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OVERALL PERFORMANCE

Egypt recorded a rebound in overall GDP

growth in the 1996-1997 period. From a

growth rate of 4.6 percent in 1995, GDP

picked up and is estimated to have increased

throughout 1996 and 1997 to reach average annual

rates of growth of 4.9 percent inl996 and 5.5 percent

in 1997. The country continued to pursue its reform

programmes and, as a result, a number of other

macro-economic indicators showed good

performance with a reinforced investment

environment, increased flow of external resources

and a general maintenance of the macro-economic

fundamentals. Among the various priorities that the

government focussed on during the period under

review included: (i) maximising the involvement of

the private sector in infrastructure enterprises in

particular and speeding up the overall privatisation

programme; (ii) minimising unemployment; (iii)

stimulating foreign direct investment; (iv) foreign

trade liberalisation; (v) undertaking appropriate

legislative reform; and (vi) continuation of necessary

social reforms. To implement these priorities, the

Egyptian government made a number of important

specific decisions and measures during the period

under review. Some ofthe highlights ofthese are : (i)

forming a committee for agricultural export

promotion; (ii) amendment of the Executive

Regulations of Civil Aviation law to facilitate private

investment in management and use of airports by the

private sector-Egyptian and foreign; (iii) unifying the

bodies that deal with investors thus greatly

simplifying the process and saving the time and effort

of investors within the bureaucracy (for example, the

25 forms that an investor had to fill in were reduced

to one form only). As such, the Trade Register

Department is now the only competent

administrative body to grant licences; (iv) residence

permission for investors was eased with a 6-month

permit for owners of individual investment projects

and non-participant members ofthe board of directors

until the project is listed on the trade register; (v) all

investment activities in the fields of agriculture and

land reclamation in the South Valley Development

project were exempted from taxes and other

activities in the same project would enjoy exemptions

for a period of 20 years; (vi) approval of the

Investment Authority to remove restrictions on the

importation of raw materials and requirements of

industrial production directly from Egyptian free

zones; (vii) a Presidential Decree 162 of 1997

increased annual limits of family allowances and

passed a number of tax cuts for sole traders,

partnerships etc. Privatisation that started in 1994

remained on dynamic track during the period 1996-

1997. By the end of 1996 the total number of

companies privatised either completely or with

majority/minority stakes increased to 32 companies

as compared to a total of 19 companies by 1996. This

number was expected to have risen to 52 companies

by the end of 1997. The proceeds from privatisation

reached LE 2.7 billion by 1996 while the asset value

was at LE 3.3 billion. The sectors in which

privatisation had been undertaken include food,

engineering, chemicals and pharmaceuticals, cement,

textile, housing and electricity . In 1997, the hitherto

state controlled insurance sector became open for

privatisation as a draft legislation was adopted to

privatise Misr Insurance, Al Sharq Insurance,

National Insurance and Egypt Reinsurance.

SELECTED MACRO-ECONOMIC INDICATORS.

1995 1996 1997* 1998P

GDP growth rate (%)

Budget surplus/deficit (% ofGDP)

Inflation rate (% per annum)

Exports ($ bn)

Imports ($ bn)

Current account balance ($ bn)

Debt service ratio (%)

3.2

-1.3

8.4

4.7

12.3

-0.25

13.2

4.9

-1.9

7.2

4.8

13.2

-0.19

12.7

5.5

-1.9

4.8

5.1

13.9

0.2

12.8

5.0

-1.0

3.0

5.2

14.0

n.a.

a a.

(e) = estimate; (p) = projection

Sources: National Data; Economist Intelligence Unit.
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SECTORAL PERFORMANCE

SECTORAL GDP TRENDS (at 1991/92 Prices, baseyear)

(E£bn.)

Agriculture & Irrigation

Manufacturing & Mining

Oil & Products

Construction

Electrici

Transport, Communications, Storage and Suez Canal

Trade, Finance & Insurance

Tourism, Hotels & Restaurants

Housing and Public Utilities

Social and Private Services

Government Services and Social Insurance

23.7

25.1

14.4

7.5

2.5

24.5

27.0

14.4

7.9

2.6

25.3

29.3

14.7

8.4

2.8

15.4

30.1

2.3

SBjjBjjjB

3.2

11.2

10.7

16.1

31.9

2.6

3.3

11.8

11.1

16.8

34.0

2.9

6fi9s9s|

3.6

12.5

11.7

(e) = estimate

Source: Economic and Social Development Plan - Ministry ofPlanning

AGRICULTUREAND WATER

The agricultural sector which accounted for

about 17 percent of GDP in 1995/1996

experienced a good season in both 1996 and 1997.

The value added of the agricultural sector as a whole

is estimated to have increased by 3.4 and 3.3 percent

in the two respective years. The 1996/97 cotton crop

recorded a significant rise over the preceding season

jumping from 4.7 million qantars (1 ton = 20 qantars)

in 1995/1996 to 6.9 million qantars (345 700 tonnes)

in 1996/1997. The cotton yield in the 1997/1998 is

officially estimated to have declined slightly to

around 6.05 qantars. The increase in agricultural

output in Egypt during the 1996-1997 period may be

attributable to a number of factors. Firstly, the

1996/1997 prices were attractive to farmers as a result

of their having been set at a minimum of LE 500 per

qantar which was higher than the world market price

of about LE 400 per qantar. Secondly, there was an

increase in the area planted. The total area planted

with cotton increased to 920,000 feddans (1 feddan =

0,42 ha) in 1996/1997 as compared to 700,000

feddans planted in the 1995/1996 season. In the

1997/1998 season, the planted area is estimated to

have declined slightly to around 885,000 feddans.

Thirdly, it is officially reported that there was a rise

in the average productivity of each cultivated feddan.
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Water has, of course, particular significancy in

Egypt due to the centrality of the Nile waters in the

country's past and future civilisations. It is now very

clear that there is a renewed consciousness of the

critical importance ofthe water resources and this has
led to a strong focus on water projects in the country

geared at preparing for the 21 century. This focus
involves, in particular, an ambitious plan to create a

new river complex in Upper Egypt through large-

scale land irrigation with linkages to industrial,
tourism and mining projects. The central vision is to
create new urban centres in the desert as the present

metropoles along the narrow confines of the Nile are

saturated in terms ofpopulation densities. As of now,

90 percent of Egypt's 62 million persons live on only
4 percent of the country's land area. Under the new

irrigation scheme it is envisaged to reclaim large

areas of the Egyptian desert to irrigate virgin land
around the New Valley oases and the western desert

and to channel the Nile waters through the Al-Salam

Canal and under the Suez Canal to the North of the

Sinai desert. It is worthy emphasising the fact that the
water project envisages and encourages the

participation ofthe private sector.

Agriculture : Production & Investment

1991/92 1992/93 1993/94 1994/95 1995/96 1996/97

Production -♦— Fixed Investment (right scale)

Source : Egypt, Ministry ofPlanning

INDUSTRYAND ENERGY

The sector got a boost since the early 1990s when

twelve industrial cities were established. To date,

these cities are estimated to have attracted over 3,000

fectories that employ almost 200 000 workers. The
sector is diversified and covers branches such as

textiles, automotive production, consumer

electronics, pharmaceutical, cement, iron and steel

as well as other consumer products. The table below
shows the nature of industrial diversification on the

basis of self-sufficiency in selected products. During
the period 1996-1997 some of the significant events

in the Egyptian industrial sector include: (i) the

significant increases that were recorded in steel

production from new private-sector plants (steel

production is expected to double by the year 2000

from the present level of 2.5 million tons per year);

(ii) the opening ofa BMW car assembly plant with an

initial capacity of 2,500 cars per year involving a
local content of 42 percent; and, (iii) participation of

a foreign investor with a local consortium in Egypt's

first private-sector cement firm (Egyptian Cement

Company) and brewery.



( <)l WTKY RLTOHT IWO'V

SELF SUFFICIENCY RATIOS IN SELECTED PRODUCTS, 1992-1996

(percent)
1992/93 1993/94 1994/95 1995/96

Cement

Steel

Glass

Iron Pipes

Wood and By-Products

Chemical

Electric Machines

Non-Electic Machines

Transportation Vehicles

100.5

100.6

36.0

43.9

78.6

59.9

65.4

15.3

45.2

100.0

104.7

33.6

58.8

68.8

54.8

67.6

12.8

46.2

100.8

106.5

35.2

72.3

54.8

53.9

68.1

11.5

46.9

92.5

79.2

40.4

57.2

47.2

58.9

49.6

9.9

47.7

Source: Central Bank ofEgypt

The energy sector is composed of oil and

petroleum products as well as electricity. Total

production of crude oil declined slightly in 1996 but

the output of refineries and petroleum products

recorded a slight increase. The major trends in the

Petroleum subsector are summarised in the Table

below. Electricity trends show an appreciable

increase in electricity generated and consumed. While

electricity output in December 1996 stood at 4.8

million Megawatts, the level of output reached 5.3

million Megawatts in December 1997. However,

according to official sources, the fixed investment in

the sector may decline, from 3,060 million E£ in

1996/97 to 3,031 million in 1997/98

TRENDS IN ENERGY SECTOR

Total Production (mn tons)

- Crude Oil

- Natural Gas

Condenses

-LPG

Processing (mn tons)

- -Refinery Output

Petroleum Products

Total Consumption (mn tons)

Petroleum Products

- Natural Gas

Trade in Oil & Refined Products

($mn)

Exports

Imports

Balance

1992
— — —

53.6

44.2

7.6

1.1

0.7

24.3

23.3

26.8

19.3

7.5

2,130
7

872

1,258

1993

56.4

45.5

8.8

1.3

0.76

25.6

24.6

26.4

17.7

8.7

2,147

977

1170

1994

56.0

44.4

9.5

1.3

0.82

26.4

25.4

26.8

17.6

9.2

2,148

819

1329

1995

56.5

44.4

9.9

1.3

0.85

27.3

26.2

29.3

19.4

9.9

2429

959

1470

1996

55.6

42.8

10.4

1.4

0.98

28.3

27.3

30.3

20.1

10.2

2,715

1,329

1,386

Source: Ministry ofPlanning
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Investment trend in Energy sector (E£. bn)
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iPetroleum —♦—Electricity

TRANSPORTAND TOURISM

'"The productive services of transport and

A communications and tourism constitute the
major sector in the Egyptian economy accounting for

33.0 percent of GDP in 1995/1996. The transport

sector has seen major developments since the 1990s

the most notable of which include: (i) the increase in

the number of trains from 1564 trains per day in 1981

to 1795 trains per day in 1996; (ii) increases in the

volume of railway passengers and cargo from 0.9

million persons and 7 million tons in 1981 to 3.5

million persons and 13 million tons in 1996

respectively; (iii) the completion in 1996 and 1997 of
the second line of Greater Cairo under the Cairo

Underground Metro Project (Shubra El Kheima -

Mubarak - Sadat). Revenue from the Suez Canal is

an important part of the productive services sector

generating income of nearly $ 2 billion annually.

However, in 1996 Suez Canal revenue declined to

US$ 1.88 billion from the 1995 level of US$ 1.96

billion due to a decline in the volume of traffic. The

number of ships using the canal in 1996 was down to

14,731 as opposed to 15,051 in 1995.

SUEZ CANAL TRAFFIC 1996 AND 1997

Number ofvessels

Oil tankers

General cargo vessels

Total tonnaae (million)

Receipts (mn US $)

>ec^l996

1,246

206

1,040

31

1,582

Dec. 1997

1,195

175

1,020

32

1511

% Change

-4.1

-15.0

-1.9

3.2

-4.5

Source : Suez CanalAuthority

The tourism industry was at a new peak in 1996. At

the end of 1996, there was a final estimate of 3.89

million tourist during the year. This represented an

appreciable increase of 24.3 percent on the previous

record of 3.21 million tourists attained first in 1992

and then in 1995. At this level, tourist nights totalled

23.8 million with a much higher occupancy rate of 64

percent (the occupancy rate in 1995 was only 57

percent). It was due to these factors that income from

the tourism sector posted as much as US$ 3.3 billion

in 1996 compared to US$ 2.8 billion in 1995. In

1997, there were fears that the tourism industry

would be adversely affected by events that took place

in November 1997.
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It is possible that the impact of these events on the

volume of tourists was temporary slowdown because

the overall results of 1997 show another good year

for Egypt's tourist industry despite the panic-induced

plummeting of the hotel occupancy rates. It is

pleasantly surprising that estimates for 1997 put total

receipts from tourism at US$ 3.8 billion, which is

higher than the 1996 level.

Trends in the Tourism Sector

1994 1995 1996

BAmvals (mn) HTourist nights (mn) DAv period of stay ■Revenue(E£ bn) |

Source ; National Bank ofEgypt

Total Tourism Revenues (E£ mn)
Total Number of Tourist Nights (mn)

2nd 3rd 4th 1stQtr 2nd

Qtr96 Qtr96 Qtr96 97 Qtr97

7 •

6-

5

4

3-

2

1

0

y

2nd Qtr

96

3rd Qtr

96

- -

4th Qtr

96

1st Qtr

97

- -

-

2nd Qtr

97
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MACRO-ECONOMIC AND SOCIAL TRENDS

OVERALL EXPENDITURE ON GDP

'T'he structure of GDP by expenditure is

X summarised in the Table below. It is apparent

from the structure ofGDP that the Egyptian economy

has had relatively low consumption levels as a

proportion of GNP which has averaged around 83

percent. The figure below shows a declining trend of

total consumption. This means a growing and

relatively high saving rate which is, indeed, reflected

in the high proportion of gross fixed capital formation

of over 20 percent ofGDP during 1995/1996.

EXPENDITURE COMPONENTS OF GDP (at market prices)

(E£bn)

Government

Private

16,250

107,810

17,225

112,012

18,310

116,493

19,330

121,300

Gross Fixed Capital

Change in Stocks

Exports

(-) Imports

32,200 32,960

740

41,200 41,800

48.700 49,200

35.300

500

45,300

52,400

£ -.

(*) = basedon 1991/92 Prices; (**) = based on 1996/97 Prices; (e) = estimate

Source: Ministry ofPlanning

Final Consumption (in % of GDP)

85-f

84.5-1

"-1
83.5- '

83!

82- '

81.5- *.

-I i

" 1
1

^-

m
m

1
ins

1

w

Gross Fixed Investment (in % of GDP)

1995/96

1994/95

1993/94

1992/93

1991/92

1

B j

i

1991/92 1992/93 1993/94 1994/95 1995/96 10 15 20 25

Source : Ministry ofPlanning
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INVESTMENT

Egypt has aimed at creating a stable and
conducive environment to both domestic and
foreign investments. The country's strong

infrastructure and the relatively large domestic and
hinterland market are also perceived, by many

investors, as assets for productive investment.

Further, the operation of a domestic capital market
enables' the channelling of domestic savings into
investment portfolio. In addition, the privatisation

exercise is on track and has enabled the participation

of private entrepreneurs in investing in the country. It
is noteworthy that Egypt has been successful in

attracting more foreign direct investment in all
sectors of the economy than almost all most African
countries with the exception of, perhaps, South
Africa. The country as a whole is ranked high in
terms of overall competitiveness. Some of the most

important fectors behind this healthy trends are: (i)
the Egyptian investment law that allows 100 percent

of ownership of projects by foreign non financial
companies and (ii) the good economic performance

that has followed in the footsteps of a series of
structural reforms and liberalisation measures

undertaken since the early 1990s.

Egypt Emerging Stock Exchange

CAIRO STOCK EXCHANGE INDICATORS

1995 3800.0 153

86,917 100

(*) = July/Dec.

Source Cairo Stock Exchange
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PUBLIC FINANCE

Generally, during the period under review, Egypt

was within the third phase of its economic

reform and most of the fiscal policies implemented

reflect the government's dedication to adhere to the
orientations ofthis phase. Thus, during the 1996/1997

fiscal year, public finance policy was characterised by

(a) a restraint on raising new taxes, reducing or

eliminating charges and fees on customs and services

so as to stimulate investments, encourage production

and realise high economic growth rates; (b)

rationalisation of government expenditures; and, ( c )

aiming at a budget deficit of below 1 percent of GDP.

The out-turn of the budget shows that there was a

rigorous implementation of the major thrust of the

reform policies that government had promulgated and

committed itself to. As a result, it is estimated that

total revenues, for 1996/1997 amounted to about 26
percent of GDP which was slightly a lower

percentage share of GDP compared to the previous

year. However, in value terms, total revenues are

estimated to have increased significantly from LE

60.6 billion in 1995/1996 to LE 64.9 billion in

1996/1997. This increase in revenue in the face of
deliberate efforts not to raise new taxes was due to:

(i) raising the efficiency of tax collection including

curbing taxes evasion and tightened control on

customs outlets; (ii) increased economic activities;

and, (iii) termination of the period of tax exemption
for a number of companies. Total public

STRUCTURE OF PUBLIC REVENUES

(E£bn) .

expenditures are estimated to have reached LE 66.8

billion in the 1996/1997 fiscal year representing

about 26.6 percent of GDP. The recurrent

expenditures stood at an estimated LE. 53.4 billion.

One of the major components of recurrent

government expenditures representing 23.1 of total

expenditures remained typically that of wages for

civil service employees which, in 1996/1997

increased due to the wages that were paid for the new

appointments that had had made from the excessive

number of graduates in the education and health

sectors. The other major component of recurrent

expenditure was the servicing of external debt and

domestic debt, which stood at a total of LE 10.8 or

22.6 percent of total expenditure. However it should

be specifically pointed out that debt servicing

declined relative to the previous period by 15.2
percent due to the forgiving of the third tranche (20

percent of external debt) according to the Paris Club

Agreement. Other important expenditure items

included pensions (LE. 3.1 billion), commodity and

service requirements (LE. 2.6 billion), defence

outlays (LE. 5.4 billion) and subsidies (LE.3.6

billion). Capital expenditure estimates for 1996/1997

amount to LE. 13.4 billion involving investments

channelled through local administration and service

and economic authorities. These capital expenditures

were mainly in the field of infrastructure in upper

Egypt and Sinai

1995/96 1996/97

Revised

Estimate

Actual* Revised

Estimate

Actual"

Total Revenues

Current Revenues

Central Government

Tax

Non-Tax

Local government

Services authorities

Capital Revenues

Self-financed

investment

Others

60.6

57.1

53.8

37.6

16.2

2.2

1.1

3.5

2.8

0.7

100.0

94.2

88.8

62.1

26.7

3.6

1.8

5.8

4.6

1.2

42.3

39.8

37.8

26.5

11.3

1.2

0.8

2.5

2.0

0.5

100.0

94.1

89.4

62.7

26.7

2.8

1.9

5.9

4.7

1.2

64.9

61.2

57.6

40.8

16.8

2.4

1.2

3.7

3.0

0.7

100.0

94.3

88.8

62.9

25.9

3.7

1.8

5.7

4.6

1.1

45.6

43.2

40.9

28.9

12.0

1.5

0.8

2.4

2.0

0.4

100.C

94.7

89.7

63.4

26.3

3.3

1.7

5.3

4.4

0.9

(a) July to March 1996/]997

Source: Ministry ofFinance
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(E£bn)
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Total Expenditures

Current Expenditures

- Wages

-Other current Exp.

Capital Expenditures

- Investment

- Net capital transfers

Revised

Estimate

60.6

57.1

53.8

37.6

16.2

2.2

1.1

%

100.0

94.2

88.8

62.1

26.7

3.6

1.8

Actual1

"423
39.8

37.8

26.5

11.3

1.2

0.8

100.0

94.1

89.4

62.7

26.7

2.8

1.9

Revised

Estimate

64.9

61.2

57.6

40.8

16.8

2.4

1.2

100.0

94.3

88.8

62.9

25.9

3.7

1.8

45.6

43.2

40.9

28.9

12.0

1.5

0.8

100.0

94.7

89.7

63.4

26.3

3.3

1.7

(a) July to March 1996/1997

Source: Ministry ofFinance

The overall deficit during the 1996/1997 period
declined from 2.9 percent of GDP in 1995/1996 to
1.9 percent. The decline was within the parameters of
the reform programme although government

intentions to keep the deficit at around 0.8 percent of

OVERALL DEFICIT AND SOURCES OF FINANCING

(% ofGDP)

GDP may not have been realised. It is also important

to recognise that the deficit was wholly financed from
available domestic non-banking resources. Treasury

bills and bonds accounted for 64 percent of the

financing ofthe deficit.

Overall Deficit

Financing

- Foreign (net)

Domestic

• Non-Banking

• Banking

-2.9

2.9

-1.3

4.2

2.9

1.3

Statistical differences

(a) July to March 1996/1997

Source: Ministry ofFinance

100.0

-44.8

144.8

100.0

44.8

-2.4

2.4

-1.5

3.9

1.6

2.5

100.0

-62.5

162.5

66.7

104.1

-1.9

1.9 100.0

1.5

3.4

2.9

0.5

-78.9

178.9

152.6

26.3

2.1

-1.5

3.6

3.7

-0.1

100.0
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MONEY, CREDITAND INTEREST RATE

Monetary developments in the Egyptian economy

were characterised by the same prudence that

underlay the fiscal policies. Hie growth rate of
money supply is estimated to have fallen during the
fiscal year 1996/1997 to about 6 percent compared to
6.3 percent during 1995/1996. However, domestic

liquidity increased by 8.7 percent although this
increase in the growth rate in domestic liquidity did
not impose inflationary pressures on the economy

since the overall growth in both money supply and
notes issued was not out of line with the overall
growth ofthe economy. Domestic credit is estimated

to have increased as banks expanded their lending

activities. Three important trends should be pointed
out namely: (i) an increased preference for borrowing
in foreign currency so as to benefit from the
differences in the rates of return on foreign currency

vis-a-vis the Egyptian Pound; (ii) the increased loans

to the public business sector which aggravated its

indebtedness; and, (iii) the sectoral shift of credit
away from agriculture to mainly the services sector.

There has been some pressures for the Central Bank

of Egypt to allow interest rates to drop below 10
percent so as to stimulate project investment.

However, the Central Bank has been cautious and
only made small cuts in the discount rates. In

November 1996 the Bank cut the discount rate from
13.5 percent to 13.25 percent. This was followed by a
further small cut to 13.00 by the end of 1996. The
same cautious approach was followed by the Central

Bank throughout 1997 such that by December 1997
the discount rate stood at 12.25 percent. However, in
1997 the six-month treasury bills interest rate in
Egyptian pounds stood below 10 percent for the first

time since the beginning of the economic reform

programme in 1991.

MONEY SUPPLY (Efrnn)

Total Money Supply (Ml)

Currency in circulation

Current deposits in local currency

b. Quasi Money

Time deposits

Deposits in foreign currencies

Total Domestic Liquidity(M2)

Factor affecting money supply

Net claims on government sector

Claims on public sector Companies

Claims on private enterprises sector

Household sector

Net domestic credit

Net foreign assets

Balancing items(-)

Total

1993/94

28,293

19,067

9,226

108,601

76,630

31,971

136,864

1993/94

45,399

24,122

40,523

9,395

119,439

45,293

27,838

136,894

1994/95

31,690

21,519

10,171

120,367

82,177

38,190

152,057

1994/95

41,762

52,965

13,468

133,214

47,419

28,576

152,057

1995/96

35,103

23,643

11,460

132,925

94,412

38,513

168,028

1995/96

68,440

16,O63

155,777

47,594

35,343

168,028

1995/96

July/Dec

33,153

22,708

10,445

125,965

87,901

38,064

159,118

1995/96

July/Dec

42,158

60,910

14,642

145,546

47,427

33,855

159,118

1996/97

July/Dec

37,098

24,9O5

12,193

141,499

105,035

36,464

178,597

1996/97

July/Pec

42.230

31,823

77,201

17,935

169,189

52,035

42,527

178,567

Source: Central Bank ofEgypt
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INTEREST RATE
■

Short term treasury bills

Short term treasury banking deposits (LE)

Short term treasury banking deposits (US$)

Discount rate

Dec. 1996

10.10

10.50

5.01

13.00

Dec. 1997

8.81

9.25

5.31

12.25

Source : The Cabinet Information and Decision Support Centre (IDSC)

THE EXCHANGE RATE

The exchange rate trends reflect the stabilisation

that has followed the unification and

liberalisation of exchange rates in 1991. However,

there were considerable speculations during 1997

about the government's likely policy on the US$ to

Egyptian pound peg that has ensured the rate of LE.

3.39 to the US$ since 1994. However, given the

currency speculation experiences in East Asia, it is

unlikely that the peg will be removed in the near

future since it seems to have served Egypt well

enough since its adoption. Indeed, with the

improvement of the US dollars exchange rate, the

pegged Egyptian pound exchange rate appreciated

against SDR and all currencies of major industrial

countries except the pound sterling. The activities of

exchange dealer companies showed a growth both in

the number of companies registered on the market

and the resources realised. Five new exchange dealer

companies were registered bringing the total to 103

with an estimated capital of LE 178 million in about

120 branches . The total amount of resources realised

showed an appreciable net surplus of US$ 115

million compared to US$ 71million in the previous

period.

PRICES AND INFLATION

It is clear that inflationary pressures have abated since

the early 1990s when reforms were initiated and

adopted. Overall, inflation rates have dropped from

25.2 percent recorded in the mid-1980s to less than

10 percent since 1993. In 1996, the inflation rate is

calculated to have declined from 8.4 percent in 1995

to 7.2 percent. This trend continued throughout 1997

such that the average inflation rate for the year is

estimated to have reached only 4.8 percent (see

Figure below).

CONSUMER PRICE INDEX OF SELECTED ITEMS (1986/87 -

Food. Beverages & Tobacco

Clothing & Fabrics

Housing & Power

Transport &Communications

Health Services

Education & leisure

All Items

1990

188.6

166.1

129.0

175.9

158.7

183.4

179.0

1991

219.8

206.6

161.7

226.3

179.9

212.6

214.3

1992

238.3

239.3

209.4

275.2

209.1

250.0

243.5

LOO)

1993

262.6

270.1

259.9

362.7

235.2

289.9

280.3

1994

309.6

287.8

270.5

388.5

253.0

306.4

313.8

1995

323.6

320.3

283.3

411.0

270.4

347.4

331.9

1996

351.9

357.9

286.8

433.7

321.8

429.3

374.2

1997

361.4

368.1

293.6

444.4

325.2

441.4

383.2

Source: Central Agencyfor Public Mobilisation and Statistics

Declining rate of inflation

1901 1962 1093 1894
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BALANCE OF PAIEMENTS

During the 1996/1997 period, Egypt recorded a

very healthy balance of payments position.

Table below summarises all the details of the balance

of payments for fiscal years 1995/1996 and
1996/1997. Overall, The external transactions

ended with a surplus on the current balance

amounting to US$ 436.8 million by end of March
1997. The major impulse behind the upturn in the
balance of payments position was the considerable

rise in the surplus of service balance, which, in turn
was a result of increases in tourism revenues and

investment income. By contrast, the trade balance

was in a larger deficit having widened by around 10

percent relative to the previous period. This
performance of the trade balance was a result of
higher import payments especially for intermediate

and capital goods. The capital and financial

transactions had a better performance resulting in a
net inflow. This can be attributed to the surge in
securities portfolio investments and improved foreign

direct investment. Given the importance of

economic co-operation, it should be noted that Egypt,

along with 17 other Arab states, agreed on 31
December 1997 to reduce its tariffs on inter-Arab

trade by 10 percent annually with a view to creating

an Arab free-trade zone within ten years.

DETAILS OF THE BALANCE OF PAYMENTS FOR THE PERIOD JULY-MARCH (LE MILLION)

urr-entAccoun

Exports, ofwhich:

Oil and products

- Non-oil exports ofwhich:

- Cotton

Imports, ofwhich

- Wheat and its flour
■ ,,i i..., i»~^jUI1«;

Receipts, ofwhich:

- Transportation, ofwhich:

Suez Canal dues

Travel

Investment income

Payments, of which:

- Transportation

Investment income

Official (net)

Private

7981.0

1993.4

1427.3

2317.1

1372.3

3680.6

156.4

1135.0

628.8

2002.0

8887.0

1853.4

1390.7

2760.2

1590.0

3690.8

171.1

_933.0

698.7

2366.6

^^^^^SBXe^msSM
Direct Investment in Egypt (net)

Direct Investment Abroad

Portfolio Investment (net)

Other Investment (net)

Errors and Omissions

449.0

-15.2

189.8

178.8

-258.9

498.0

-3./

492.0

-460.8

-7.0

Pre^ervft'asset^uici-eageTO)

(*) = Preliminaryfigures

Sources: Central Bank ofEgypt.
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EXTERNAL DEBT

By March 1997, Egypt's outstanding balance of

external debt amounted to US$ 28.8 billion
representing a drop of US$ 2.2 billion since the end
of June 1996. The drop in the debt was mainly due to

(i) reductions made in the third tranche of debt
according to the rescheduling agreement; (ii) the

appreciation of the dollar which enabled the debt
balances, when evaluated in dollar terms, to be much
lower between the two periods; and, (iii) the sharp

decline in utilisation of loans. The debt structure was

dominated by bilateral loans which accounted for

STRUCTURE OF EXTERNAL DEBT

(USSmn)

77.3 percent of outstanding debt by March 1997.
International institutions accounted for about 13
percent of total debt. Overall, the foreign debt as a

percentage of GDP has been declining since 1991
from 93.7 percent to less than 50 percent in
1996/1997. The debt servicing ratio has also

declined to 12.7 percent of exports. The reasons

behind this consistent debt decline include (i) Paris
club debt restructuring; (ii) prudent fiscal policies;

(iii) strong economic and export growth; and, (iv)
structural reforms including economic liberalisation.

March 1997

28848.2

22299.9

Overall Debt

■

Bilateral loans

Government deposits

International Institutions

Medium & long-term suppliers1

and buyers' credit

Guaranteed and non-guaranteed

short -term facilities

Non-guaranteed & long-term debt of the

rivate sector

Obligations in currencies of accounts

Source: Central Bank ofEgypt

SELECTED SOCIAL INDICATORS

Data for social indicators in Egypt are scanty

relative to economic indicators. As such only

very general trends can be alluded to. Available data
indicate that the unemployment rate in Egypt is

estimated to be below 10 percent. In 1995 the

unemployment rate was officially given at 9.6 percent

and this declined further in 1996 to 9.4 percent. One
uniquely acute characteristic of the employment

situation in Egypt relates to the strained limits that

have been reached in the creation of jobs in
government administration and public services. It is

believed that government employment has already led
to serious problems of overstaffing, reduction in real

income of government employees and a general fall
in productivity. However, under the reform

programme, the increasing success of the

privatisation exercise as well as the promising trend
for foreign direct investments, the employment

situation in the private sector might pick up
momentum to absorb an increasingly significant

proportion of Egyptian graduates and create openings

for the projected 600 000 job seekers annually.
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It is in this context that one of Egypt's broad social

goals is to reform and form an education system that

develops market skills. Indeed, in the education

sector, Egypt has had strong support policies

including free education, nominal college fees, adult

literacy programmes and the establishment of many

training centres across the country. As of 1996/1997

Egypt was expected to have reached literacy rates of

64 percent for males and 39 percent for females.

Enrolment figures show that between 1990and 1996

the number of University graduates nearly doubled

from 0.950 million to 1.785 million while University

enrolment jumped by 61 %. Enrolment in technical

schools rose less dramatically from 0.106 million to

0.120 million. Government capital outlays for health

have tended to remain relatively stable at around 2.4

percent of the development budget. However there

are clear indicators mat health care facilities have

significantly improved. By 1995, all Egyptians were

estimated to be within 5 km of a government health

facility. Also over 90 percent of Egyptian children

have received relevant immunisation.



PROSPECTS FOR 1998-1999

The fiscal year 1997/1998 marks the start of
Egypt's fourth five year plan 1997/1998 to

2001/2002 and as such the State Budget for
1997/1998 lays out the vision for completing reforms
and entering into the 21st century. The main
principles ofthe budget can be summarised as:

• Providing credits deemed necessary for achieving
and social development requirements, taking into

consideration rationalising public expenditure.

• Pushing forward the development process and
increasing gross domestic product (GDP) to
ensure higher national income and better

standards of living.

• A commitment to the policies geared towards
rationalising public expenditure, via avoiding

ostentation, making full use of the serve stokes
and placing emphasis on maintenance

programmes.

• A commitment to meet the requirements of

domestic and external debt service, reimbursing

both interests or instalments.

• Exerting determined efforts to mitigate citizen's
burdens, levying no additional taxes, improving

service performance rate and reforming the tax

system.

• Maintaining the financial policies titled towards
reducing public budget deficit so as not to exceed
1.2% ofgross domestic product (GDP).

If the above principles are vigorously pursued, Egypt

should be able to enter the 21st century with a strong
economic base. However , there are a number of
issues which must not be allowed to cloud the
prospects. Firstly, there will be need to continue past
efforts aimed at dealing with the underlying issues of
social tension and consolidating the recovery of the
tourist industry. Also, more satisfactory solutions

must be found to the job creation especially in
disadvantaged areas. The education system will also
need to be realigned to the emerging economic

realities especially for the private sector.

The outlook for the main economic parameters

during 1998-1999 is promising. With continued tight

fiscal policies the budget deficit should be able to
remain below 1 percent of GDP in spite of the
envisaged higher spending in the security and social
sectors and on major infrastructure projects such as
the Southern Valley Development Project. But this
will require reinforced efforts to increase the

efficiency of the tax system. With fiscal and
monetary policies on track, inflation should be

contained at least within the range of an annual
average of 4.5 - 5.5 percent. Overall, GDP growth
might be adversely affected for 1998 by the slump in
the tourist industry. As such it is expected that
growth in 1998 will be slightly lower than in 1997.

However, this trend should be able to reverse with
GDP growth picking up significantly in 1999.


