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Introduction

The Egyptian economy is undergoing comprehensive economic reforms , the
Economic Reform and Structural Adjustment Program (ERSAP) was formulated in
November 1989, but the actual implementation began in March 1990. The program
objectives were to create a decentralized , market oriented , and stimulate medium
and long term growth. The program was supported by an IMF stand-by loan of
278 million SDRs in May 1990. The World Bank approved a structural adjustment loan
of US $300 million shortly afterwards (1).

The program has pointed out some main items such as reform of exchange
rate system, reform of public enterprises, domestic price liberalization, foreign trade
liberalization, encouragement of private sector investment and production and finally ,
to set up a Social Development Fund (SDF) to be ready to deal with the negative
impact of economic reform policies especially on the poor people (2).

Economic reform of foreign trade policy has been started in 1974, when law
No. 34 was issued . This law was issued for two reasons, first the law allows the
private sector and individuals to import and export according to foreign currency-
equilibrium, second it allows Egyptian citizens who have foreign currency to use it to
finance imports . Before that, the government organizations monopolized all foreign
trade processes , such as foreign currencies transactions , exports, imports, foreign
transactions and also capital transactions whether under direct or indirect
governmental supervision . Almost all import and export enterprises were taken over
by the government and the foreign trade regime was completely centralized until 1972 ,
depending on budgeting of foreign exchange, import quotas and others governmentac
control’s, forms.

Egypt had participatively in The Uruguay Round, and it’s foreign trade
policy of free regime has started actually with the beginning of the seventies.
Egypt  started to adapt the open door policy since 1974 to reform the economic
policy , to encourage foreign investment and to liberate foreign trade .

The economic reform policy for trade liberalization has been achieved
through three panels. First, new imports & exports procedures, second , exchange
rate adjustment and third , balance of payments adjustment . But all of them worked
through the fiscal and monetary policy adjustment.



The balance of payments’ adjustment was one of the important objectives
for foreign trade liberalization and economic reform policy in Egypt, because the balance
of payments reflects the economic reform success . Therefore, this study is organized
in two sections .The first section will present the economic reform policies which
have direct impact on the balance of payments which are mainly foreign trade policy
and exchange rate adjustment policy . ’

Section two will deal with the direct impact on the balance of payments
that is to say the proceeds from exports or the payments for imports whether visible
or invisible.



Section one: The Economic Reform Policies

The balance of payments is considered a good summary for the proceeds
of international transactions between one country and other countries during a
specific period  typically one year. Alsowe can say the transactions between the
resident and unresident and vis versa, expressed in commodity or monetary terms..

In general, the balance of payments includes three balances, commodity
transactions, services transactions and capitals transactions . Some of them are visible
and the other are invisible . Therefore, when we are going to talk about the
balance of payments we consider three balances:

* Trade balance which includes export and import of commodities (visible)
* Services balance which includes invisible imports and exports.
* Capitals balance which includes capitals inflows.

According to the above mentioned categories , there are many economic
policy aspects that could affect the balance of payments such as trade policy
which has a direct effect on the trade balance and hence on the balance of
payments . Also the fiscal and exchange rate policies which have direct effects on
trade, services and capital balance and on the balance of payments .

In this section of the studys we will discuss the performance of the above
mentioned policies according to the economic reform policy aspects and the impact
of this performance on the balance of payments during the last ten years.
Therefore this part will include foreign trade policy reform and exchange rate
policy reform .



First: Foreign trade Adjustment policy

Currently , free trade doctrine became one of the most important aspects in
this century because most of the advanced countries turned toward the regional blocs
such as EC', NAFTA , AFTA and others, to create mass production and competitive
markets and also to connect their mass production by mass consumption.(3).

One of the main developments that characterized the world trading system
is the expansion of existing regional trade. A number of regional trade agreements
are under active discussion or have been agreed upon such as the protocol between
the EC and The European Free Trade Agreement (EF TA) to form European
Economic Area (EE4) . Also North American Free Trade Agreement (NAFTA)
which extends Canada , U/SA Free Trade Agreement to include Mexico , The U/SA
has proposed an enterprise of the Americas Initiative which would liberalize trade
and assist the trade to flow easily between countries of north, central and south
America.

In fact there are many regional agreements among developing countries
but, most of them so far, are not active in the trade business such as the Common
Arab Market . The agreement of this market has been signedin 1964 but still
the Arab intra- trade is about 8% of total Arab trade . The regional blocks don’t
work actively between the developing countries for many reasons some of them
are political and the others are economical .

Actually, the free trade theory has , become one of the important issues in the
new world economy for both countries whether developing or advanced because
under the protectionism regime all countries losein the long term , although some
of them may drive some short run gains.(4).

Almost all countries of the world joined the GA7T Rounds according to a
report issued by the Overseas Development Institute, London 1994, the share of
developing countries in foreign trade increased from 21% of the total trade in 1973 ,
during the Tokyo Round ,to 26% in 1986 during the Uruguay Round . In 1993 , their
share became 27%, and 28% of imports..

The WORLD TRADE ORGANIZATION (WTO)  held the first ministerial meeting in
Singapore during the period from 9-13 December 1996 the outcome of the meeting
was declared together with the organization’s future in 2000 .

Thirty eight out of 128 countries agreed to liberalize trade in the field of
information technology and telecommunications by the end of year 2000. But China
announced its refusal to abolish customs on information technology products. The
participants raised different viewpoints in relation to labour rights and standards, but the
final recommendation  submitted the argumentation's to the International Labour
Organization (ILO) in Geneva , being the competent authority.(5)



Furthermore a lot of recommendations were issued to support the free trade
doctrine which is the final target of all trade organizations .

Egypt hasbeen considered one of the active countries in the international
trade negotiations whether in Tokyo Round or Uruguay Round GATT negotiations
and The World Trade Organization.

In Egypt the foreign trade policy reform started with the beginning of the
seventies when No. ./37 was issued in 1974. Exports & imports regulations and
money procedures were established . This law allowed the private sector and normal
persons to import and export according to the foreign currency equilibrium market
capacity it. Also allowed person who have foreign currency to use it to import finance .

It became possible for an individual to finance imports or exports without
governmental interference , but imports should take place according to the imports
list declared by the government foreign trade department .

The economy started a massive structural adjustment process towards
laissez- faire economies, which will need a lot of procedures whether on the production
side (supply) or the consumption side (Demand). Production standards should be
raised to alevel to meet world standard level and to meet the world demand through
the high competitive quality as well as technical specifications .

The government has to set up  temporary procedures for consumer and
commodities protection  during the transitional period . Therefore during trade
liberalization period adjustment reforms go within two sides the production which is not
our point and the market which is our target .

The Egyptian government started to liberate the foreign trade sector through
reducing restrictions and constrains on imports and exports .

In 1979, the private sector and particularly persons who are working abroad
were allowed to exchange and get foreign currency through public commercial banks.

Such procedures make individuals sure of having foreign currencies and to use
them in selling or buying from abroad and also help to invite the businessmen to come
back and  start business without any risk. Also they encouraged small exporters and
importers who have savings abroad to join the foreign trade business and take place in
Egyptian market especially they have a good experience with the local market and the
global market .



Through the period from 1972 to 1980 many adjustments have been taking
place to reform the foreign trade sector whether in trade organizations or in the export
and import procedures or in the tariffs structure .Therefore in Uruguay Round / Egypt
has sought improved market access for items of major export importance , such as
textiles , clothes and agriculture . And also in the tariff negotiations Egypt has
included in its agreement list a 50 % tariff reduction in August 1986 and a 30 %
across the board tariff reduction in June 1989,

By the decision of August 1986, the customs tariffs were reduced by 50%
across the board, atthe same time the exchange rate used customs valuation was also
devalued by 48% against the US dollar . Comparing the 1986 tariff reform to the
1980 tariff structure it has been estimated that the weighted average rate of nominal
protection fell from 48.1 % to 47.5% andthe standard deviation from 52.1 % to
47 % . However the weighted average nominal rate onthe US dollar value of
imports increased from 34 % to 64.6 %. (6)

In 1986, ministerial decision number 187 was issued to dismantle all
additional taxes onimports such as economic development duty (10 %), and others.
The last decision followed by the decision number 305 in 1989 for making another
reduction of tariffs again. The reduction amounted to about 30 %, But through these
reforms the local production has taken into consideration and also these reforms have
linked to the share of local input materials in the finished product .

Ministerial decision number 333 of 1986 was issued to allow all products
to be freely imported foreign exchange is available except for products enumerated in
the negative list .

The negative list included 548 products of which half were non durable
consumer goods. By the Beginning of May 1990, the removal of list items started
and by the end of 1991 the previous list turned to include 105 commodity only.

In 1987, law number 93 was issued to allow the private sector to have free
determination of export prices and the private sector was allowed to use the exports prices
decreed by ministerial committee only as a guidance . This law paved the road to
more depth in foreign trade liberalization especially as it gave more freehand to the
exporters to maximize their profits and also this law was considered one of the
important procedures of exports promotion.

Furthermore in 1988 the private sector was allowed to set up agreements
for equivalent trancactions through the public sector, this gave more orientation
to the private sector in foreign trade the however during year it was under public
sector supervision because this period was a transitional, stage. Also in 1989
tariffs were reduced again by about 30 % with a slightly smaller reduction in the



high tariff categories. But in 1990 the foreign trade management allowed to the
private sector to set up equivalent transaction agreements directly with other
countries without any interference from the public sector .

In 1991, law number 46 wasissued to make more reform in exports
procedures . The law reduced the tax on exports and gave exporters tax grace
periods up to five years with some conditions, one of them was increasing exports
This law settled a lot of suspended problems between exporters and governments
and encouraged exporters to increase their exports. . Also the 1991 import and
export regulations included a list of 13 items which may be imported in
secondhand condition .

By the bginning of 1992, the government started to play another role in
foreign trade business as a promoter . In this year, the government established
two important organizations for foreign trade business , one of them was Bank
Jor Export Development (BED) and Egyptian Company for Exports Guaranty
(ECEG) . The principal goal for both organizations were reducing exports risks
and promoting exports . But the BED took place before the ECEG . BED
paved the road for establlshmg the company for protecting the exporters and
also the BED money .

Furthermore, in 1997, a decision was issued to reduce import tariffs again
by 10 % for all imported commodities starting July 1997 , especially for small
projects inputs and main industrial inputs. The decision included 35 commodity
most of them areused as inputs for industries whether small or big but this was
considered one step towards more foreign trade liberalization and encourage
industrial production for more efficiency.

The study of Egyptian macro economic achievements has forecasted that
Egypt will have to export 40 % of industry output by the year 2000, in order to
overcome its balance of payments deficit. But after the above adjustments in foreign
trade policies and the private sector, public sector export decreased . At the same
time the private sector started to be successful in exporting non traditional goods in
both sectors agricultural and industrial

Egypt’s economic reform adjustments were directed towards autonomous
trade liberalization and should lead to greater efficiency in the economic activities
and improve market opportunities for trading partners. (7). But beyond a doubty
all foreign trade reforms will direct the economy towards development through
three paths : the first path isto encourage the production power to produce the
high standard level to have link with the global market and can take place in the
global competition , i.,e., will direct the production power to the efficiency , the
second path isto promote the exports proceeds because the foreign trade business
will be wealthy and will direct the balance of payments deficit to surplus ,the last



path  is the reforms in foreign trade policy which will assist the Central Bank
through the surplus in the foreign curreﬁcies arid which also ‘will support the fiscal

policy. CoT
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Secondly: Exchange Rate policy Adjustment

In most of thecountries the official exchange rate changes frequently in
accordance with some rules, which often links changes of the official exchange rate
to the difference between domestic and foreign rates of inflation’s . Such rules are
justified on the grounds that they help in mainting competitiveness, because they
keep the real effective exchange rate close to its purchasing power parity level .

The efficiency of exchange rate management led to the achievement of some
targets for its real value. Macroeconomic adjustment to both internal and external
disturbances differ sharply from that which occurs under fixed exchange rate. Real
exchange rate targeting is likely to have a direct impact on inflation rate and the
two sides of balance of payments. The direct impact on the inflation process will
be reducing the inflation rate through the real prices of commodities. For the
balance of payments, the real exchange rate will increase exports’ value and will
decrease imports’ value whether for visible or invisible goals or services a result , the
balance of payments deficit will decrease.

For the above reasons developing countries are generally referred to as real
exchange rate rules. Most developing countries frequently adopt the real
exchange rate rule in conjunction with an /MF and World Bank supported
adjustment program. This entails that policy makers manage the nominal exchange
rate in such a way as to keep the real exchange rate from appreciating relative to
some initial baseline value . (8)

Egypt is one of the developing countries which adapted the real exchange
rate through the Economic Reform and Structural Adjustment Program (E£RSAP)
to promote foreign exchange transactions through real prices for local
production. The adaptation of real exchange rate took place by degrees through a
number of procedures that started in May 1972.

In fact, Egypt has started the liberalization of the exchange rate since
1968, when the monetary authorities allowed persons who were working outside
the country to open foreign currency accounts with 35 % incentive of exchange
rate to use the equivalent only not as direct use, but it was the first step to
encourage the private sector to use its resources in foreign trade finance .

In May 1972, the monetary authorities started to increase these incentives
from 35 to S50 % and in March 1973, furthermore, it was increased to 58 % .
Also the monetary authorities in Egypt canceled the exchange rate announced and
kept the ratio of incentive which was added to the Central Bank exchange rates .
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In 1973, law number 477 wasissued to set up the parallel market for
foreign currency to assist the monetary authority in facing the deficit of foreign
currency especially after the 1973 war which was followed by a big deficit in
foreign currency resources .

Actually  the parallel market is consided the first and real step for the
exchange rate liberalization in Egypt which announced sell and buy prices for the
foreign currencies and the equilibrium market powers took place for the first time
in foreign currencies market in Egypt. '

Therefore, the law determined the main resources for the market which
were the following :
Proceeds of non Traditional Exports .
Proceeds of Tourism .
50 % from the increases above exports targets.

The previous law was followed by numerous laws that were issued to
develop the foreign currencies market and to reform it to be more flexible with
the world market and world changes and also to create capability for facing the
increase in imports.

Therefore the main resources of parallel market increased again and
reorganized to include the following :

* Proceeds of visible and invisible exports with the exception
of cotton, rice and oil exports .

* Proceeds of Suez Canal transition fees.

* Proceeds of Somid oil line.

In 1976 , law number 97 was issued to reorganize the foreign currency
market which allowed individuals or authorities, except public and governmental
authorities, to have foreign currencies accounts andto keep foreign currencies
without giving explanation to the monetary authority .

The previous law paved the road to liberate the exchange rate in Egypt
and gave more insurance to persons who have foreign currencies to use them in
the market and also encouraged persons who have foreign currencies outside the
country to bring them to the local market without any fear .

According to the above law, commercial banks were allowed to

work in foreign currencies business whether interms of deposits, current accounts
or foreign exchange transactions without any constraints .
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Moreover the foreign currency parallel market was decided to expand its
function to cover visible and invisible transactions either exports or imports with
using one exchange rate.

Law number 43 was issued in 1974 to attract foreign investments and
allowed for establishing investment and business banks, these encourages the
expatriates labors to transfer their salaries and capital transactions revenues to the
local banks and took place in imports finance, and also became foreign currencies
reservations in local banks. Under the previous conditions the foreign currencies
should be increased in line with policy makers expectations but the result was not
exactly as the policy makers expected there are some positive impacts and other
negative impacts .

The positive impacts of the above mentioned law on new foreign
investment policy led y, Egypt to enjoy rapid economic growth and significant social
progress in the late 1970s  and early 1980s.. Current account receipts grew
strongly because of exports, Suez Canal revenues, tourism and workers remittances.
.The exogenous foreign exchange earnings led to a real appreciation of the
exchange rate .(9) :

On the other hand, the negative impacts of the above law isthat most of
the productions of - new projects established under the above law were directed to
meet local consumption, not to export. It addition to that, imports of production
inputs  for new projects under this law increased the pressure on the balance of
trade and thus indirectly affecting - the balance of payments . Also the law
allowed investment banks to transfer out foreign currencies which increased the
deficit of the balance of payments .

Also growth in external resources declined sharply and income from oil
resources began to fall in 1982, therefore the foreign debt doubled between 1982
and 1986, while the growth rate in GDP decreased through the period from 1984
to 1990. In 1986, Egypt became one of most heavily indebted countries in the
world with a debt to GDP ratio reaching 150 %.(10) .

Consequently ,  monetary authorities issued the January decisions of 1985,
which were issued to cancel imports without changing the currency system . In that
time the importers became responsible for financing their imports by local
currency, but with new exchange rate determined to be LE 1.238 for US dollar
i.e. reduce the value of the local currency from LE 0.7/$ to LE 1.238 /8.
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According to the new policy, the role of investment banks was canceled and
they had to change their role with respect to the new foreign trade policy. On
the other hand, public commercial banks had to accumulate enough foreign
currency to face imports needs .

According to what was mentioned previously, the monetary policy attempted
to immediately correct the situation by replacing the January decisions with three
decisions in April 1985 . .

going back to imports without changing the currency system .
modifying the exchange rate upwards.
*  continuing to reform the customs tariff policy

The new reforms returned to the banking system its role again and led
to more liberation in the exchange rate with the equilibrium market power. Also
more correction to the tariffs system led to more liberation for foreign trade
sector (11).

Also a stand-by agreement reached with the /MF in May 1987 and a debt
rescheduling among Paris Club creditors provided some respite. Following the
World Bank’s approval for a structural adjustment loan of (/S$300 million, Egypt
began to implement the ERSAP program in March 1990.

In May 1987, the free market for exchange rate was established to balance
supply and demand for foreign currencies and to replace the Commercial Bank
Pool. This was followed by establishing a primary market in February 1991.
Moreover in October 1991, the primary market and the free market were unified in
one market for foreign currency to determine one exchange rate in the economy.

In the same year, the monetary policy allowed for establishing private
companies to work in buying and selling foreign currencies as exchange companies
for foreign currencies. And since that time both private sector and public sector were
working in exchange of foreign currencies

After the last foreign exchange system adjustment, foreign exchange
dealers have increased the number of participants in the market . The number of
companies increased from 68 in 1993 to 79 company in March 1994 with an
increasing ratios  16%, in March 1995 the number of companies reached 98
company with an increasing ratio of about 24 % during one year (12).

Under the new system each bank declares its buying and selling rates and
non - bank dealers have been licensed to operate in the market. The opening and
closing rate of exchange are regularly published based on actual market
transactions.
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Now there are no restrictions for foreign exchange currencies movements
in or abroad and every body whether resident or traveler can transfer any amounts
from foreign currencies carried or through the banking system .

Since the new system took place, the exchange rate has fluctuated
narrowly in the range LE 3.29 to LE3.32 per US dollar and exchange rates
against other currencies have been determined by market forces and linked with the
international market.

Now after the foreign exchange system adjustment took place, we could
say that the local banks and the central bank have deposits and reserves from
foreign currencies as follows:

Table (1): Local and foreign Deposits Changes During Period From 1992 fo
1995

value by Billion June 1992 Junel993 Junel994 Junel995 %chan.

Deposits by Local currency :LE 51 LE 73 LE 86 LE 89 20

Deposits by Foreign currency LE 39 LE 32 LE 32 LE 37 .6

Source: Central bank of Egypt Economic Bulletin Different Issues

We notice from the above data that local currency deposits increased
during the period 1992 to 1995 from LE. 51 billion to LE.89 billion with in
increasing ratio of about 20%. At the same time, foreign currencies deposits
decreased from LE. 39 billion in 1992 to LE. 37 billion in 1995 with a decreased
ratio of about . 6%. This clarified that after exchange rate adjustment and interest
rate liberalization took place, local currency deposits increased more than foreign
currencies deposits and moreover, some of foreign -currencies deposits were
transterred to local currencies deposits, Also The Central Bank took place in the
market to buy or sell foreign currencies surpluses in the market. By the end of
1995, foreign currencies in 7he Central Bank were about US $ 25 billion (13).

As a consequence of the above mentioned and the stabilization of the foreign
currency policy. Also foreign investment increased and participated in financing the
national plan. Therefore the foreign debt decreased and became about US § 30 billion by
the end of December 1996 which represents 46.8% of GDP, at the same time the foreign
currencies reserves were US $ 23 billion.
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The unification of exchange rate for the Egyptian pound allowed to make
improvement in the balance of payments position . Since the exchange rate
unification the dollar exchange rate has stabilized around LE 3.3 per dollar . Now
after liberalization of foreign trade and capital transaction as well as with successful

adaptation of the real exchange rate, Egypt could control the deficit of balance of
payments.
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Section two: Impact of the Economic Reform Policies On the
Balance of payments.

The success of Egypt’s economic reform and structural adjustment program
played a big role in the balance of payments’ improvement . As mentioned in the
first part of the study, most of the policies related the balance of payment have
been reformed and The Egyptian economy now is interacting with the international
economy without any deformations. 3

Egypt has extensively used trade and exchange rate measures to control
balance of payments problems. As a consequence , since its accession to the GA77T
in 1970, Egypt has held ten consultations in GATT committee on balance of
payments, and also through all the reforms taken places the balance of payments
adjustments were in considerations . |

Therefore most of the reforms had direct or indirect impacts on the
balance of payments whether they were policy reforms such as foreign trade
adjustments, exchange rate policy adjustments , and fiscal policy adjustments or
structural  adjustments such as arrangement of price controls, reorganization of
public  enterprises and privatization and establishing the Social Fund for
development to alleviate the burden of adjustment on the poor (14). ‘

The study will measure the impact of foreign trade policy adjustments and
exchange rate policy adjustments on the balance of payments, using the ‘exports
proceeds and the imports payments as a factor that hasa direct impact on the
balance of payments whether they are visible or invisible .

17



1  BALANCE OF PAYMENTS IN GENERAL

The Egyptian balance of payments has been suffering from chronic
deficit since the fifties, as consequence of the increase of the imports commodities
without any increase in the exports commodities, also the unbalanced raises in the
global prices led to tumbled down in The Egyptian economic terms of trade .

After inflationary pressures, which surfaced after the war of 1973,
foreign investment law issued in 1974 to attract foreign investments and to feed
the economy with foreign currencies which were in shortage President Sadat
followed that by opening the Suez Canal in 1975 and applied the open door
policy. Through the new policy. Egypt enjoyed rapid economic growth and
significant social progress in the late 1970s and early 1980s. The Egyptian
economy receipts grew strongly because of exports, Suez Canal Revenues ,
Tourism and transfers of Egyptian workers abroad .

In 1982, Egypt suffered a decline in external resources because oil prices
began to fall down. At the same time, alot of expenditures were made within the
economic reform policies. Therefore the government had to finance the stabilization
of the program by foreign loans. By the end of 1986, Egypt became one of the
most heavily indebted countries in the world (15).

A stand - by - agreement - reached with /MF in May 1987 and debt
rescheduling among Paris Club creditors provided a grace period but did not
improve the economic situation. Then the economic reform adjustment for the
Egyptian economy was formulated in November 1989 and approved by World
Bank in May 1991. The ERSAP program started in 1990 and the second trench
has been released in July 1992.

As a result of the progress in implementing the economic reform and
structural adjustment program and positive external environment in the wake of the
Gulf war, including cancellation of some debts, Egypt was able to move ahead
with exchange rate unification and floating its currency in 1991 .

Liberalization of capital transactions has been successful , attracting
significant amounts of foreign investment and funds into Egypt. All the above
mentioned supported the Egyptian economy to correct the chronic deficit in
Balance of payments.
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A balance of payments manual wasissued in 1993, by the lnterna:tional
Monetary Fund /MF to re - classify some of the balance of payments items and was
applied in Egypt since 1994/95.

Table (2) exhibits the Egyptian balance of payments with respect to its
contents whether are visible or invisible . It is obvious that The Egyptian balance of
payments had a deficit of about L E 1,097.7 Millionin 1983/84. This deficit iis
caused by the trade balance deficit of . about LE 4489 Million caused by the
increasing of the imports. Also the decreasing in the export prices, especially the
oil export prices which recorded about 30 % decreasing in that year.(17)

Table 2 shows the chronic deficit in trade balance which resulted from the
increase of imports without any offset from the other side exports. Imports
increased during the period from 1983/84 to 1994/95 from LE 7348.8 million in
1983/84 to LE 43481.7 million in 1994/95 with annual increase about 15 %. At the
same time the exports annual increasing was about 12%, in addition, most of the
exports increase was due to the prices increasing not to the actual production
increase.

In 1995/96 the visible exports decreased from LE 16.8 billion in 1994/95 to-
LE 15.6 billion with an annual decrease of about 7%. At the same time the imports
increased from LE 43.5 billion in 1994/95 to LE 46.9 billion in 1995/96 with

annual increase about 7.8%.

Therefore the trade balance recorded a big deficit during period of the study
and as the table has shown the exports covered only about 38.9, 38.7 ,33.2 %
during 1983/84 ,1994/95 , 1995/96 respectively.

Invisible balance analysis clarifies that the balance surplus during period of
the study , affects part of trade balance deficit . In 1983/84 the services balance
had a surplus of LE 3391.3 million and the invisible exports covered 235.6% of
invisible imports , therefore the balance of payments deficit was reduced in this
year to be LE.1097.7 billion . In 1994/94 the invisible exports increased to be LE
46.7 billion with an annual increase 18 % and the invisible imports increased to be
LE. 18.7 million with an annual increase of 16 % of imports.
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Table (2): BALANCE OF PAYMENTS IN BRIEF 1983/84 to
1995/96
LE MN.

AtTheEnd: V.Export V.Imports Balance Inv. Exports Inv. imports Balance  Final

Proceeds Payments Proceeds Payments Balance
1983/84 . 28598 7348.8 (4489) 58914 2500.1 33913 (1097.7)
199495 . 16819.3 43481.7 (26662.4) 46670 18707.8 27962.2 1299.8
1995/¢6  : 15590.8 469344 (31343.6) 47974.3 17048.6 30925.7 417.9)

(Prim. Data)

Inv. Exports = Transportation +Traveling + Investment income + Gover. Receipt +Other Receipts +
Net official and Private Transfers
Between Brackets means Deficit

Source : Central Bank Of Eeypt Economic Bulletin Different Issues
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2- EXPORT PROCEEDS AND IMPORT PAYMENTS IN
ANALYSIS

According to the Economic Reform Policies, the unification of exchange rate of
the Egyptian pound took place, therefore Egyptian export prices went down. At the
same time, global demand on exports has increased and allowed to make improvements
on the balance of payments. This is clear in the invisible exports which include tourism
and tourists services and Suez Canal revenues.

Invisible exports increased significantly, from LE 5,9 billion in 1983/84 to reach
LE 46,7 billion in 1994/95 by an increase percentage of 691.5%. And again increased in
1995/96 to reach LE 48 billion by increase percentage reached 2.8% within one year.

According to Table No. (3) the coverage ratio of the exported commodities to the
imported commodities reached about 38.9% at the beginning of the period against 33.2%
by the end of the period, whereas the deficit in the balance of the trading commodities
reached LE 4.6 billion in 1983/84 and increased to LE 31.3 billion in 1995/1996.

The reason of this deficit is that visible imports have increased by 38% annually
i.e. it increased from LE 7.3 billion in 1983/84 to reach LE 46.9 billion in 1995/96 by an
increasing percentage 542%. The increase of visible imports is considered one of the main
reasons of the deficit in the Egyptian Balance of Payments.

Table (3): BALANCE OF COMMODITIES TRADING OF EGYPT
DURING THE PERIOD OF 1983/84 - 1995/96

LE MN.
At The End ¢ 1983/84 1994/95 1995/96 RATE OOF INCREASE
%o
V. Export 2,859.8 16,819.3 15,590.8 31
V. Imports 7,348.8 43,481.7 46,934.4 38
Coverage ratio 38.9% 38.7% | 33.2% -
The deficit 4,579 26,662.4 31,343.6 48.8

Source: collected and calculated from the data of table No. (2).
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By analyzing the balance of the services and capital transactions, it is noticed from
table No. (4) that the balance of services and capital transactions achieved a surplus of LE
3.4 billion in 1983/84. It increased to reach LE 30,9 billion in 1995/96 by an increase
percentage of 808%. The reason of this surplus is the increase of invisible exports from
5.9 billion in 1983/84 to reach LE 48 billion in 1995/96, percentage an increase of 713%.
The percentage increase reached 51% annually. Whereas invisible imports reached LE 2.5
billion at the beginning of the period, increased to reach LE 17 billion in 1995/96, an
increase percentage of 580%. The annual increase percentage reached 41.6%. The
coverage percentage of invisible exports to invisible imports reached 235.7% at the
beginning of the period and increased to reach 281% at the end of the period.

Table (4): BALANCE OF SERVICE AND CAPITAL
TRANSACTIONS DURING THE PERIOD OF 1983/84 -
1995/96

LE MN.
At The End : 1983/84 1994/95 1995/96 RATE OF INCREASE
%
Inv. Export 5.8914 46,670 47,9743 51
Inv. Imports 2,500.1 18,707.8 17,048.6 416
Coverage ratio 2357 : 249.5 281.4 -
Surplus 3,391.3 27,962.2 30,925.7 579

Source: collected and calculated from the data of table No. (2).
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The previous analysis clarifies that in spite of the increase of invisible exports, the
balance of payments suffered from a deficit which reached LE 417.9 billion iin 1995/96.
The reason of this deficit is the increase of imported commodities as a result of the
population increase. !

{

We can summarize from the above mentioned context, that as \a result of
implementing the economic reform of the commodities sectors and the liberalization of the
foreign trade sector especially in light of GATT agreement and using a uniﬁfcd exchange
rate and all these measures have led to the efficiency of'the foreign trade sector. This is
clear in the increase of invisible exports which puts some light on the ﬂexkbility of the
foreign trade sector and its acceptance in the world. This is reflected on the Egyptian
balance of payments as the deficit was decreased significantly until it realized surplus
reaches LE 1,3 billion in 1994/95 as a result of the surplus of the balance of services and

capital transactions and the stability of the exchange rate market. !
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Executive Summary

The Egyptian Economy has implemented comprehensive economic reforms, The
Economic Reform and Structural Adjustment Program ( ERSAP) was formulated in
November 1989. Its implementation started in 1992. The program was supported by an
IMF stand-by loan of 278 million SDRs in May 1990. And the World Bank approved a
structural adjustment loan of US $ 300 million shortly afterwards.

The main objectives of the program were to create a decentralized - market
oriented economy , to liberalize foreign trade liberalize to adjust , exchange rate and
liberatize financial market, and to encourage the private sector investment and domestic
price liberalization. Also, the program set up as Social Development Fund ( SDF),. to
deal with the negative impacts of the economic reforms policies. '

Although the new economic reform program started in 1992, the economic
reform policy in Egypt started in 1974, when the foreign investment law was issued.
The law paved the road to liberate the foreign sector, imports, export, foreign investments
and, then the open door policy took place gradually.

In fact, Egypt had participated actively in the Urguay round since 1947 until
signing the final act in 1994, to establish the World Trade Organization (WTO).

Trade liberalization achieved through new Imports & Exports procedures and
exchange rate liberalization to reform the balance of payments the final target for trade
liberalization.

The study is organized in two sections. The first section provides analysis of the
reform  procedures of Export & Import and exchange rate. The second section measures
the impact of the previous reforms on the balance of payments.

As, we know most of the advanced countries turned towards the regional blocks
such as EC, NAFTA, AFTA and others, to create mass production and competitive
markets. Also, developing countries have many regional agreements to establish regional
blocks, but most of them so far, are not active in trade business such as Common Arab
Market. The Arabic internal trade is about 8% only of total Arab trade . There are many
reasons, some of them are political and others are economical.

Therefore most of the worlds countries joined GATT rounds to establish the
world trade organization which held it’s first ministerial meeting in Singapore on, 9-13
December, 1996. Thirty eight countries from 128 countries agreed to liberalize trade in the
field of information technology and telecommunications by end of year 2000.
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Egypt is considered one of the active countries in the international trade
negotiations and started it’s foreign trade liberalization in 1974.In 1974, Egypt started to
remove the constraints on the Exports and Imports and unify the exchange rate gradually.
In 1979, the private sector and persons who are working abroad are allowed to exchange
and get foreign currency through public commercial banks.

Through the period of 1972 to 1980 many adjustments have taken place to reform
the foreign trade sector whether in trade organizations or in the export and import
procedures or in the tariffs structure. Therefore in Uruguay Round, Egypt has sought
improving market access for items of major export importance, such as textiles, clothes
and agriculture. And also in the tariff negotiations Egypt has included in its agreement list
of a 50% tariff reduction in August 1986 and a 30% across the board tariff reduction in
June 1989,

By the decision of August 1986, the customs tariff were reduced by 50% across
the board, at the same time the exchange rate used customs valuation was also devalued
by 48% against the US dollar. Comparing the 1986 tariff reform to the 1980 tariff
structure it has been estimated that the weighted average rate of nominal protection fell
from 48.1% to 47.5% and the standard deviation from 52.1% to 47%. However the
weighted average nominal rate on the US dollar value of imports increased from 34% to
64.6% .

In 1986, ministerial decision number 187 was issued to dismantle all additional
taxes on imports such as economic development duty (10%), and others. The last decision
followed by another decision number 305 in 1989 for making another reducing for the
tariffs again. The reduction amounted to be about 30% But through these reforms the
local production taken into consideration and also these reforms linked to the share of
local input materials in the finished product.

In 1987 law number 93 was issued. The law paved the road to more depth in
foreign trade liberalization especially it gives more freehand to the exports to maximize
their profit.

Also, during 1988 to 1991 the foreign trade management allowed to private sector
to set up the equivalents transactions agreements directly with other countries without any
interference of the Government. The Government became only as observer and reformer
to rest procedures.

Egypt’s economic reforms adjustments were directed towards autonomous trade
liberalization and should led to greater efficiency in the economic activities and improve
market opportunities for trading partners. Doubt, all the foreign trade reforms will direct
the economy towards development through three paths: the first path is to encourage the
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production power to produce the high standard level to have link with the global market
and can take place in the global competition, i.,e., will direct the production power to the
efficiency, the second path is to promote the exports proceeds because the foreign trade
business will be wealthy and will direct the balance of payments deficit to surplus, the last
path is the reforms in foreign trade policy which will assist the Central Bank through the
surplus in the foreign currencies and which also will support the fiscal policy.

As for exchange rate liberalization, Egypt started to reform the exchange rate since
1968 when the monetary authorities allowed persons who are working outside the
country to open foreign currency accounts with 35% incentive to use the equivalent and it
was increased to 58% in 1973.

Furthermore, the monetary authorities followed the above procedures by many
reforms started by establishing the parallel market, which is considered the first and the
real step for the exchange rate liberalization in Egypt.

The monetary authorities continued it’s efforts of reform and paved the road to
liberate the exchange rate through many laws which were issued as law number 97, in
1976 to establish the free market in 1987 )

In February 1991 the primary market was established and unified until the free market in
one market for foreign currency to determine one exchange rate it was called free foreign
exchange market .

In 1991, the monetary authorities allowed for establishing private companies to
work as exchange companies for exchange currencies.

Now there are not any restrictions for foreign exchange currencies movements in
or out and every body whether resident or traveler can transfer any amounts from foreign
currencies whether carried or through the banking system.

Since the new system has taken place the exchange rate of fluctuated narrowly in
the range L.E 3.29 to 3.32 per US dollar and exchange rates against other currencies
determined by market forces and linked with international market.

Now after the foreign exchange system adjustment has taken place we could say
that the local banks and the Central Bank have deposits and reserves from local currencies
more than foreign currencies.

Egypt balance of payments has been suffered from chronic deficit since the fifties,
as a consequence of the increase of imports commodities without any increase in the
export commodities. But, as the sequence of the progress in implementing the economic
reform and structural adjustment program and cancellation of some external debts,
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allowed Egypt to move ahead with exchange rate unification and to improve the balance
of payment deficit. ‘

To analyze the balance of payments properly, it is necessary to know how many
transactions are recorded on the balance of payment .Anyway, the balance of payments
summarizes all international transactions between persons in one country at a given time,
( residents and non-residents ). |

The figures are normally recorded quarterly and annually. The analysis of the
balance of payments shows that the balance of commodities trading suffered from chronic
deficit during the study period of 1983/1984 - 1995/1996. ‘

The deficit reached L.E 4.6 billion in 1983/84 and increased to L.E 31.3 billion
in 1995/96 an increase percentage of 580%. Also, the coverage percentage of visible
exports to the visible imports reached 38.9% at the beginning of the period increased to
reach 33.2% at the end of the period. ‘

But the annual increase in the deficit recorded 48.8% but the annual increase in
the coverage percentage recorded 36.93%. |

Analyzing the balance of capital transactions exhibited surplus of L.E 3.4 billion in
1983/84, increased to reach L.E 30.9 billion in 1995/96 by increase percentage of 808%.
Also, the coverage percentage of invisible exports to the invisible imports recorded
235.7% in 1983/84 increased to reach 281.4% in 1995/96. ‘

The previous analysis clarifies that in spite of the increase of the invisible exports,
the balance of payment suffers from a deficit reached LE 417.9 billion in 1995/96. The
reason of this deficit is due to the increase of the imported commodities, as a result of the
increase of population and the increase visible imports; '

We can summarize from he above mentioned context, that as a result of
implementing the economic reform of the commodities sectors and the liberalization of the
foreign trade sector especially in light of GATT agreement and using unified exchange rate
led to efficiency of the foreign trade sector. This is clear in the increase of the invisible
exports which puts some light on the extend of the flexibility of the foreign trade sector
and its acceptance in the world market.

This is reflected on the Egyptian balance of payments as the deficit was decreased

significantly until it realized surplus reached LE 1,3 billion in 1994/95 as a result of the
surplus of the capital transactions and the stability of the exchange rate market.
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