include J.S. service expenses and overstate the merchandise
 
export values.)
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U.S . EXPORTS TO EGYPT 
(MILLION OF DOLLARS) 

1980 1981 1982 1983 

Total Exports (FOB) 1,873 2,146 2,875 2,807 

Exports Funded by U.S. 
Assistance 977 1,240 1,506 1,851 

FMS 122 205 757 714 

PL-480/AID 
PROJECT/AID 
CIP/AID 

250 
1~ 
o5 

298 
350 
387 

292 
305 
242 

270 
565 
302 

Total Commercial 
Exports 896 906 1,279 95b 

Commercial, Agricultural 
Commodities 
(Non-AID) 401 505 357 565 

Commercial, Non-Agricul
tural commodities 495 401 922 391 

U.S. IMPORTS FROM EGYPT 

(MILLION OF DOLLARS) 

1980 1981 1982 1983 

Total Imports (FOB) 538 397 557 303 

Petroleum & Petroleum 
Products 417 345 515 258 

Other Goods 121 52 42 45 

Petroleum as Share of 
Total 78% 87% 92% 85% 
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In 1983, $1,851 million of the $2,807 million in U.S. exports to
 
Egypt were funded by U.S. assistance d[isubursements: $714 million by
 
grants and loans under the Foreign Military Sales (FMS) program;
 
$270 million from concessionary PL-480 loans; $565 million in grants
 
in connection with USAID ,ojects in Egypt; and $302 milion in
 
grant balance-of-payments support as Egypt acquired capital goods
 
and bulk commodities such as corn or coal under the USAID Commodity
 
Import Program (CIP). Some of these items probably would have been
 
purchased without U.S. assistance. Nonetheless, subtracting these
 
amounts from total Egyptian imports from the U.S. leaves U.S.
 
"commercial" exports. When these are compared with U.S. imports
 
from Egypt, the Egyptian bilateral deficit is reduced. The small
 
share of non-oil products in Egypt's exports to the U.S., the
 
world's largest and most open market, illustrates the need for Egypt
 
to develop a competitive manufacturing export base.
 

Egypt had a $889 million balance-of-payments surplus in FY 82/83,
 
largely used to increase the net foreign assets (or decrease the 
liabilities) of the commercial banks. This performance was repeated 
in FY 83/84, albeit with a smaller surplus. In fact, the net 
foreign assets of the banking systems are negative as borrowing 
abroad by the banks exceeds lending/deposits. Egypt's foreign
 
exchange reserves are small -- less than $700 million, or about one
 

month's import cover -- and Egypt's 2.43 million ounces of gold
 
reserves are valued at less than $1 billion at today's market
 
prices. The prospects for Egypt's-balance of payments are mixed.
 
The major sources of earnings (oil exports and workers' remittances)
 
are subject to outside influences arid sudden change. Earnings from
 
these sources increased rapidly through 1981, and both are again on
 
a rising curve, but their future prospects are not buoyant.
 
Imports, at close to present levels, are essential for the orderly
 
functioning of the Egyptian economy and with a rapidly increasing
 
population will be under persistant pressure to grow. A large trade
 
deficit is structurally part of the Egyptian economy. The trade
 
deficit could mount rapidly if world market prices for cereal grains
 
were to increase. A greater degree of foreign exchange cover from
 
stable earnings would seem to be in order but development of a
 
competitive export base has been elusive. A balance of payments
 
crisis, with curtailed imports of the capital goods essential to
 
maintain the development plan and arrearages on Egypt's foreign
 
debt, could quickly develop.
 

EXCHANGE RATES: Egypt maintains a complex, multi-tiered exchange
 
rate system. Outstanding barter agreements with East European
 
countries use an accounting rate of $1.00 equals L.E. 0.40. The
 
"official" rate is $1.00 equals L.E. 0.70. This rate, established
 

in January 1979, since mid-1981 has been largely an internal
 
government bookkeeping rate. It is used for imports of wheat, wheat
 
flour, edible oil, sugar, tea, fertilizer and insecticides and on
 
the export side cotton, petroleum and Suez Canal earnings. Using
 
this official rate, the Government of Egypt calculates the local
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currency value for lomestic record keeping (e.g., 
its budget and
balance of payments presentations) of products priced in 
foreign

currency. 
Foreign debt transactions 
are also converted to local
 
currency equivalents at the 
official exchange rate. Receipts anal
payments at the official exchange 
rate pass through the Central
 
Bank's foreign exchange pool.
 

Effective August 1, 1981, 
the government created the "official

incentive" commercial 
bank rate, set at $1.00 equals L.E. 0.84. 1h,
official incentive rate wds designed to 
narrow the spread between
the official exchange 
rate and the rate existing in the free markiet
which at that time was approximately L.L. 0.85 equals $1.00.
Public-sector and private joint-venture banks were 
mandated to buy
and sell foreign exchange at the official incentive rate tou most
transactions of public-sector entities and enterprises 
in the
private sector. T:ansactions 
at this rate pass through the

commercial bank foreign exchange pool.
 

Since the mid-1970's, the 
GOE has allowed free-market dealings ill
foreign currency through the "own exchange" system as pvr t of the
open-door policy. Individuals and entities with their "o'in 
 lureip.t
exchange" have been allowed 
to import into Egypt, to holdconvertible foreign rency
cu accounts with the banks, to
and eait,,r
into free-market foreign exchange Ill
transactions with others. 

recent years the free-market rate has deviated significantly l ol.)
the official incentive rate. In March 
1984 the own-exchange rdi,,
reached L.E. 1.25 equals $1.00 and quotes L.E. .,
 of 1.30 equals ,il
were reported. In 1983 and 1984, as 
the own-exchange market

developed and its rate differed more and more from 
the officiil
incentive rate, 
those who could diverted transactions from the

commercial 
bank pool at the official incentive rate into the
own-exchange market. 
 Foreign exchange in the commercial bank poo l
 
bec mnie : 
 L ie,,,) 3circe . In addition, as oil export reveniei,;declined and the 
demand for imports of basic coiimodities incrarn;.danid debt se'tvic , obligationis rose, tie Lent al Hanuk pool also ,;ishort. of foIeign exchange. Payments were Ofteln delayed le,, it. 1'

improvinhg ba lance of payi ents 

To alleviate the shortages of exchang. Supplied to the banking

system, Egyptian authorities began further 
to modify the foreignexchange system in 
late 1983. On an informal basis, public-s(:ctol

banks were allowed, when necessary, to compete for workers'
remittances by paying up to L.E. 1.08 equals $1.00. 
 In Ipbruar)1984 that rate was increased to L.E. 
1.12 equals $1.00 and ext,.Aii

to include some tourist expenditures. At the same 
time, Lg;,lpt idl.authorities began to crack down 
on currency dealers ",ho iiaoengaged in unauthorized activity ini thie own-exchiaigc 

bnn 
market outsi,the banks. In late March 1984 
both put)1ic-sector and joiiH-v,' 
ur-i,
banks were allowed to buy workers' remittances, tourist ii' ,-, 101'other than hotel bills, and other private flows at the ofticioi 



- 20 

incentive rate plus premiums to yield L.E. 1.12 equals $1.00. In
 
mid-April the banks were allowed to sell at the official incentive
 
rate plus premiums to yield L.E. 1.18 equals $1.00. This selling
 
rate was subsequently lowered to L.E. 1.17 for the private sector
 
and L.E. 1.14 for public sector companies. In July tourist
 
exchanges at L.E. 1.12 were allowed for hotel bills as well,
 
although $150 still must be exchanged at the official incentive rate
 
upon arrival at Cairo Airport. This official-flexible rate is
 
periodically reevaluated to ensure that it reflects underlying
 
market forces. Transactions at the official-flexible rate pass
 
through the commercial bank foreign exchange pool.
 

In sum, as of September the following exchange rates were in effect:
 
--L.E. 0.40 = $1.00 - applies to Soviet Bloc trade and debt. 
--L.3. 0.70 = $1.00 - Official rate: applies to imports of 

wheat, sugar and other basic commodities imported by the General 
Agency for Supply Commodities (GASC), tne petroleum sector including 
oil exports, Suez Canal tolls and Government debt. 

--L.l. 0.83108 = $1.00 - the official-incentive buying rate: 
applies to the first $150 exchanged by tourists, plus additional 
amounts used to buy airline tickets; purchases of pounds by 
embassies and international organizations; 50 percent of the export 
proceeds of oranges, onions, peanuts, potatoes and garlic; and funds 
transferred to Egypt to finance investment. 

-- L.E. 0.,84 = $1.00 - the official-incentive selling rate: 
applies to transfers abroad of airline revenues and, when available, 
acqulsition cf foreign exchange by public sector entities to 
purchase licensed imports. 

-- L.E, 1.12 = $1.00 - the official-flexible buying rate: 
applies to ptblic sector and joint venture bank purchases of foreign 
exchange from EIgyptian nationals abroad (remittances) and 
conveI stHns by tourists for hotel bills and other expenses (except 
: irtI nr ri c Lu t ). 

.. =.$1.00 - an official-flexible selling rate: 
applies to public sector companies' purchases of foreign exchange 
from public sector banks to finance approved imports when foreign 
exchange is not available at L.E. 0.84. 

-- L.L. 1.17 = $1.00 - an official-flexible selling rate: 
applies to private sector purchases of foreign exchange from public 
sector and joint venture banks to finance p)urchases abroad. 

-- L.E. 1.23 = $1.00 - the own-exchange or free market rate. 
This is a flexible rate determined daily by market forces: applies 
to workers remittances and tourist expenditures that do not pass 
through banking chanels, many private sector company and individual 
transactions and, from time to time, public secnor entities that 
cannot obtain funds at the various official exchange rates. 

PRICES AND INFLATION: The government for years has fixed the prices 
of many goods and services in an effort to insulate consumers from 
inflation. One major vehicle for this policy has been the subsidy 
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system, whose direct cost was L.E. 2 billion in FY 82/83 and L.E.
 
2.4 billion for FY 83/84. Most of this amount goes to subsidize
 
bread, rice, tea, edible oil, butane gas, and meat, which are
 
available to all consumers at well below costs. The average wage
 
for beginning university graduates in the public sector is L.E. 50
 
to L.E. 60 per month, and the Egyptian government's subsidy policy
 
is directly related to the low level of wages. Wages in the private
 
sector are generally higher, but even they are topped by what
 
Egyptians can earn abroad.
 

While the subsidy system has provided inexpensive supplies of basic
 
commodities, it has contributed to slow growth in domestic food
 
production and rapid growth in food consumption, and is in part
 
responsible for the large food import bill. The explicit subsidy
 
system is a major item in the government's budget, totalling about 
15 percent of total budget expenditures and about 10 percent of 
gross domestic product. In addition, the "implicit" energy subsidy 
of electricity and petroleum products is estimated to cost L.E. 4 to 
S bill]ion annually. There have been no significant increases in 
petroleum product prices in recent years: fuel oil costs a me-e 
$6.25 p(r ton and relatively expensive gasoline has a retail pump 
pri(ce of onily $.u17 per gallon. Electricity tariffs, however have 
been raised gradually and frequently since April 1982. Overall, 
energy prices average lens than 20 percent of world market levels. 

Consumer prices for urban residents rose 16 percent in 1981/82 and 
a -out 20 percent in 1982/83 and 1983/84. Wholesale prices in 
1982/83 were up 22 I)ercent, more than the eight percent and seven 
percent in the two preceding years. Consumers whose market baskets 
include large amounts of non-subsidized items have faced higher 
effective rates of inflation, perhaps in the 30 percent range. The 
out] ook for rcducing inflation is not promising, although underlying 
monetary pressures appear to have subsided. Growth in the money 
supply (44 percent in FY 81/82 and 33 percent in FY 82/83 and 27 
percent in GY 1983) will be difficult to control so long as the 
budget deficit requires substantial financing from the banking 
5 S t em. 

FINANCIAl. 1)EVELOPMENTS: The banking sector in Egypt has grown
 
impressively in recent years. With the advent of the Open Door
 
Policy, foreign banks, including several major U.S. banks, have come
 
to Egypt with joint ventures, foreign branches, an off-shore free
 
zone bank, and representative offices. These banks provide a number
 
of services -- trade finance, term lending, and a variety of savings
 
programs -- in both Egytian pounds and foreign currencies. Interest
 
rates are not controlled for deposit-loan activities in foreign
 
currency. At the same time, the local Egyptian banks have also
 
grown and prospered, and important private Egyptian banks have been
 
created alongside the four major public-sector commercial banks.
 
Local residents can hold foreign currency accounts at any bank in
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Egypt. Islamic banks have become part of the local-banking scene as
 
well, and have been particularly successful in attracting small
 
depositors.
 

The Central Bank of Egypt (CBE) has been designated as the chief
 
regulator of 
the banking system. A nce banking law--Law 50--passed
 
by the Peoples Assembly in March 1984 enhances the Central Bank's
 
regulatory authority; it now has more flexibility in imposing
penalties on banks contravening government regulations. The CBE has 
already used its expanded authority on several occasions, bringing
banks with problem portfolios under its supervision. In an effort 
to enhance portfolio quality Law 50 prohibits banks from lending 
more than 25 percent of their capital and reserves to the "same" 
private-sector borrower. The new legislation is indicative of
 
increasing regulation of the banking system, but it has not
 
precluded an environment conducive to flexible, competitive and
 
profitable banking operations.
 

In FY 19'82/83, civilian medium- and long-term foreign debt reached 
$10.6 billion and rose to over $17 billion in FY 
83/84. Egypt's
 
short-term debt is over $7 billion. Civilian debt. service takes 
about 24 percent of current earnings. When military debt is added 
in, debt service absorbs about 35 percent of Egypt's current 
earnings. The major portion of the medium- and long-term civilian 
debt is concessional foreign assistance from the U.S., Germany,
Japan and the World Bank. Short-term debt is at commercial terms. 

Egypt's credit rating with the international financial community is 
reasonably good, reflecting the country's political stability and 
international support. Much short-term borrowing is at spreads of 
3/8's over LIBOR although fees and pre-paid interest often make the 
eftective yields somewhat higher. tHowever, since 198z it has become 
more difficult for Egypt and many other developing nations to line 
up term borrowing commercially as international debt problems have 
become more widespread. This, and press reports of delayed Egyptian
debt payments and quest for military deot relief, have made bankers
 
chary of extending Egyptian term credits. Commercial borrowing
 
cannot be relied on to cover current account deficits.
 

The United States is Egypt's largest creditor. At the end of the
 
U.S. FY 83 on September 30, 1983, Egypt's bilateral debt with the
 
United States Government was as follows (in millions of dollars):
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Debt 83/84
 
Oustanding Service
 

AID $2,425.5 $50.8
 

PL-480 1,762.6 46.4
 

CCC 92.0 53.2
 

EXIM 29.4 9.3
 

FMS 3,700.0 376.7
 

TOTAL $8,009.5 $536.4
 

Today new agreements under the AID program are all-grant
 
assistance. The AID debt stems from an earlier date and 
is on
 
concessionary terms. The PL-480 debt is also on concessionary
 
terms: 10 years grace period plus 30 years amortization at
 
interest rates of two to three percent. The Commodity Credit
 
Corporation (CCC) debts generally are three-year credits, at
 
commercial terms, to purchase wheat, wheat flour, tobacco and
 
other agricultural products. The Export-import Bank debt is
 
related to commercial U.S. exports. During FY 84 Exim approved
 
$185 million for Boeing 767s and Bell Helicopter sales. Exim
 
also has $42 million in long-term preliminary commitments to
 
Egypt for which contracts have not yet been awarded.
 

The Foreign Military Sales (FMS) debt has increased since the
 
military assistance program began in 1979. FMS credits carry a
 
10-year grace period plus 20 years amortization. The interest
 
rate is at commercial terms on the date the credits are drawn.
 
The debt will increase during FY 1985 as the balance of the FY
 
84 monies are drawn. The FY 85 program, however, has been
 
changed to all-grant military assistance. Service on the FMS
 
debt is a major expense for the Egyptians and was among the
 
issues discussed by President Mubarak and his economic
 
ministers during their visits to Washington in February.
 

ENERGY SECTOR: The petroleum industry has been the sector
 
showing the most rapid growth in recent years: it accounted
 
for less than five percent of GDP in the early 1970's but
 
nearly 20 percent in the early 1980's. The outlook for this
 
sector remains favorable in 1984 and 1985. Crude-oil
 
production, including the cost-recovery and profit oil of
 
EGPC's foreign partners, averaged 785,000 bpd in FY 1983/1984,
 
a 13.6 percent increase over FY 1982/1983. To this must be
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added 65,000 bpd of natural gas and condensates. Total
 
petroleum production increased 14.5 percent in FY 1983/84.

Nearly 60 percent of Egyptian export earnings now come from
 
crude petroleum sales: $2.3 billion in FY 1983/1984, a five
 
percent increase over FY 1982/1983. Oil export data are
 
exclusive of the cost-recovery and profit oil of EGPC's foreign
 
partners. They represent revenues available to Egypt through
 
EGPC.
 

While the current world market hias caused Egyptian oil earnings
 
to decline from their 1981 peak, promising new finds in both
 
the Gulf of Suez and the Western Desert signal continued growth

in oil production that could allow Egypt to achieve its target

of one million barrels per day in 1986. The level of future
 
Egypt-a7nTireign exchange earnings from petroleum will be
 
dependent on the number of new finds, trends in world oil
 
prices, the speed of development of natural gas production to
 
displace local consumption of liquid fuels, and the level of
 
domestic energy consumption, which is growing by about 12
 
percent annually. The rapid growth of domestic consumption and
 
its negative impact on export earnings have prompted some steps
 
to curb consumption, but large price increases have not been
 
introduced as a rationing or conservation device.
 

The expansion of the Egyptian petroleum sector has included
 
measures to encourage natural gas exploration, production, and
 
distribution arid plans to build two new refineries at Assyout

and Suez by 1987-1988. Refinery capacity is planned to
 
increase from 280,000 bpd to 400,000 bpd. Egypt's proven gas
 
reserves, now estimated at 5.5 trillion cubic feet, 
are
 
expected to increase substantially in the next ten years. The
 
best uses for expanded gas production are for domestic
 
substitution for fuel oil in industrial applications, power
plants, and household use. The Egyptian government has decreed 
that no gas exports will be allowed until reserves reach 12 
trillion cubic feet. For the time being, serveral power plants
Taveben converted from oil to natural gas in an effort to 
free up crude oil for export. An urban natural-gas
 
distribution system is being installed in some sections of
 
Cairo and its environs. Conversion of the Kema fertilizer
 
plant from electricity to natural gas is under study and
 
engineers are evaluating Egypt's gas resources as fuel for new,
 
thermal-electric power plants.
 

Egyptian energy officials believe it will be necessary at least
 
to treble electrical power output by the year 2000 to meet
 
domestic demand. Nuclear power plants are part of Egyptian

planning to meet this objective. In an effort to facilitate
 
bilateral nuclear cooperation with supplier countries, Egypt

ratified the Non-Proliferation Treaty in 1981 and the related
 
Safeguards Agreement in 1982. A member of the IAEA, Egypt
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became Chairman of its Board of Governors in 1984 and was
 
elected to chair the Committee on Assurance of Supply that
 
monitors the use of fissionable material to guard against its
 
diversion from civilian uses. Egypt has signed nuclear
 
cooperation agreements with the United States, France, West
 
Germany, and Canada. It initialed a nuclear cooperation
 
agreement with Australia in 1982 and signed a technical nuclear
 
cooperation agreement with the United Kingdom in 1981 and with
 
Belgium in 1983. In March 1984 Egypt and Italy signed a
 
nuclear cooperation agreement, and on December 6, 1983, Egypt
 
and Niger signed an agreement allowing Egypt to purchase
 
uranium from Niger. Most recently Egypt initialled nuclear
 
agreements in July and September with Belgium and Switzerland.
 
Egypt also signed four fuel-enrichment contracts with the
 
United States Department of Energy in May 1982.
 

The Egyptian Uovernment has prepared and approved an ambitious 
nuclear power development program envisioning the construction 
of eight nuclear power plants with a total capacity of 9600 MW 
over the next twenty years. Egyptian Authorities say "excess" 
petroleum revenues have been deposited in an alternative energy 
fund that may be used for funding the nuclear power program.
At the end of 1983 this fund reportedly contained $700 million 
arnd, according to officials, would be increased by another 5200 
to $300 million during 1984. 

The Nuclear Power Plants Authority (NPPA) issued an 
international invitation in March 1983 to submit bids for two 
1000--MW nuclear plants to be located at El Dabaa, west of 
Alexandria. Bids on this turnkey project were received on 
No v e 26, 1983, from suppliers in France, Italy, the Federal 
Rpublic of Germany and the United States and are being
-valuated. Minister of Electricity Abaza indicated in 
Septeiitber that comi)letion of the entire nuclear program may be 
delayed up to five years due to difficulties in lining up
 
financing but the El I)abaa first-stage project should be ready

for decision early next year. Egyptian authorities were
 
disappointed by the United Jtates Export-Import Bank's decision
 
not to provide financing for this project but are optimistic
 
that other financing will be available.
 

IMPLICATIONS FOR U.S. BUSINESS
 

Egypt is an expanding market-place of 47 million people. It
 
has a favorable climate, energy resources, rich agricultural
 
lands and a diverse labor force. Equally important, Egypt is
 
politically stable with emerging democratic institutions.
 
Egyptian attitudes toward American products and services are
 
favorable. This positive attitude, combined with Egypt's
 
resource base, have brought together numerous U.S. and Egyptian
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traders and investors. One measure of the health of our
 
bilateral commercial relationships is the rapid growth of the
 
American Chamber of Commerce in Egypt, which was established in
 
January 1983. Today the Chamber has more than 300 member
 
companies. Its membership, the majority of which are Egyptian
 
companies, is active in promoting broader communication and
 
understanding of business issues. The Chamber's monthly
 
luncheon speakers include senior Egyptian and UJ.S. business and
 
governmelt representatives. The Chamber, which is a branch of 
the U.S. Chamber of Commerce in Waslington, is located at: 
Cairo Mar iVctt Hotel, Suite 1537, Tel. 098840, Telex: 93464/5 
MAR UN. 

A related and equally influential organization is tho 
Egypt-U.S. Business Council, which focuses mainly on the
 
ihVeStiient c limate and process. The Coulic il 's members are 
chairmen and senior executive o1ficers of: major Egyptian and
 
U.S. corporations. Companies with exi stinig or prospective 
investments in Egypt have been Iicotiraqcd by the Council 's 
initiatives to clarify and recommeiid soiutio.s to investment 
problems. The Council's address in Cairo is: Nile lower 
Building, 21/23 Giza Street, Giza. In Washington contact: ,J. 
PhiliI) tinson, Director, Muiddle List Affairs, U.S. Chamber of 
(ommer-ct, 1015 IHStreet. N.W., Washington, D.C. 2000 , Telex:
 
RCA 248302 CCUS [JR. The growth and high level of interest in
 
the (hamber's and Council's programs both set a positive tone.
 
Tradc and investment remain complex, but the large and strong
memb shi[) involvement in tihe Council and Clamber attests that 
there are opportunities and rewards worth studying. 

U.S. exports to Egypt were $2.8 bill ion, in 1985 and will 
probably be at about the same level i1 1981. The [nited States
 
is Egypt's leading trading partner, providing about 33 percent
 
of its total imports and receiving about 8 percent ($303
 
million in 1983) of Egypt's exports. Petroleum accounts for
 
about 85 percent of Egypt's exports to the U.S.
 

Egypt continiiues to be a market for Amie ric.an traders and 
investors, especially in the construction, agribusiness,
health, computer and data processing, telecommunication, and 
petroleum equipment sectors. New market interest has been 
observed in establishing service-sector companies, such as 
support services, tourism and maintenance and repair. The 
Egyptian government wili continue to place a priority on
 
assuring that the government's foreign exchange resources are
 
applied to meeting basic requifements -- food, housing,
 
infrastructure, and most of the import needs of the
 
public-sector companies. The Egyptian government has initiated
 
efforts to encourage companies to earn their foreign exchange

requirements through export sales.
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The construction industry is among the best potential markets
 
in the Egyptian economy. In 1983 Egypt imported about $1.5
 
billion in building materials and services (about $150 mT7-lion
 
from le U.S.). Sales of construction machinery wilil continue
 
to grow by 
about 10 to 15 percent a year over the next several
 
years. Lack of low-cost housing is one of the most acute
 
problems for Egypt. The demand for about
new units is 200,000
 
per year, while 
no more than 80,000 units are constructed.
 
There is also 
a large demand for road rehabilitation and
 
network expansion, and water and sewerage facilities. USAID,
 
with the Egyptian government's concurrence, has agreed 
in
 
principle to allocate $1.0 billion to water and 
sewer projects,
 
mainly in Cairo, Alexandria, and the Canal cities, 
over a
 
fi.,e-year periou beginning in 1983. 
 More than $210 million in
 
water and sewer contracts have been awarded 
to U.S. firms since 
program implementation began in 1983. The $100 million IBRD 
loan for the construction sector also offers expanded 
opportunities to U.S. exporters. 

Agriousiness, including food processing and packaging
 
machinery, is a growing market 
in Egypt. The emphasis on
 
agribusiness --
production, processing and distribution -- will
 
likely result in substantial demand for agricultural equipment

of all types, particularly labor saving equipment for use in
 
production of sugar cane, cotton and rice. 
 Poultry and egg

production equipment, fisheries and dairy industries also have
 
good growth potential. ihe Egyptian government continues to
 
encourag, the reclamati--i of vast areas of desert land for
 
agriculture. Egypt is a strong market for the full 
range of
 
agriculture and agribusiness products, with particular emphasis
 
on irrigation system equipment, tractors and other 
production-related products. A continuing and careful analysis
 
of local agrarian conditions and cultural practices is
 
important in determining best sales prospects in this sector.
 

The computer and data processing equipment sector is relatively
 
new in the Egyptian economy, but the market has grown quickly 
since the private sector was first permitted to operate in this
 
field in 1977. In 1983, Egypt imported about $90 million in
 
business and computer equipment. Private sector companies,

especially banks and tourist enterprises, are the major users.
 
The private manufacturing and service companies express strong

interest in computers, software and related services. It is
 
important to emphasize that 
in Egypt, as in most middle-Eastern
 
markets, there is a growing institutional requirement that
 
vendors be able 
to provide operation and maintenance service
 
for the products they supply. Any thought 
that U.S. products

will sell themselves, repair themselves and deliver 
themselves
 
is totally out of step with local market expectations.
 



- 28 -

Public sector companies frequently purchase equipment and
 
commodities through international tenders. By Jaw, foreign
 
firms must submit their bids through an Egyptian agent. No
 
agent is required fox sales to private companies. In sales to
 
the military and petroleum sectors, foreign firms can bid
 
directly. All purchases financed by USAID funds, even if they
 
are for the public sector, are exempt from using agents.
 

Foreign investment moves along at a moderate rate. Investors,
 
both foreign and Egyptian, are encouraged by recent signals
 
from the government. These include the government's candid
 
appraisal of Egypt's economic problems and the high priority
 
being given to addressing them; the encouragement of a healthy
 
public debate about economic subjects such as pricing and
 
public-sector reform; and the establishment of a broadly
 
chartered Export Development Bank. Investment proposals to
 
produce basic necessities demanded by the average Egyptian are
 
given priority. The investment climate will improve further
 
when the respective roles of the public arid private sectors in
 
Egypt's development have become more clearly delineated.
 
Additionally, Egypt's steady rapproachment with other Arab
 
nations should brighten the investment climate.
 

American business is still relatively new to Egypt and must
 
compete against European firms which know Egypt and the Middle
 
East better. A patient style of market development usually
 
leads to successful business dealings in Egypt. In addition to
 
the large domestic market for U.S. goods, services and
 
investments, Egypt's location is convenient for serving the
 
region. Witi preparation and research, assisted by banking,
 
financial and governmental information and services, U.S.
 
business has made headway in Egypt.
 

.
During the past year, th ;. 1mbassy and the U.S. Department of
 
Commerce supporteL several trade missions, including the
 
construction, electric and telecommunication sectors. Each of
 
these trade missions provided introductions to senior
 
government officials and leading businessmen. In some cases,
 
immediate sales took place. Participants in these trade
 
missions included firms already familiar with the Egyptian
 
market, as well as new-to-markeL companies.
 

Trade issions, as well as the U.S. Pavilion at the annual
 
Cairo Lnternational Fair, are excellent vehicles for obtaining
 
an introduction to the Egyptian market. U.S. Department of
 
Commerce sponsored trade events for the coming months include:
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Petroleum Equipment Trade Mission November 1984
 

Medical/Hospital Equipment Trade December 1984
 
Mission
 

Hotel/Restaurant Equipment Trade January 1985
 
Mission
 

Food Processing/Packaging Equipment February 1985
 
Trade Mission
 

Cairo International Fair March 1985
 

Construction/Building Materials April 1985
 
Trade Mission (Cairo/Alexar,dria)
 

Water Resources Trade Mission May 1985
 

The largest tradc fair in Africa and the Middle East, the annual
 
Cairo International Fair is a prime vehicle for sales promotion in
 
Egypt. In 1984 over 500,000 visitors witnessed this event,
 
including an estimated 25,000 visitors passing through tile 
newly-constructed 1500 sq. meter U.S. Pavilion. Small-to-medium
 
sized companies find that the fair is an excellent means for
 
introducing themselves to the Egyptian market, saving them from
 
costly advertising or representation. For all U.S. firm
 
participants an intensive, all-media promotional campaign,
 
including personal visits to industry officials, is conducted by

the U.S. Foreign Commercial Service staff of the U.S. Embassy.
 
Further information is available from the U.S. Department of
 
Commerce, Export Development Office, Mr. John Vlavianos, Director,
 
Washington, D.C. 20230, Telephone: (202) 377-1209.
 

Both public-scctcr and private sector major development and
 
production projects are often compet-d by international tender.
 
For further information about these projects, contact the U.S.
 
Embassy Commercial Section, 5 Sharia 'atin America, Cairo, or the 
U.S. Department ,f Commerce, Office of Major Projects, Mr. William
 
Donahoe, Director, Room 2007, Washington, D.C. 20230, Telephone
 
(202) 377-5225.
 

Additional trade and investment information is available from the
 
U.S. Department of Commerce, Senior Egypt Specialist, Ms. Cynthia
 
Anthony, Room 2039, Washington, D.C. 20230, Telephone: (202)
 
377-4652.
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U.S. EXPORTS TO EGYPT*
 

(In millions of U.S. Dollars)
 

1981 


FOOD AND LIVE ANIMALS 777.7 

MILK AND CREAM 

WHEAT, UNMILLED 

MAIZE, UNMILLED 

WHEAT FLOUR 


BEVERAGES AND TOBACCO 46.9 

TOBACCO, UNMANUFACTURED 

CIGARETTES 


CRUDE MATERIALS INEDIBLE, EXCEPT FUEL 65.0 

SOYBEANS, EXC. ROASTED 

CELLULOSIC, MANMADE FIBERS 

WOODPULP 

SULPHUR 


MINERALS, FUELS, LUBRICANTS, ETC. 50.0 

BITUMINOUS COAL 

KEROSENE AND JET FUEL 


OILS AND FATS, ANIMAL AND VEG. 161.6 

ANIMAL FAT AND OIL 

COTTONSEED AND SOYBEAN OIL 


CHEMICALS AND RELATED PRODUCTS 43.2 

INORGANIC CHEMICALS 

ANTIBIOTICS, IN BULK 

SYNTHETIC RESINS 

ANTIKNOCK AND FUEL OIL ADDITIVES 

CHEMICAL MIXTURES 


MANUFACTURED GOODS 122.8 

YARN AND THREAD OF NYLON, POLYESTER 

IRON AND STEEL BARS AND RODS 

ALUM/IRON/STEEL PLATES AND SHEETS 

CAST IRON PIPES AND TUBES 

IRON AND STEEL TUBE AND PIPE FJTINGS 

IRON, EXC CAST IRON, PIPES AND TUBES 

FINISHED STRUC PARTS AND STRUC IRON/STEEL 


MACHINERY AND TRANSPORT EQUIPMENT 609.9 

PARTS FOR STEAM AND OIL MACHINERY 

AIRCRAFT ENGS/PISTON TYPE AND PARTS 

NON-PISTON TYPE ENGINES 

PARTS FOR NON-PISTON TYPE ENGINES 

GENERATOR SETS, ENGINE DRIVEN 

CONSTRUCTION AND MINING MACHINERY 

PARTS FOR CONSTRUCTION AND MINING MACHY 

PRINTJNG PRESSES 


1982** 1983**
 

572.4 749.5
 
9.5 7.6
 

278.2 294.4
 
136.7 184.7
 
113.1 193.3
 
77.1 71.2
 
38.6 40.6
 
35.4 30.4
 
44.0 54.1
 
-37a.i 
10.1 21.1
 
4.6 3.9
 
4.6 7.5
 

46.4 29.1 
YI7- 21.5 
9.2 2.1
 

171.6 148.5
 
79.5 91.7
 
91.5 56.6
 
59.1 	 67.4
 
4T- 10.4
 
3.9 11.9
 
4.4 2.3
 
7.2 2.8
 

10.6 13.7
 
170.7 104.1
 
26.--8 ".
 
8.0 4.8
 
9.9 8.8
 

23.9 21.7
 
12.9 31.0
 
17.2 5.8
 
15.3 14.7
 

891.2 776.8
 
11.9 18.2
 
35.4 26.1
 
19.3 14.9
 
48.9 37.0
 
24.5 21.6
 
25.5 23.9
 
89.3 86.0
 
11.6 16.0
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FOOD PROCESSING MACHINERY 14.7 21.3 
SPECIALIZED INDUSTRIAL MACHINERY 20.9 18.4 
REFRIGERATORS AND REFRIG EQUIPMENT 10.0 16.0 
AIR-CONDITIONING MACHY PARTS 10.0 17.3 
INDUSTRIAL AND LAB EQUIPMENT 48.1 29.7 
LIFTING, LOADING AND CONVEYING MACHY 15.9 18.5 
NON-ELECTRIC MACHY 16.4 8.4 
TELECOMMUNICATIONS EQUIP AND PARTS 11.1 96.4 
PARTS FOR TV, RADIO AND SOUND EQUIP 29.7 3.2 
ELECT CURRENT WIRING AND PARTS 11.0 31.7 
FERRITES, ELEC MACHY 11.4 7.8 
TRUCKS (EXC TRUCK TRACTORS) 22.9 26.7 
SPECIAL PURPOSE MOTOR VEHICLES 22.6 11.6 
PARTS FOR ROAD VEHICLES AND TRACTORS 21.4 20.8 
AIRPLANES & PARTS FOR AIRCRAFT 85.2 69.4 
TUGS; SPECIAL PURPOSE VESSELS 33.1 29.1 

MISC. AND MANUFACTURED ARTICLES 59.2 75.0 81.7 
FURNITURE AND PARTS 67s 
MEASURING, CONTROLLING INSTRUMENTS 31.1 48.2 
STILL CAMERAS, PROJECTORS AND PARTS 5.4 3.5 
ARTICLES OF RUBBER OR PLASTIC 5.3 5.6 

COMMODITIES NOT CLASSIFIED ELSEWHERE 4.8 12.1 11.1 
SPECIAL CATEGORY 20-5T. 7577"S 7T3.5 

TOTAL EXPORTS 2,146.2 2,877.1 2,807.0 

*Source - U.S. Department of Commerce
 

**Sub-categories are representative and 
do not necessarily add to
 
the total.
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U.S. IMPORTS FROM EGYPT
 

(In millions of US Dollars)
 

1981 l j2** 1983**
 

FOOD AND LIVE ANIMALS 2.3 2.7 2.1 
SPICES T7 

BEVERAGES AND TOBACCO N/A .3 0.1 
CIGARETTES 

INEDIBLE CRUDE MATERIALS , EXCL FUEL 1.0 7.3 5.2
 
RAW COTTON T
 
PLANTS FOR PERFUMERY, PHARMACY, ETC. 1.5 1.6
 

CRUDE PETROLEUM 332.9 507.9 257.8
 
LUBE OILS AND GREASE 11.8 --- 0.1
 
ANIMAL AND VEGETABLE OILS AND FATS .0.
 
CHEMICALS AND RELATED PRODUCTS 179- 1.T 

DRUGS 7 
ESSENTIAL OILS AND PERFUMES .7 0.9 

MANUFACTURED GOODS 22.8 9.6 24.2
 
COTTON YARN AND THREAD 87 TT.7
 

MISCELLANEOUS 26.5 20.4 11.4
 
MISC. ARTICLES AND ARTWORKS 7 4.9
 
COMMODITIES AND TRANSACTIONS 5.6 1.8
 
SPECIAL TRANSACTIONS 5.5 2.8
 

TOTAL IMPORTS 397.3 557.3 302.6
 

*Source - U.S. Department of Commerce
 

**Sub-categories are representative and do not necessarily add to
 

the total.
 


