Can Egypt Afford to Meet Its Creditors” Demands?,
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CAIRO — The Egypuan government 1S now
deeply 1mmersed in detailed negotiations
with the World Bank which it hopes will
lead to an agreement opening the way for
soft loans to the tune of $800 million. At the
same time. this month a whole senes of
fresh negotiauons begimns with the interna-
tional Monetary Fund (IMF).

Egypt has had difficuity in convincing the
World Bani and the IMF that 1t should
recerve addinenal crediss, pnmanly because
the govemment has nol Deen Keen o impie-
ment a number of structural adjustment
reforms recommended by the two insutu-
uons over the past five vears.

Both the World Bank and the IMF per-
ceive the government as being 100 cautous
about reform. The gradualist policy foi-
lowed in the structurai adjustment process
has often meant that reforms came too late
or were imprecisely timed with other
reforms.
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The World Bank s not happy with the
nrogress the government has made 1n
restructuning electnicity and energy pnces
and is still concemed that little 1s being
done 10 remedy the chronic problems facing
Egyptian state-owned enterprises.

On the other hand. the TMF is displeased
with Egypt’'s monetary policies and 1s cail-
ing for additional interest rate and exchange
rate adjusiments which the government has
been reluctant tc implement.

Most of the problems between the gov-
ernment and the IMF are linked to the
state’s very cautious stand toward economic
reform and its very gradualist style.

There are major differences over the pace
at which each side feels the reforms should
be carried out. For example, the World
Bank disagrees with Cairo over bow quick-

ly energy and electncity subsidies snould be
eliminated. The government agrees that
they should be dropped but feels that this
cannot be done overmight.

Similarly, Cairo is thoroughly coavinced
that exchange rates must be unified bt dis-
agrees with the IMF over how quickly this
should take place.

Yet the World Bank and the IMF are
arguing that excessive cauuon in
undertaking reforms may create additional
burdens on the economy that wiil make
future adjustment even more arfficult. For
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exampie. if pnce differentials for basic
commodities unported and sold domestical-
ly continue 10 grow n real terms because of
slow price adjustments. subsidies will only
become larger. Then the dependence of the
population on such subsidies wiil in wm
become greater. making it more difficult for
the government to do away with them. Who
1s right? The TMF and the Worid Bank, or
the government? Is the governmen! really
being too cautious about implemenung €co-
nomic reform? This is a questior. the gov-
ErMMment Must NOW answer.

In any case. the IMF is pushing the gov-
ermnment into a comer by offering to help
Egypt rescheduie its outstanding loans due
over the next 36 months oaly if the govern-
ment accepts the interest rate and exchange
rate proposals submitied by the IMF.

Of course, accepting these proposals

means accepting s rigid timetable for imple- .

menianon of these reforms.

In this case. Egypt would have 1o drop its l
gradualist artitude and adopt policies likely
1o result in greater wnflation.

How will the public react to substantial
inflationary pressures. with the pnces of
majot imporied commodities going up at
the same nume as credit becomes tghter?
This question will also have to be answered
by the government. !
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If the government declines to accept the |
IMF's monetary proposals. Egypt car prob- |
abiy forger about debt rescheduling For |
Egypt. this woulid be a mighumare, :
It wouid find itseif in the middie of a for-
eign exchange cnsis that would likely lead
1o shortages across the board.

Consumers would find a lower number of -
commodities on the store shelves and indus-
trial establishments would be hard pressed

" to obtain the foreign currency they need 1o

import raw matenais. making it more diffi-
cult to tum ou: products.

How would the public react to such shori-
ages? No one knows for sure. Thus. an
agreemen: with the World Bank and the
IMF requinng immediate reforms wiil like-
ly lead 10 probiems.

No agreement will lead to other prob-
lems. A gradualist approach toward reform,
even if the world lending bodies are forced
to accept 1t will lead 1o vet other problems.

Is there any way out? For an economy
that has been threatened by one economic
crisis after another since the 1967 war. the
upcoming wave of structural adjusiment
reforms is a major test winch will determune
how the general public will react o change.
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