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EGYPT: IMF, RE CHEDULING, ETC

Issue:

Should the UK hold out, in isolation, for a viable IMF programme;
or should it join the Americans, French and Germans in fudging

the issue?

Background

2 We have known for some time (and warned you in the Lavelle
Group reports) that the Egyptian debt problem was coming to
the boil. An IMF team has recently returned from Egypt, following
negotiations with the new (and harder-line) Finance Minister,
Sidqgi. Its initial reaction is that it cannot recommend an
SBA on the basis of proposed Egyptian economic policies, and
see no chance that the present Egyptian government is prepared
to compromise. But the programme - as the Staff admit - will
not establish balance of payments viability in the medium-term:

ie there is 1little chance of the IMF or other creditors getting

their money Dback. And it sends appalling signals to other
debtors.
35 President Mubarak has meanwhile sent to all main creditor

governments a demand, which includes a softer IMF programme,

more bilateral aid, forgiveness of military debt, long-term



and generous debt rescheduling, and emergency food aid. This
is being urgently studied. But it is already clear that there
is an enormous financing gap for Egypt (put at $1.5bn in the
next 18 months, and getting worse, not better, even after the

proposed IMF programme).

4. We were therefore faced with three options:

(i) To hold out for a tougher and more realistic IMF

programme with a reasonable prospect of viability;

(ii) To join the others in urging the Fund to compromise
(or at least, to acquiesce in this) with the distinct risk
that the UK would have to join the others in financing

the programme;

(iii) To sit tight and 1let the situation develop, so
that shortage of funds would force the Egyptians back to
the negotiating table.

B The third of these (our and the Bank's preferred option)
does not now seem to be politically-feasible. The question
is whether the first has any chance of success, faced with the

attitude of the other main creditors.

6o The danger of this course 1is that those who support it
will be required to finance it. It is not just a matter of
a harder or softer IMF programme, but of significant additional

resources, as well as generous rescheduling.

i The attached telegram (UKDEL 372) sets out the latest news,
and suggests two alternative lines. The first of these (the
hard line) is unacceptable to the FCO, for the obvious political
reasons: they do not wish to be isolated, and do not think it
will do any good. Simply to strike an attitude without chance

of success is pointless.



8. The second seems to us much too soft. It implies that
we are willing to go along with a programme which is doomed

to failure.

on A further approach, which we recommend, would be to throw
the ball back to the Managing Director. I attach a revised
formula for the UK intervention, which we have discussed with
the Bank and the FCO. It is still subject to final clearance
at senior level in the FCO, but I think I can get them to accept

it. &

JHOs I fear Mr Lankester needs instruction by 2pm our time.

Are you content with this formula please?
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PROPOSED UK INTERVENTION

wn
"My authorities remain convinced that agreement on qQur appropriate

programme with the IMF remains essential to the solution of
Egypt's problems and believe that this could unlock doors to
new resources which might ease Egypt's transition to a more
sustainable position. We welcome the progress reported today
by Fund Staff and the adjustment measures already taken by Egypt.
We cannot claim to have analysed fully the points set out by
the Fun@_/iEE,_EEE__EEXEEEEELﬂfﬂﬁﬁﬁiiiEiE§:~L We note the Staff's

~view (page 3) that corrections are required in the pricing,

interest rate and exchange rate areas. How do staff assess
Egyptian intentions? Any IMF programme will need further
financial support. The paper itself says (para X) "this will
require extraordinary assistance". Where does Staff think this
would come from in present circumstances? We see in these papers
some progress in the right direction. But we urge Staff and
Egyptians to resolve these outstanding questions quickly,/ <=n
ways —whieh—will restore creditor —a i x
safeguard—the revolving character of Fund resources+"
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DO NOT UNDER:ST#MATE; THE EGYPTWANS ARE STHLL NOT PREPARED TO
MOVE FAST ENOUGH DR FAR ENOUGH ON ®NTEREST RATESy THE EXCHANGE
RATE OR THE FASCAL DEFUCHT TO GMWE ANY REAL PROSPECT OF
BALANCE OF PAYMENTS VEABMLATY OVER THE ME Dy TERM, A
POSSHBLE FORM OF WORDS FOR US AT TOMORROW'S MEETHNG,: WHHCH
WOULD BE CONSMSTENT WiHTH THE Pﬁﬂﬁi MiNASTER'S LETTER TO
MUBARAK (FCO TELNO 365 OF 26 SEPT), 8 GIWEN N PARA, 5 BELOw.
HOWEVER, SUCH A LANE 48 LBKELY TO EXPOSE US TO THE FULL FORCE
OF EGYPTMN DASPLEASURE, - A **SOFTER'® VERSHON WHHCH wOULD
PUT US CLOSE TO THE FPENCH«ts THEREFORE OFFERED 4 PARA,6,
OPT#HON 1

5 . ''MY AUTHORMTHES REMAMN CONVMNCED THAT AGREEMENT ON
AN APPROPRmTS PROGRAMME WiiTH THE AMF REMABNS ESSENTHAL TO THE
80&07*08 OF EGYPY'S PROBLEMS AND BEL#EVE THAT THES CouLDd
UNLOCK DOORS TO NEW RESOURCES WHICH MUGHT EASE EGYPT'S
TRANSUTHON TO A MORE SUSTA4NABLE POSHTHON. (KB TH#&S FOLLOWS
THE PRUME MWN4STER'S LETTER ALMOST WORD FOR WORD.) WwE
WELCOME THE PPOGRESS REPORTED TODAY BY FUND STAFF AND THE
ADJUSTMENT MEASURES ALREADY TAKEN BY EGYPT. A NUMBER OF
ASPECTS OF A poesaBLE AGREEMENT,» HOWEVER, CLEARLY REMABN TO BE
ANALYSED AND QUANT.#4ED FURTHER AND QUESTHONMARKS REMA4& OVER
THE PROSPECTS FOR ECYPT'S EVENTUAL BALANCE OF PAYMEKTS
VIABILATY,  WE URGE BOTH S4DES TO CONTINUE THE CONSTRUCTAWE
DHALOGUE wHICH HAS BEGUN AND WORK TC AN EARLY RESOLUTH4ON OF
THESE WiSSUES'*,

OPTHON 2

6 FuRST AND SECOND SENTENCES AS OPTON 1. THEN:

''WE CANNOT CLAMM TO MAVE FULLY ANALYSED THE PO4NTS SET OUT BY
THE FUND AND THE EGYPT#AN AUTHORAHT-HES o NOR THE COMPLEX MSSUES
OF FANANCUNG WHICH A FUND PROGRAMME ALONG THESE LENES wOULD
RAISE.  BUT BASED ON WHAT WE MAVE 4# THE PAPERS BEFORE US,: WwE
SEE THE CLEAR PROSPECT OF AN EARLY AGREEMENT, *

NEXT STEP

7 THE G5 MEETS AGAWN AT 10 AM WASHINGTON THME ¢
THURSDAY,  YOUR COMMENTS SHOULD REACH US BEFORE THEN,

8 FCO PLEASE ADVANCE TO MOUNTFAELD AND WALSH (HMT).,
uAp—/{(\:) 3 BRA!:THWA;}TE AhD}hUMM(\ND (FCO) AN WOOTTEN (ODA),

LANKESTER
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OF 0323037 DECEMBER 86
r AND TO PRIORKTY CA4RO RC
‘ #MFs EGYPT = FCO TELNO 258
: SUMMARY
1 AT LAROSHERE 'S ANFORMAL MEETHNG TOMORROW (THURSDAY)

THE FREWNCH AND GERMANS HAVE JASTRUCTIONS FROM THE HEGHEST
LEVEL TO PRESS THE FUND TO REACH AGREEMENT wW.kTH ESYPT ON AN
S§3A,  THE US HAVE ALSC DECHDED NOT (REPEAT NOT) TO PUSH THE
g EGYTPBANS MUCK FURTHER., THE JAPANESE wH.L PRPOBABLY FOLLOW

‘ SUT, F o TAKE THE (ZBNE <N PARA,3 OF TUR WE SHALL NOT BE
; ABLE (PARA,4 OF TUR) '*TO REMANN 5N THE CENTRE OF THE PACK'',
| DETAML

2 AT A G5 MEET-WNG TODAY., THE FRENCH AND GERMANS MADE

CLEAR THAT sMNTERVENTION AT THE HHKGHEST LEVEL HAD LEFT THEM
WiHTH FRM NSTRUCTHONS TO PRESS THE FUND FOR EARLY AGREEMENT
ON AN SBA wiiTH EGYPT, THE FRENCH WOULD TRY TO COUCH THIS kN
LANGUAGE WH#CH «#MPLIED THAT BOTH S4DES HAD TO GIVE A L-WTTLE
MORE o BUT THE RPEALSTY WOULD BE = AND F4NANSH,1 THE DIRECTOR
REPRESENTWNG EGYPT wOULD BE QUICK TO SEE T = THAT THEWR
AUTHORWT-WES WERE PREPARED TO ACCEPT WHAT THE EGYPTHANS WERE
CURRENTLY OFFERUNG AS THE BASHS FOR THE SEA, THE US LATER
TOLD US THAT THEY TOO HAVE DEC#DED TO BE BAS#CALLY SUPPORTUWE
OF THE EGYPTANS s THOUGH THEY WON'T GO QUNTE AS FAR AS
SUGGESTUNG THAT WHAT S ON THE TABLE & ENOUGH, THE JAPANESE
SALD THEWR LGNE WOULD BE Su#MilLAR,

3 4 ASKED THE US, FRENCH AND GERMANS WHETHER A TOUGHER
POSHTHON BY THE UK (ALONG THE L#NES OF TUR) WOULD HiNFLUENCE
THEHRR POSHTHON, THE ANSWER wAS UNEQUHVOCALLY NOT.

HOW TO PRCCEED

4 UKDEL'S VA€W #S THAT THE FACTS CURRENTLY AVALABLE
FULLY SUPPORT THE L4NE SUGGESTED #N PARA,3 OF YOUR TUR,
NOTWUTHSTANDING THE DOMESTHC POLWTACAL CONSUDERATHONS WHICH

DO NOT UNDERESTHMATE ,« THE EGYPTWANS APE STI4L NOT PREPARED TO

|
|
i
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As I told Mr Pitcairn, the Chancellor was content with your

formula,

which he found commendable.

hsd

A W KUCZYS
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TELRD 734
OF 0412427 DECEMBLZR 26

SUST YOUR TELWO 253 TO UMDEL IMF/IRRD AND UKDEL IMF/ZIB9D 772;
EQYPT/I9F

STRORELY AGREE WITH THE VIEW CYPRESSED 1N UKDEL {7F

Bt
TUR PARAGRAPH 4 AND THE ALTERNATIVE WORDIRG TIVEX )4 THEGR
arTION 2.

RAME OF MIXD AT THE
JEL INCE3SANTLY 3Y DIFFE!

ITTERLY SESENTFUL OF ANY ATTEMPT BY THE

DDEST AD BIVER AND CREDITOR 1Ny CCMPAR|SONM WITH THE 1%

JAPAN AXD QU2 MAJOR ECURNPEAN PAPTNERS) | : £

HANGING SACK WHILE THE OTHERS TOOK A MONE HELOFUL AND

VE ATTITUDE,

3. OK THE SPECIFIC POINTS RAISED 14 PARASRADPH 5 fF FU) Tydg
‘. EQYPT'S MILITARY DEST. THE LATEST POSITION, GIVEY 4E BV

US COLLEASUE TODAY, 1S THAT THE PROTLEM OF S0vATin Fue
KLED |5 2

Al
THE RATEZ OF
T

(2}

i£ FIRST STEP WOULD 3
(o

4 REDUCTICN 1y o WHILE THE SECOND STRAE
WOULD DCAL WITH THE PROSLEM OF ARREARS BY ATLUDING FMe DERT
iN THE PAR CLUR REESCHEDUL ING EXERCISE, A RAPER SETTING 24T

5
SALS IS APPARENMTLY ON PRESIDEHT REASAN'D TESK

BUT dAS NOT YET BEEM SIGNET,

B. CRILGING FINANCE, ACCORDING TO WISNER, THYE EGYPTIANS HAD
2

RS 500 MILLION N 2IUDGING SUPPORT (THIS

HOWEVER, SAY WHETHER TH

ARERITANS,
UsWC¥
CCHPAN bbb
MONETRARY
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START BRINGING PREVATE FOREGN CURRENCY HOLDNGS BACK #NTO
LOCAL CURRENCY.

9 STAFF EMPHAS(SED THAT, WHILE THERE WERE STH.L THESE
4MPORTANT DIFFERENCES,: THE EGYPT:AN AUTHORGTES HAD SHOWN A
MUCH GREATER WiLLJMNGNESS TO ADJUST THAN HITHERTO.

6 STAFF WENT ON TO SAY THAT THERE WAS AN UNF-ILLED
FUNANCING GAP (DETA'—!,L-S AS N OUR TELNO 363 OF 2 DECEMBER) FOR
THE 18 MONTHS OF ANY PROSPECTHWE SBA AND THAT THE BALANCE OF
PAYMENTS OVER THE MED|UM TERM BASED ON THE PROJECT:ONS THEY
HAD DONE DD NOT LOOK VsiABLE (SEE PARA.12 BELOW}).

7 THE US QUuCKLY MADE CLEAR THAT THEY TOOK FULA«
ACCOUNT OF EGYPT:HAN POL:MTWCAL: AND ECONOMIC DiiF FeCULTHES. THE
MOMENTUM OF NEGOT-HATHONS FOR AN SBA SHOULD BE MAUNTAINED AND A
POS:HT WVE OUTCOME REACHED SOON. THE US WOULD SUPPORT

MULT HLATERAL: RESCHEDUL:ING OF EGYPT'S OFF:sC:eAls DEBTS AND WOULD
JNCREASE THE CASH COMPONENT OF ‘TS OWN ASSISTANCE.

3 THE GERMANS FAVOURED AN SBA WHICH REPRESENTED ''A
WELL-BALANCED FAHR POSHKTAON®t WHIHCH PAD DUE REGARD TO EGYPT'S
POLAT ICAL AND ECONOMIC PROBLEMS. THE WAY HAD ''BEEN PAVED
TOWARDS REACHNG AGREEMENT W(TH THE FUND :N THE NEAR FUTURE''.
THE FRENCH ECHOED THESE SENTJMENTS. 4 SPOKE' NEXT.

9 THE JAPANESE HOPED THAT COMMON GROUND WOULD BE FOUND
WHiLH WOULD LEAD TO AN SBA. THE CANAD#MANS SPOKE /N Silikid AR
TERMS BUT EMPHASISED THE JMPORTANCE OF BE#NG ABLE TO SUSTAhN
THE ADJUSTMENT PROCESS TO OBTA (N MED:iUM=TERM VibABHLIHTY. THEY
WOULD CONSIDER NCREASHNG THER AD .

10 THE SAUDMS WERE THE MOST VelSiHBLY PRO-EGYPT-HAN. THE
DIFFERENCES BETWEEN THE TWO S-WDES WERE SMALL AND AGREEMENT
SHOULD NOw BE REACHED. THE FUND SHOULD BE FLEX(BLE hN

AINTERPRET NG THE NEED FOR MEDUM-TERM VAHABMSNTY.

11 THE DANE (sh ESTABLMSHED AFTERWARDS THAT HE HAD NOT
HAD INSTRUCTAONS) WAS MUCH LESS ACCOMMODATHNG.  THE NORDICS
WOULD EXPECT TO SUPPORT AN SBA PROV:HDED 4T WAS APPROVED BY
MANAGEMENT. HE HOPED ANY AGREEMENT WOULD BE CLOSER TO THE
FUND'S PROPOSALS THAN TO THE EGYPTHMANS'.

12 LAROS.HERE SUMMED UP THE SENSE (:F NOT ALWAYS THE
WORDS USED) AS BEWNG THAT HE HAD BEEN URGED TO ''STEP JNTO AN
AGREEMENT''.  HOWEVER,; THE BOARD HAD PREV4OUSLY EXPRESSED
CONCERN OVER BEING PRESENTED w:lTH PROGRAMMES WHERE THE CHANCES
OF THE FUND BEING REPA4D WERE NOT CLEARLY GOOD.  Af HIS WiEW-p
THE HANCES & THIS CASE WERE POOR UNLESS THE PAR#S CLUB AND
OTHER CRED:TORS ACCEPTED FROM THE OUTSET THAT DEBT
RESCHEDUL:NG WOULD HAVE TO BE BOTH EXTRAORD:NAR-4Y GENEROUS
AND LONG-TERM. THE FUND HAD DONE SOME FURTHER FNANCIUNG GAP
PROJECTHONS BASED ON EVEN MORE GENEROUS ASSUMPTONS THAN THOSE.
1§ THE DOCUMENT OF 2 DECEMBER (TH&S T+#ME 100 PER CENT
RESCHEDUL:NG OF ARREARS,: CURRENT DEBT SERVICE .WNTEREST AND
PRUNCHPAL ETC)} AND THE FiNANCING GAPS FOR THE PERWOD AFTER
1991 WERE STiLL HORRENDOUS.  (THE SUPPORTNG TABLES AND
ASSUMPT i{ONS ARE BE.IWNG FAXED TO LONDON.)

13 ANOTHER «NFORMAL MEET:NG WAS F:WXED FOR 22 DECEMBER:
AT WHaCH LAROSHERE HOPED TO HEAR THE RESPONSE OF CRED:WTORS TO /HwS

Coniidantial
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FROM UKDEL: :|#MF/-1BRD-,* WASH:INGTON
TO DESKBY 050800Z FCC

TELNO 376

0OF 042300Z DECEMBER 86

AND TO PRIORETY CAiRO

JAMF: EGYPT

SUMMARY

1 LAROSHERE TOOK THE SENSE OF TODAY'S :WNFORMAL: MEET:WNG
AS BE(NG AN JNSTRUCTHON TO AGREE A STAND-BY ARRANGEMENT ON
TERMS CLOSE TO THOSE NOW BE:®NG OFFERED BY THE EGYPT:UANS.
HOWEVER,  HE STRESSED THAT SUCH A PROGRAMME LACKED MED:UM-TERM
BALANCE OF PAYMENTS V:UABUA:WTY AND WANTED COMFORT FROM EGYPT'S
CREDWTORS — BEFORE HE COULD BR{NG THE SBA TO THE BOARD ~ THAT
THERE WOULD BE EXTRAORDINARILY GENEROUS AND LONG-TERM
RESCHEDUL:#NG OF OFF(CikAL: DEBT.  OF THE DIREGTORS WHO SPOKE:;
THE NORDICS WERE THE LEAST SYMPATHETAC TO THE EGYPTiRAN
POSUTHON.  SAUD4 ARABid THE US, GERMANY:y FRANCE, JAPAN AND
CANADA WERE ALL: (:N DESCEND/NG ORDER) SUPPORTHNE OF THE
EGYPTIANS., b SPOKE EXACTLY TO YOUR TELNO 261. WE MUST HAVE
SOUNDED SLUIGHTLY FIRMER THAN THE LAST TWO BUT LESS FARM THAN
THE NORDICS.

DETAL: .

2 14 DARECTORS WERE PRESENT - THOSE DENT:FHED N
PARA.1 PLUS THE AUSTRALRAN,: iTALIAN,S HRANGAN: DUTCH, MEX:ICAN
CONSTWITUENCIKES AND FiiNA4SH (LshBYA.; REPRESENTHNG EGYPT) = AT
THE MD'S iNFORMAL MEET-WNG.

3 FUND STAFF BEGAN WWTH A PRESENTATwON ON PROGRESS N
THE NEGOTFATHONS WitiTH EGYPT BASED ON THE MATERWAL FAXED TO
LONDON 2 DECEMBER: THEY MADE CLEAR THAT THEY ST4fLL/ FOUND
NADEQUATE THE EGYPT:AN PROPOSALS ON THE EXCHANGE RATE 4

“WNTEREST RATES. AND PR4CHNG POLHCY. THE EXCHANGE RATE CHANGES

PROPOSED BY THE EGYPTWANS WERE CRMT-!C:M:SED FOR:

(-k) FABRLMNG TO TACKLE THE PROBLEM QUICKLY ENOUGH
DSCOURAGHING ECONOMIC ADJUSTMENT AND ENCOURAGING ADVERSE
SPECULAT-:ON (EG THROUGH ADVERSE LEADS AND LAGS):

(1) BEANG ADMANOSTRATHWELY CUMBERSOME AND FOR LEAVANG MANY
[MPORTANT COMMODKT-FES AT THE COMMERC:tAL: BANK RATHER THAN FREE
MARKET EXCHANGE RATE UNTIL LATE ‘N THE PROGRAMME:

(-4} NOT PRODUCHNG ANY MOVEMENT OF THE CENTRAL BANK RATE TO
THE FREE MARKET RATE,: THUS (TOGETHER W:iTH THE PRUCHNG
PROPOSALS) LEAV:ENG MANY AGR:«CULTURAL: PRODUCER PRHKCES MUCH TOO
LOW TO ST:iMULATE DOMEST:*C OUTPUT.

4 ON BINTEREST RATES,: THE STAFF STRESSED THAT W:WTH

HNTEREST RATES CURRENTLY F-uXED AT A MAXifMUM OF 13 1/4 PER CENT

AND iNFLAT.[ON APPROACH:NG 30 PER CENT, A MAJOR RSE :N
MNTERPEST RATES WAS NEEDED TO ALLOCATE RESOURCES MORE

EFFICHENTLY AND WAS A NECESSARY BUT NOT SUFFCENT COND:THON TO /ST‘P#Q:‘

&

Len‘;au ntial
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HiS CONCERNS OVER MEDWUM-TERM ViABid:MTY .
14 FCO PLEASE ADVANCE TO MOUNTFAELD AND WALSH (HMT)
WARE (BOE).,s BRAUTHWALTE AND DRUMMOND (FCO)} AND WOOTTEN (ODA).

LANKESTER
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EGYPT : IMF RESCHEDULING ETC VW@N' QQ
This note reports the latest position after yesterday's

informal meeting of Executive Directors in Washington.
The UK was isolated within G5 even on the basis of the
relatively soft formula we adopted and an SBA that overtly
does not lead to viability, or a fudge, is now firmly on
the cards. Creditors have been asked to consider before

22 December what financing support they can give.

20 You may want to report the situation to the Prime
Minister and, if opportunity arises, to raise the issues
with the French and Germans in the margins of ECOFIN. (Sir
G Littler might like to take parallel action in the Special

Monetary Committee Meeting).

Washington discussion
i The 1latest telegram UKDEL IMF 376 reports that at

the Managing Director's meeting the staff made it clear
that the Egyptian programme was inadequate on exchange
rates, interest rates and pricing policy. There was an
unfilled financing gap for the 18 months of any prospective
SBA and the balance of payments over the medium term did
not look viable. Even on more generous assumptions eg
100% rescheduling of everything (arrears, current debt
service interest principal) the financing gaps for the

period after 1991 were still horrendous.

- e : , DATE: 5 December 1986/p %' = -
P R s Monday. — | 10 Fan i Ve B 7 i)

% 2



4., In discussion the US, France, Germany, Japan and
Canada all spoke in favour of an early agreement on an
SBA ....... maintaining the momentum of negotiations .......
reaching a solution which paid due regard to Egypt's
political and economic problems ..... T < = o The US and

Canada both offered to increase their aid.

5 The Managing Director took this as an instruction
to agree a standby arrangement on terms close to those
now being offered by the Egyptians. However, given that
the programme lacked medium term balance of payments
viability, he sought assurances from the creditors of
financing support and fixed another meeting for 22 December

to hear creditors' offers.

Fe Although it 1is disappointing that the UK was so
isolated, Mr Lankester's intervention was well worthwhile.
It has focussed attention on the unrealism of the programme
and the need to decide how it should be financed. We need
to use the time up to 22 December to urge others to think

more seriously about them.

Next steps

7 We clearly need to think carefully about our line
and to re-examine the further financing calculations and
the earlier proposals from Mubarak. It is wunlikely that
we can find much to offer on top of a generous rescheduling
(which costs us little since we would not be paid anyway).
We also need to consider the signals that this will send
to other creditors. We will report further in the 1light
of interdepartmental discussion. In the meantime you and
Sir Geoffrey Littler might 1like to speak to the French
and Germans next week to make clear our disappointment
with the way events are shaping and our concern about the
financial implications. We understand from the press that
President Mubarak will visit France next week. Ts=attach

a speaking note.

8ie I also understand that the Prime Minister, when she

saw the original telegram, preferred the "soft option" |



which we advisied you to reject. But she did not, of course,
know the whole story. I therefore attach a short draft

letter which we might send to No 10 before the weekend.

MRS A F CASE
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SPEAKING NOTE

We welcome the progress which has been made in discussion
between the Fund and the Egyptian authorities. We fully
share others' concern about the Egyptians political and
economic problem:. However, we are seriously worried by
the possibility that the Fund will agree a programme lacking
medium term balance of payments viability. This can only
give the wrong signal to other debtors; increase
significantly the Fund's own arrears problem and lead to

unacceptable demands for further funds from each of our

countries.
25 We accept the need for very generous rescheduling
and will play our full part in that. However, even with

a generous contribution from the US, the Egyptian need
for finance will remain "extraordinary". Must make it

clear now that UK Government has no new funds to contribute.

B We are not convinced that the way things are moving

will lead to a solution which is in all our interests.
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DRAFT PS LETTER TO NO 10

ce FCO
Bank of England

We have known for some time, and warned in the
regular reports on the international debt scene,
that the Egyptian debt problem was coming to
the Dboil. An IMF team has recently returned
from Egypt, following negotiations with the new
Finance Minister. Its initial reaction is that
it cannot recommend a standby agreement on the
basis of proposed Egyptian economic policies
and see no chance that the present Egyptian
Government 1is prepared to compromise. In the
meantime President Mubarak has sent to all main
creditor governments a demand, including a softer
IMF programme, more bilateral aid, forgiveness
of military debt, 1long term and generous debt

rescheduling and emergency food aid. This is

being wurgently studied. But it is clear that
there is an enormous financing gap for Egypt
(put at $1.5 billion in the next 18 months, and
getting worse not better, even after the proposed

IMF programme) .

25 In the 1light of this, the Managing Director
called an informal meeting of creditors this
week at which the Staff's initial assessment

was confirmed. The programme was considered



weak on exchange rates, interest rates and pricing
policy. Even with 100% rescheduling, enormous

financing gaps remained in the period after 1991.

2, Before that meeting it was clear that many
other countries, including the ©US, France and
Germany were willing to see the Fund compromise

in a weak programme. I understand that the Prime

Minister saw Mr Lankester's telegram (UKDEL IMF
No 372). She favoured the second and softer
"line to take". However by the time we knew
her wview, the Chancellor had already agreed a
somewhat firmer 1line (agreed at official level
between Treasury, Bank and FCO) intended to place
responsibility on the Managing Director to look
for a viable programme. I attach the text to
which Mr Lankester spoke. But as expected, the
US/French/German acquiescence inisofter programme
was confirmed. The Managing Director seems
therefore prepared to accept an instruction to
agree a standby arrangement on terms close to
those offered by the Egyptians but lacking medium
term viability. He has however asked creditors
to consider what additional resources they could
provide. This is helpful, because it focusses
attention on the unrealism of the programme and
requires the others, notably the US, to think

again about whether it can be afforded.



4. We shall be considering the UK line further
in the 1light of President Mubarak's request and
will report further. But the way in which events
are moving raises serious questions in terms
of the additional resources we shall be asked
to provide on top of very generous rescheduling,
of the Fund's own financial position and in terms
of the appalling signals such an agreement would

send to other debtors.
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PROPOSED UK INTERVENTION

"My authorities remain convinced that agreement on an appropriate
programme with the IMF remains essential to the solution of Egypt's
problems and believe that this could unlock doors to new resources
which might ease Egypt's transition to a more sustainable position.
We welcome the progress reported today by Fund Staff and the
adjustment measures already taken by Egypt. We cannot claim to
have analysed fully the points set out by the Fund and the Egyptian
authorities. A number of aspects of a possible agreement, however,
clearly remain to be analysed and gquantified further and
questionmarks remain over the prospects for Egypt's eventual
balance of payments viability. We note the Staff's view (page 3)
that corrections are required in the pricing, interest rate and
exchange rate areas. How do staff assess Egyptian intentions? Any
IMF programme will need further financial support. The paper
itself says (para X) "this will require extraordinary assistance".
Where does Staff think this would come from in present
circumstances? We see in these papers progress in the right
direction. But we urge Staff and Egyptians to resolve these
outstanding questions quickly, and to work for an early agreement
which meets Egypt's needs - which include the restoration of
creditor and donor confidence - as well as safeguarding the

revolving character of the Fund's resources.
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DATE: 8 December 1986

CHANCELLOR ce Chief Secretary
Economic Secretary
Sir P Middleton
Sir G Littler
Mr Lavelle
Mr Evans
Mr Walsh
Mr Mountfield
Mr P Davis
Mr Pitcairn

EGYPT : IMF RESCHEDULING ETC

I attach a brief aide memoire designed to enable you to

mention this to the Prime Minister on Wednesday.

MRS A F CASE



CONFIDENTIAL

EGYPT : AIDE MEMOIRE

Handling the Egyptian debt problem over the next few weeks
will raise difficult issues. The Egyptians have been
lobbying for special treatment. Until recently G5 response
mirrored ours ie understanding of Egyptians economic and
political problems but IMF agreed reform programme essential

for prospect of viability [PM's words to Lufti in September. ]

2% An IMF team has recently returned from Egypt following
negotiations with the new Finance Minister. Its initial
reaction is that proposed Egyptian economic policies remain
inadequate (weak on exchange rates, interest rates and
pricing policy). After generous <rescheduling enormous
financing gap remains ($1.5 billion in the next 18 months
and getting worse not better thereafter). In parallel
Mubarak has sent all main creditor governments a demand
for softer IMF programme, more bilateral aid, forgiveness
of military debt, long term and generous debt rescheduling

and emergency food aid.

i Larosiere called an informal meeting to discuss way
forward 1last week. Before that meeting it became clear

that a number of other countries, including the US, France

“and Germany were willing to see the Fund compromise in

a weak programme. This was confirmed at the meeting. The

UK 1line was somewhat firmer. We welcomed progress and

., sought to place responsibility on the Managing Director

to look for a viable programme.

4, The Managing Director took the views expressed as
an instruction to agree a Standby Arrangement on terms

close to those offered by the Egyptians even though the

programme would lack medium term viability. He has asked

Hcreditors to consider before 22 December what additional

resources they could provide.

i Larosiere's request is helpful because it focusses

attention on the unrealism of the programme and requires



F W

the others, notably the US, to think again about whether

it can be afforded. We are unlikely to be able to offer
much on top of a generous rescheduling. (But we are not
major creditors: British-owned banks exposure $0.2 billion;

ECGD exposure $1 billion, including undisbursed loans.)
Outcome now on cards would be serious for the Fund's own
financial position and the appalling signal sent to other
debtors.
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CATHY RYDING
8 December 1986

MRS A F CASE cc Chief Secretary
Economic Secretary
Sir P Middleton
Sir G Littler
Mr Lavelle
Mr Evans
Mr Walsh
Mr Mountfield
Mr P Davis
Mr Pitcairn

EGYPT: IMF RESCHEDULING ETC
The Chancellor was grateful for your minute of 5 December.
2% The Chancellor will raise the issue with the French and

Germans in the margins of ECOFIN if an opportunity arises. The
Chancellor would also 1like to report the situation to the

Prime Minister*as you suggest, and would be grateful for a brief

aide memoire.

3t On your paragraph 7, the Chancellor thinks that you are
clearly right in saying that it is unlikely that we can find much to
offer on top of G generous rescheduling.

(::' 2
~¥FE¥thDp041u&d%ji5 on Wednascleny : K:;«

CATHY RYDING
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CONFIDENTIAL

FROM: A W KUCZYS
DATE: 9 December 1986

MRS A F CASE cc PS/Chief Secretary
PS/Economic Secretary
Sir P Middleton
Sir G Littler
Mr Lavelle
Mr H P Evans
Mr Walsh
Mr Mountfield
Mr P Davies
Mr Pitcairn

EGYPT: IMF RESCHEDULING ETC

Further to Cathy Ryding's note of 8 December, the Chancellor was
not in fact able to raise this subject at ECOFIN. Neither

Stoltenberg nor Balladur were present in Brussels.

25 As Mrs Ryding's note also explained, the Chancellor would
prefer to report orally to the Prime Minister on Wednesday, rather
than sending the draft minute which you provided. Please could we

have a brief aide memoire by close today (Tuesday)?

At

A W KUCZYS
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UKDELRINF/IBRI TELNQ 278: IMF A4D EAYPT
SUMMARY

1. THE EGYPTIANS PUT A NUMBER OF SPECIFIC REQUESTS FOR
SPECIALLY FAVOURABLE TREATMENT, WHEN EGYPT'S CARE iS
DISCUSSED BY CREDITOR COUNTRIES IN PARIS OM 18 DECEMBER,
THEY HAVE SO FAR SHOWK NO DISPOSITION TO CRITICISE THE

~ LINE TAKEN BY THE BRITISH REPRESENTATIVE AT THE 4 DECEMBER
{MF MEETING IN WASHINGTON.

DETAIL

2. WHEN | SAW ASSISTANT FOREIGHN MINISTER MAKHLOUF OM

10 DECEMBER AT HIS REQUEST (Ht WAS ALSO SEEINC SEPARATELY
THE AMBASSADORS OF OTHER CREDITOR COUMTRIES: THE FOPEIGN
MINISTER HAD INTENDED SEEING US AS A GROUP YESTERDAY, BUT
COULD HOT FIT IT IN BEFORE HE LEFT FOR PARIS). “AKHLOU:
EXPRESSED EGYPT'S THANKS FOR THE POSITION ARQPTED BY HER
PRINCIPAL CREDITORS AT THE & DECEMBER I™F MEETING IH
WASHINGTON. HE SHOWED NO TENDENCY TO CRITICISE THE
POSITION TAKEN B3Y THE BRITISH EXECUTIVE DIRECTOR AND MADE
CT CGEAR THEU THE EGYPTIANS WERE N GENERAL WELL SATISFIED
WiTH THE OUTCOME (AS INDEED THEY HAD GOOD REASCN TO BE).

3. MAKHLOUF WENT ON TO SAY THAT THE EGYPTIANS UNDERSTOOD
THERE WERE TO BE INFORMAL MEETINGS |N PARIS BETWEEN 15 FuD RO
17 TECE™
BER OF OECD COUNTRIES AND THAT O 18 DECEMPER
SHA'ALAN FOR THE IMF WOULD INITIATE A TISCUSSION 08 E5YPT,

b, IN THIS CONNECTION, THE EGYPTIANS HAD THREE SPECIFIC REQUESTS
TO PUT TO US:

AT WE SHOULD BE AS SENEROUS 5S
HEDUL 1¥G. THE EGYPTIANS WERE LOOKING
D OF 7 YEARS WITH EFFECT FROM 1 JULY
NING OF EGYPT'S FINANCIAL YEAR AND ALS

HEXT S5—YEAR PLAN) AND THAT REPAYMENT OF PQIMCIPAL AND
INTEREST SHOULD BZ SPREAD OVER 10 YEARS FRCM THAT DATE:

CONHDENTIAL &
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DATE: 10 December 1986

i \/})
CHANCELLOR [ . |4 P'iv»4f‘ “<q cc Chief Secretary
o Uwﬂ Economic Secretary

vy \"""i. de Sir P Middleton
\ A< K' \151r G Littler
‘ s T Mr Lavelle
: / K \L/‘X Mr H P Evans
. P’ Mr A Edwards
Mr Robson
‘3 " Mrs Case
P‘ Vv E¢> Mr Walsh
‘<L k 4©[ﬁ = 6~ v~ Mr P Davis
o Mr Pitcairn
S An ngm.}

EGYPT: FINANCIAL PROBLEMS

I understand you did not have a ghénce to speak to the Prime
Minister about this on Wednesday;/ But the time has now come,
I believe, when you should write to other colleagues too, to
warn them of the developing problems, and to make sure that
they all agree with the 1line we are taking. The problem is
very complicated, both financially and politically. I - “attach

a draft letter.

25 If you feel you should warn the Prime Minister first (given
her past involvement) you might 1like to wuse the draft as a

speaking note.
3% There are two deadlines: an informal discussion in the
Paris Club on 19 December and a further informal meeting of

the Executive Board of the IMF on 22 December. So it would

be helpful to despatch this letter before the weekend.

[

P MOUNTFIELD

A R
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ccl I Secretary
of State for
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Sir Robert Armstrong

EGYPT: FINANCIAL PROBLEMS

We have known for some time, from the reports of the
Interdepartmental Debt Group, that the Egyptian debt
problem was coming to the boil. Important decisions
are needed in the next few days, at the IMF and in
the Paris Club, which will commit us to the first
stage of a programme of economic support for Egypt.
But that stage by itself is unlikely to be successful.
If we take it, together with our partners, we are
in effect committing ourselves to going on with support
for Egypt for a good many years. We shall come under
great political pressure to take part, and I do not
see much chance of stopping the bandwagon which is
already rolling. But I must warn that the operation
is 1likely to be a very expensive one before it is

over.

2% An IMF team has recently returned from Egypt,
following negotiations with the new Finance Minister.

Its initial reaction was that it could not recommend



a standby agreement with the Fund on the basis of
current and proposed Egyptian economic policies, and
it saw no chance that the present Egyptian government
is prepared to compromise. Meanwhile, President Mubarak
has sent to all main creditor governments a demand,
including a softer IMF programme, more bilateral aid,
forgiveness of military debt, long-term and generous
debt rescheduling, and emergency food aid. This demand
is, no doubt, being urgently studied in all Western
capitals. But it is clear that there is an enormous
financing gap for Egypt. The Fund have put this at
$1.5bn for the next 18 months, even after rescheduling;
and is projected to get worse not better, even after
the proposed IMF programme. (There is some doubt
about the Fund's figures; we are urgently trying to
clarify them. But it 1is clear that on any showing

the gap is very wide.)

B In the 1light of this, the Managing Director of
the IMF called an informal meeting of creditors last
week, at which the Staff's initial assessment was
confirmed. The programme was considered to be weak
on exchange rates, interest rates and pricing policy.
Even with 100% rescheduling of arrears and of new
maturities of debt, enormous financing gaps continued

even in the period after 1991.

4, Before that meeting it was clear that many other

countries, including the US, France and Germany were



willing to see the Fund compromise in a weak programme.
I authorised the UK Executive Director to take a
reasonably firm line at the meeting, criticising the
content of the programme and also drawing attention
to the financing gaps. The objective was to place
responsibility on the Managing Director to seek for
a more viable programme. But, rather as we feared,
the US/French/German acquiescence in a softer programme
was confirmed. The Managing Director postponed a
decision until 22 December, but seems ready to accept
a Board instruction to negotiate a Stand-By Arrangement
on terms close to those offered by the Egyptians,
even though it would leave the Egyptian balancggg
payments (on his staff's own showing) non-viable in
the medium term. But he has asked creditors to consider
what additional resources they could provide. This
is helpful, because it focuses attention on the
unrealism of the programme, and requires the others,
notably the US, to think again about the problem of

how funding can be provided on the large scale required.

5% I remain reluctant to go along with an IMF
programme which is unlikely to succeed. I believe
much firmer measures will be needed in the end,
notwithstanding the unpopularity of +the necessary
measures 1in Egypt. Events will finally force the
Egyptian Government to take them. There is a real

danger, particularly in the "lame duck" period before

of



Monsieur de Larosiere's successor arrives, that the
IMF will "go soft" on the major debtors. (We have
seen similar signs on Brazil.) For that reason, I
think we should be right to go on encouraging the
Staff to take a firmer line, and avoid sending the
wrong signals to the other debtors. But, ‘short of
an absolute veto, I do not believe we can persuade
the rest of the Board. prevefﬁ I do not expect final

decisions to be taken at the Board on 22 December,

for which no staff paper has been circulated.

6. However, 1f the programme does go ahead as

proposed, it has to Dbe supported by considerable
additional finance (on top of the money which the
IMF itself will provide). There are several sets
of estimates circulating in Washington, but it seems
clear that the immediate need is for somewhere between
$1.2 and $1.5bn, even after rescheduling. Some of
this may come from the IBRD; some from the USA; but
there will still be a gap (of at least $350m, on the

last figures we have seen).

7o A major rescheduling of all Egyptian debt, from
now until he early 1990s, seems inevitable. T LS
is not formally rescheduled, it will not be paid.
Zﬁoweverj‘~fhis is a most unwelcome further addition
to ther burden of debt upon ECGD. It will require

them to borrow about another £75-80m from the Exchequer

next year, and more thereafter (not all of which is



allowed for in current forecasts). (Epweve;;) I think
we shall have to join in this operation on conventional
terms. I believe we should resist Egyptian demands
for concessional interest rates and excessively-long
repayment periods. They also want to avoid the label

of 'Paris Club'; this can no doubt be accepted.

8. The Egyptians have also asked to be "forgiven"
all military debt. Most of this is owed to the USA,
and we believe they are planning to meet the request
in part if not in whole. We ourselves have virtually
no debt owed to MOD; but there is a big new ECGD-
guaranteed loan, committed but not yet drawn down,
which would be caught by the Paris Club rescheduling.
Clearly we should resist any suggestion that this
debt be "forgiven".

2 Egypt has not asked for a rescheduling of
unguaranteed debt to commercial banks. There is only
about $5 billion of this, most of it short-term; and

the UK share is very small.

RO We shall no doubt be asked to contribute direct
bilateral aid as well. I believe ODA officials will
be putting some suggestions to you shortly, but I
cannot see that the UK can make more than a token

effort here.



S 3 o Further export credit, even if we were prepared
to provide it, would not help much. It will already
have been allowed for in the calculations of the
financing gap (along with the imports which it would
finance). However, as a matter of record, it is worth
remembering that there is still about £140m of credit
to be drawn down for the big Cairo Waste Water project,
and further sums for other ECGD project business,
as well as £150m on the defence sales memorandum
mentioned above. Much of this will be 1liable to be
rescheduled. Although obviously we must honour existing
commitments (including the money already committed
for the phase 1 of the Waste Water scheme) I do not
believe that ECGD should accept further commitments
in this market, except for minor expenditure necessary
to finish off existing British projects. ECGD will,
I understand, be preparing detailed proposals shortly

including the position on continued short-term cover.

1522 Egypt has also asked for substantial food aid.
There is already a provision of about 34 mecu in the
European Budget for this purpose. We shall need to
be careful that the Commission, under French or German
pressure, does not add substantially to this bill.
The Egyptians have asked whether this aid can be
accelerated, but we must await proposals from the
Commission on this point. There are no specific

proposals for other Community aid at present.



135 These are all short-term measures. As I undicated
above, the size of the problem now facing Egypt means
that further help will be needed right through to
the 1990s (Egyptian economic crises seem to go in
seven-year cycles, for which there is good biblical
precedent). It is therefore particularly important
that we should not accept new commitments in any of
these areas which might become the thin ends of very

large wedges.

14. No fresh Ministerial decisions are needed on
any of these questions at present (apart from the
matter of bilateral aid, on which your own officials
are consulting you); but I thought it right that you
and [hij other colleagues should know the full extent
of the problems we now face.

f\\;\ ﬂij
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1LG) I am seFdlng coplei of this (let ef to the Prime
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Mlnlster/ /and to the Secreta{\gs oﬁ_ State for Trade

and Industry and for Defenc;]andZ$1r Robert Armstrong.
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SECRETARY

cc Secretary
of State for
Trade and Industry
Secretary of State
for Defence
Prime Minister
Sir Robert Armstrong

EGYPT: FINANCIAL PROBLEMS

We have known for some time, from the reports of the
Interdepartmental Debt Group, that the Egyptian debt
problem was coming to the boil. Important decisions
are needed in the next few days, at the IMF and in
the Paris Club, which will commit us to the first
stage of a programme of economic support for Egypt.
But that stage by itself is unlikely to be successful.
If we take it, together with our partners, we are
in effect committing ourselves to going on with support
for Egypt for a good many years. We shall come under
great political pressure to take part, and I do not
see much chance of stopping the bandwégon which is
already rolling. But I must warn that the operation
is 1likely to be a very expensive one before it is
over. I attach a note by my officials, following
a discussion with other departments and the Bank of

England, which sets out the main problems.




FROM: P MOUNTFIELD
DATE: 12 December 1986

PS/CHANCELLOR
EGYPT: FINANCIAL PROBLEMS

I have redrafted the letter, as you asked, in the
form of a short covering letter from the Chancellor,

followed by a 'Note by Officials’'.

[

P MOUNTFIELD



No fresh Ministerial decisions are needed on any of
these questions at present (apart from the matter
of bilateral aid) on which your own officials are
consulting you; but I thought it right that you and
my colleagues should know the full extent of the

problems we now face.

I am sending copies of this 1letter to the Prime
Minister; and to the Secretaries of State for Trade

and‘Industry and Defence and Sir Robert Armstrong.
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EGYPT: FINANCIAL PROBLEMS

We have known for some time, from the reports of the
Interdepartmental Debt Group, that the Egyptian debt
problem was coming to the boil. Important decisions
are needed in the next few  days, at the IMF and in
the Paris Club, which lgng commit us to the first
stage of a programme of economic support for Egypt.
But that stage by itself is unlikely to be successful.
If we take it, together with our partners, we are
in effect committing ourselves to going on with support
for Egypt for a good many years. We shall come under
great political pressure to take part, and I do not
see much chance of stopping the bandwagon which is

_ hanr 6 S Nt
already rolling. But the operation

is 1likely to be a very expensive one before it is
=
over. I attach a note by @ﬁafofficials, following
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a discussion with other departments and the Bank of

England, which sets out the main problems' MM 7L{'VM~$
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FROM: P MOUNTFIELD
DATE: 12 December 1986

PS/CHANCELLOR
EGYPT: FINANCIAL PROBLEMS

I have redrafted the 1letter, as you asked, in the
form of a short covering letter from the Chancellor,
followed by a 'Note by Officials'.

[y

P MOUNTFIELD
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No fresh Ministerial decisions are needed on any of

(=) >

these questions at presen? (apart from the matter
of bilateral aidf on which Cyour own officials are
consulting yoq)/ but I thought it right that you and
@¥% (colleagues should know the full extent of the
problems we now face.
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EGYPT: FINANCIAL PROBLEMS
Note by the Treasury.

An IMF team has recently réturned from Egypt, following
negotiations with the new Finance Minister. Its initial
reaction was that it could not recommend a standby
agreement with the Fund on the basis of current and
proposed Egyptian economic policies, and it saw no
chance that the present Egyptian government is prepared
to compromise. Meanwhile, President Mubarak has sent
to all main creditor governments a demand, including_
a softer IMF programme, more bilateral aid, forgiveness
of military debt, long-term and generous debt
rescheduling, and emergency food aid. This demand
is, no doubt, being urgently studied in all Western
capitals. But it is clear that there is an enormous
financing gap for Egypt. The Fund have put this at
$1.5bn for the next 18 months, even after rescheduling;
and is projected to get worse not better, even after
the proposed IMF programme. (There 1is some doubt
about the Fund's figures; we are urgently trying to
clarify them. But it is clear that on any showing

the gap is very wide.)

2l In the light of this, the Managing Director of
the IMF called an informal meeting of creditors last
week, at which the Staff's 1initial assessment was

confirmed. The programme' was considered to be weak




on exchange rates, interest rates and pricing policy.
Even with 100% rescheduling of arrears and of new
maturities of debt, enormous financing gaps continued

even in the period after 1991.

Bie Before that meeting it was clear that many other
countries, including the US, France and Germany were
willing to see the Fund compromise in a weak programme.
The Chancellor authorised the UK Executive Director
to take a reasonably firm 1line at the meeting,
criticising the content of the programme and also
drawing attention to the financing gaps. The objective
was to place responsibility on the Managing Director
to seek for a more viable programme. But, rather
as we feared, the US/French/German acquiescence in
a softer programme was confirmed. The Managing Director
postponed a decision until 22 December, but seems
ready to accept a Board instruction to negotiate a
Stand-By Arrangement on terms close to those offered
by the Egyptians, even though it would 1leave the
Egyptian balance of payments (on his staff's own
showing) non-viable in the medium term. But he has
asked creditors to consider what additional resources
they could provide. This is helpful, because it focuses
attention on the wunrealism of the programme, and
requires the others, notably the US, to think again
about the problem of how funding can be provided on

the large scale required.



4. The Treasury remains reluctant to go along with

an IMF programme which is wunlikely to succeed. IE
believes much firmer measures will be needed in the
end, notwithstanding the unpopularity of the necessary
measures in Egypt. Events will finally force the
Egyptian Government to take them. There 1is a real
danger, particularly in the "lame duck" period before
Mensiewx de Larosigre's successor arrives, that the
IMF will "go soft" on the major debtors. (There have
been similar signs on Brazil.) For that reason, it
seems right to go on encouraging the Staff to take
a firmer 1line, and avoid sending the wrong signals
to the other debtors. But, short of an absolute veto,
it will be almost impossible to peréuade the rest
of the Board. However, it is wunlikely that final

decisions to be taken at the Board on 22 December,

for which no staff paper has been circulated.

5% However, if the programme does go ahead as
Wl )
proposed, it des (to be supported by considerable
additional finance (on top of the money which the
IMF itself will provide). There are several sets
of estimates circulating in Washington, but it seems
clear that the immediate need is for somewhere between
$l.2Lhand $1.5bn, even after rescheduling. Some of

this may come from the IBRD; some from the USA; but

there will still be a gap (of at least $350m, on the




last figures we have seen).

G A major rescheduling of all Egyptian debt, from
now until he early 1990s, seems inevitable. IGE e
is not formally rescheduled, it will not be paid.
However, this is a most unwelcome further addition
to the burden of debt upon ECGD. It will require
them to borrow about another £75-80m from the Exchequer
next year, and more thereafter (not all of which is
allowed for in <current forecasts). The US will
certainly have to join in this operation on conventional
terms. But it is proposed to resist Egyptian demands
for concessional interest rates and excessively-long
repayment periods. They also want to avoid the label

of 'Paris Club'; this can no doubt be accepted.

7 ¢ The Egyptians have also asked to be "forgiven"
all military debt. Most of this is owed to the USA,
and we believe they are planning to meet the request
in part if not in whole. The UK have virtually no
debt owed to MOD; but there is a big new ECGD-guaranteed
defence loan, committed but not yet drawn down, which
would be caught by the Paris Club rescheduling. Clearly
we should resist any suggestion that this debt be

"forgiven".



8% Egypt has not asked for a rescheduling of

unguaranteed debt to commercial banks. There is only
about $5 billion of this, most of it short-term; and

the UK share is very small.

Gie We shall no doubt be asked to contribute direct
bilateral aid as well. ODA officials will be putting
proposals to the Foreign Secretary shortly, but e
cannot see that the UK can make more than a token

effort here.

1LT0)S Further export credit, even if we were prepared
to provide it, would not help much. it will already
have been allowed for in the calculations of the
financing gap (along with the imports which it would
finance). However, as a matter of record, it is worth
remembering that there is still about £140m of credit
to be drawn down for the big Cairo Waste Water project,
and further sums for other ECGD project business,
as well as £150m on the defence sales memorandum
mentioned above. Much of this will be 1liable to be
rescheduled. Although obviously we must honour existing
commitments (including the money already committed
for the phase 1 of the Waste Water scheme) ECGD will
not accept further commitments in this market, except
for minor expenditure necessary to finish off existing

British projects. ECGD will be preparing detailed



proposals shortly including the position on continued

short-term cover.

1L Egypt has also asked for substantial food aid.
There is already a provision of about 34 mecu in the
European Budget for this purpose. We shall need to
be careful that the Commission, under French or German
pressure, does not add substantially to this bill.
The Egyptians have asked whether this aid can be
accelerated, but we must await proposals from the
Commission on this point. There are no specific

proposals for other Community aid at present.

1L These are all short-term measures. As indicated
above, the size of the problem now facing Egypt means
that further help will be needed right through to
the 1990s (Egyptian economic crises seem to go in
seven-year cycles, for which there is good biblical
precedent). It 1is therefore particularly important
that we should not accept new commitments in any of
these areas which might become the thin ends of very

large wedges.
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Mr Lavelle

Mr H P Evans
Mr A Edwards

Mr Robson

e ] . = - , Mrs Case

Treasurvy Chambers, Parliament Street, SWIP 3AG yp Walsh
01-233 3000 Mr P Davies

Mr Pitcairn
THE FOREIGN AND COMMONWEALTH SECRETARY

EGYPT: FINANCIAL PROBLEMS

We have known for some time, from the reports of the
Interdepartmental Debt Group, that the Egyptian debt problem was
coming to the boil. Important decisions are needed in the next few
days, at the IMF and in the Paris Club, which would commit us to the
first stage of a programme of economic support for Egypt. But that
stage by itself is unlikely to be successful. If we take it,
together with our partners, we are in effect committing ourselves
to going on with support for Egypt for a good many years. We shall
come under great political pressure to take part, and I do not see
much chance of stopping the bandwagon which is already rolling.
But I have to say that the operation is 1likely to be a very
expensive one before it is over. I attach a note by Treasury
officials, following a discussion with other departments and the
Bank of England, which sets out the main problems in terms agreed

by me.

No fresh Ministerial decisions are needed on any of these questions
at present (apart from the matter of bilateral aid on which I
understand your own officials are consulting you), but I thought it
right that you and other colleagues should know the full extent of
the problems we now face.

I am sending copies of this minute to the Prime Minister,
George Younger, and Paul Channon, and to Sir Robert Armstrong.

15 December 1986

CONFIDENTIAL cc Chief Secretary
Economic Secretary
Sir P Middleton
Sir G Littler

Mr Mountfield



EGYPT: FINANCIAL PROBLEMS

Note by the Treasury.

An IMF team has recently returned from Egypt, following
negotiations with the new Finance Minister. 1Its initial
reaction was that it could not recommend a standby
agreement with the Fund on the basis of current and
proposed Egyptian economic policies, and it saw no
chance that the present Egyptian government is prepared
to compromise. Meanwhile, President Mubarak has sent
to all main creditor governments a demand, including
a softer IMF programme, more bilateral aid, forgiveness
of military debt, long-term and generous debt
rescheduling, and emergency food aid. This demand
is, no doubt, being urgently studied in all Western
capitals. But it is clear that there is an enormous
financing gap for Egypt. The Fund have put this at
$1.5bn for the next 18 months, even after rescheduling;
and 1is projected to get worse not better, even after
the proposed IMF programme. (There is some doubt
about the Fund's figures; we are urgently trying to
clarify them. But it 1is clear that on any showing

the gap is very wide.)

2. In the 1light of this, the Managing Director of
the IMF called an informal meeting of creditors last
week, at which the Staff's initial assessment was

confirmed. The programme was considered to be weak



on exchange rates, interest rates and pricing policy.
Even with 100% rescheduling of arrears and of new
maturities of debt, enormous financing gaps continued

even in the period after 1991.

3. Before that meeting it was clear that many other
countries, including the US, France and Germany were
willing to see the Fund compromise in a weak programme.
The Chancellor authorised the UK Executive Director
to take a reasonably firm 1line at the meeting,
criticising the content of the programme and also
drawing attention to the financing gaps. The objective
was to place responsibility on the Managing Director
to seek for a more viable programme. But, rather
as we feared, the US/French/German acquiescence in
a softer programme was confirmed. The Managing Director
postponed a decision until 22 December, but seems
ready to accept a Board instruction to negotiate a
Stand-By Arrangement on terms close to those offered
by the Egyptians, even though it would 1leave the
Egyptian balance of payments (on his staff's own
showing) non-viable in the medium term. But he has
asked creditors to consider what additional resources
they could provide. This is helpful, because it focuses
attention on the unrealism of the programme, and
requires the others, notably the US, to think again
about the problem of how funding can be provided on

the large scale required.




4. The Treasury remains reluctant to go along with an
IMF programme which is unlikely to succeed. It believes
much firmer measures will be needed in the end,
notwithstanding the unpopularity of the necessary measures
in Eqypt. Events will finally force the Egyptian
Government to take them. There 1is a real danger,
particularly in the "lame duck" period before Larosiére's
successor arrives, that the IMF will "go soft" on the major
debtors. (There have been similar signs on Brazil.) For
that reason, it seems right to go on encouraging the Staff
to take a firmer line, and avoid sending the wrong signals
to the other debtors. But, short of an absolute veto, it
will be almost impossible to persuade the rest of the
Board. However, it is unlikely that final decisions to be
taken at the Board on 22 December, for which no staff paper

has been circulated.

5ie However, if the programme does go ahead as proposed,
it will have to be supported by considerable additional
finance (on top of the money which the IMF itself will
provide). There are several sets of estimates circulating
in Washington, but it seems clear that the immediate need
is for somewhere between $1.2 bn and $1.5 bn, even after
rescheduling. Some of this may come from the IBRD; some

from the USA; but there will still be a gap (of at least

$350 m, on the last figures we have seen).




6. A major rescheduling of all Egyptian debt, from
now until he early 1990s, seems inevitable. £ St
is not formally rescheduled, it will not be paid.
However, this is a most unwelcome further addition
to the burden of debt upon ECGD. It will require
them to borrow about another £75-80m from the Exchequer
next year, and more thereafter (not all of which is
allowed for in current forecasts). The US will
certainly have to join in this operation on conventional
terms. But it is proposed to resist Egyptian demands
for concessional interest rates and excessively-long.
repayment periods. They also want to avoid the 1label

of 'Paris Club'; this can no doubt be accepted.

7o The Egyptians have also asked to be "forgiven"
all military debt. Most of this is owed to the USA,
and we believe they are planning to meet the request
in part if not in whole. The UK have virtually no
debt owed to MOD; but there is a big new ECGD-guaranteed
defence loan, committed but not yet drawn down, which
would be caught by the Paris Club rescheduling. Clearly
we should resist any suggestion that this debt be

"forgiven".



8. Egypt has not asked for a rescheduling of
unguaranteed debt to commercial banks. There is only
about $5 billion of this, most of it short-term; and

the UK share is very small.

9. We shall no doubt be asked to contribute direct
bilateral aid as well. ODA officials will be putting
proposals to the Foreign Secretary shortly, but ke
cannot see that the UK can make more than a token

effort here.

10. Further export credit, even if we were prepared
to provide it, would not help much. It will already
have been allowed for in the calculations of the
financing gap (along with the imports which it would
finance). However, as a matter of record, it is worth
remembering that there is still about £140m of credit
to be drawn down for the big Cairo Waste Water project,
and further sums for other ECGD project business,
as well as £150m on the defence sales memorandum
mentioned above. Much of this will be 1liable to be
rescheduled. Although obviously we must honour existing
commitments (including the money already committed
for the phase 1 of the Waste Water scheme) ECGD will
not accept further commitments in this market, except
for minor expenditure necessary to finish off existing

British projects. ECGD will be preparing detailed




proposals shortly including the position on continued

short-term cover.

1. Egypt has also asked for substantial food aid.
There is already a provision of about 34 mecu in the
European Budget for this purpose. We shall need to
be careful that the Commission, under French or German
pressure, does -not add substantially ‘to +this bill.
The Egyptians have asked whether this aid can be
accelerated, but we must await proposals from the
Commission on this point. There are no specific

proposals for other Community aid at present.

2. These are all short-term measures. As indicated
above, the size of the problem now facing Egypt means
that further help will be needed right through to
the 1990s (Egyptian economic crises seem to go in
seven-year cycles, for which there is good biblical
precedent) . It 1is therefore particularly important
that we should not accept new commitments in any of
these areas which might become the thin ends of very

large wedges.



EGYPT: FINANCIAL PROBLEMS

Note by the Treasury.

An IMF team has recently returned from Egypt, following
negotiations with the new Finance Minister. Its initial
reaction was that it could not recommend a standby
agreement with the Fund on the basis of current and
proposed Egyptian economic policies, and it saw no
chance that the present Egyptian government is prepared
to compromise. Meanwhile, President Mubarak has sent
to all main creditor governments a demand, including
a softer IMF programme, more bilateral aid, forgiveness
of military debt, long-term and generous debt
rescheduling, and emergency food aid. This demand
is, no doubt, being urgently studied in all Western
capitals. But it is clear that there is an enormous
financing gap for Egypt. The Fund have put this at
$1.5bn for the next 18 months, even after rescheduling;
and is projected to get worse not better, even after
the proposed IMF programme. (There 1is some doubt
about the Fund's figures; we are urgently trying to
clarify them. But it is clear that on any showing

the gap is very wide.)

2% In the 1light of this, the Managing Director of
the IMF called an informal meeting of creditors last
week, at which the Staff's initial assessment was

confirmed. The programme was considered to be weak



on exchange rates, interest rates and pricing policy.
Even with 100% rescheduling of arrears and of new
maturities of debt, enormous financing gaps continued

even in the period after 1991.

35 Before that meeting it was clear that many other
countries, including the US, France and Germany were
willing to see the Fund compromise in a weak programme.
The Chancellor authorised the UK Executive Director
to take a reasonably firm line at the meeting,
criticising the content of the programme and also
drawing attention to the financing gaps. The objective
was to place responsibility on the Managing Director
to seek for a more viable programme. But, rather
as we feared, the US/French/German acquiescence in
a softer programme was confirmed. The Managing Director
postponed a decision until 22 December, but seems
ready to accept a Board instruction to negotiate a
Stand-By Arrangement on terms close to those offered
by the Egyptians, even though it would 1leave the
Egyptian Dbalance of payments (on his staff's own
showing) non-viable in the medium term. But he has
asked creditors to consider what additional resources
they could provide. This is helpful, because it focuses
attention on the wunrealism of the programme, and
requires the others, notably the US, to think again
about the problem of how funding can be provided on

the large scale required.



4. The Treasury remains reluctant to go along with an
IMF programme which is unlikely to succeed. It believes
much firmer measures will be needed in the end,
notwithstanding the unpopularity of the necessary measures
in Egypte. Events will finally force the Egyptian
Government to take them. There 1is a real danger,
particularly in the "lame duck" period before Larosiére's
successor arrives, that the IMF will "go soft" on the major
debtors. (There have been similar signs on Brazil.) For
that reason, it seems right to go on encouraging the Staff
to take a firmer line, and avoid sending the wrong signals
to the other debtors. But, short of an absolute veto, it
will be almost impossible to persuade the rest of the
Board. However, it is unlikely that final decisions to be
taken at the Board on 22 December, for which no staff paper

has been circulated.

5% However, if the programme does go ahead as proposed,
it will have to be supported by considerable additional
finance (on top of the money which the IMF itself will
provide) . There are several sets of estimates circulating
in Washington, but it seems clear that the immediate need
is for somewhere between $1.2 bn and $1.5 bn, even after
rescheduling. Some of this may come from the IBRD; some
from the USA; but there will still be a gap (of at least

$350 m, on the last figures we have seen).



6. A major rescheduling of all Egyptian debt, from

now until he early 1990s, seems inevitable. eI
is not formally rescheduled, it will not be paid.
However, this is a most wunwelcome further addition
to the burden of debt wupon ECGD. It will require
them to borrow about another £75-80m from the Exchequer
next year, and more thereafter (not all of which is
allowed for in <current forecasts). The US will
certainly have to join in this operation on conventional
terms. But it is proposed to resist Egyptian demands
for concessional interest rates and excessively-long
repayment periods. They also want to avoid the label

of 'Paris Club'; this can no doubt be accepted.

7% The Egyptians have also asked to be "forgiven"
all military debt. Most of this is owed to the USA,
and we believe they are planning to meet the request
in part if not in whole. The UK have wvirtually no
debt owed to MOD; but there is a big new ECGD-guaranteed
defence loan, committed but not yet drawn down, which
would be caught by the Paris Club rescheduling. Clearly
we should resist any suggestion that this debt be

"forgiven".



8. Egypt has not asked for a rescheduling of

unguaranteed debt to commercial banks. There is only
about $5 billion of this, most of it short-term; and

the UK share is very small.

D We shall no doubt be asked to contribute direct
bilateral aid as well. ODA officials will be putting
proposals to the Foreign Secretary shortly, but e
cannot see that the UK can make more than a token

effort here.

RO Further export credit, even if we were prepared
to provide it, would not help much. It will already
have been allowed for in the calculations of the
financing gap (along with the imports which it would
finance). However, as a matter of record, it is worth
remembering that there is still about £140m of credit
to be drawn down for the big Cairo Waste Water proiject,
and further sums for other ECGD project business,
as well as £150m on the defence sales memorandum
mentioned above. Much of this will be 1liable to be
rescheduled. Although obviously we must honour existing
commitments (including the money already committed
for the phase 1 of the Waste Water scheme) ECGD will
not accept further commitments in this market, except
for minor expenditure necessary to finish off existing

British projects. ECGD will be preparing detailed



proposals shortly including the position on continued

short-term cover.

1Lk Egypt has also asked for substantial food aid.
There is already a provision of about 34 mecu in the
European Budget for this purpose. We shall need to
be careful that the Commission, under French or German
pressure, does not add substantially to this bill.
The Egyptians have asked whether this aid can be
accelerated, but we must await proposals from the
Commission on this point. There are no specific

proposals for other Community aid at present.

125 These are all short-term measures. As indicated
above, the size of the problem now facing Egypt means
that further help will be needed right through to
the 1990s (Egyptian economic <crises seem to go in
seven-year cycles, for which there is good biblical
precedent) . It 1is therefore particularly important
that we should not accept new commitments in any of
these areas which might become the thin ends of very

large wedges.
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Egypt: Financial Problems
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105 Thank you for your minute of 15 December.

20 I share many of your concerns about the weakness of
the current IMF proposals for a programme for Egypt. They
do not provide a good basis for the solution of Egypt's
problems in the medium term, and will be expensive to

implement. But, as you say, there is not much we can do

about it. We shall not change the minds of our G5 colleagues,

and to stand out in isolation will only irritate both them
and the Egyptians for no practical gain, particularly as

we have less at stake than other donors and creditors.

3. I do not think we should assume that all is lost.
Like many other debtors, Egypt will need a long-term
relationship with the IMF. There will be a chance in
subsequent programmes to toughen up the measures included
in the initial one. As so often, the decision to go to
the IMF has been politically difficult. Once that bridge
has been crossed, and assuming the relationship gets
closer, it should be easier to build on. Donor countries
confronted with expensive long-term commitments will also
want to see genuine economic reforms in place, and we
should find them more responsive to our concerns as time

goes on.

/4.
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4. Although long-term support for Egypt will be expensive,
the other options are not attractive. The current
alternatives to Mubarak are all worse. Our remaining
economic interests in Egypt would be damaged. The potential
costs to the West of an unstable Egypt, in an already

highly volatile Middle East, are enormous. We have seen

in Zambia and Brazil in recent weeks how quickly unpopular
economic measures can get the mob on to the streets. 1In

our judgement the potential for disruption and political
instability in Egypt is considerably greater than in either
of these. A breach with the IMF at this stage would only
encourage Egypt's strong fundamentalist opposition and other

opponents of Egypt's pro-Western orientation.

55 You rightly note that we shall be called upon to help
fill the financing gap. I recognise that both our economic
interests in Egypt and our enthusiasm for the proposed
programme are smaller than those of the US, FRG and France.
I believe that we should only do what is necessary to retain
our credibility in the eyes of the Egyptians, and of our

G5 colleagues whose support we may need to enlist for other

countries in trouble. It is relevant here that our support

| for the Mexican package probably made it easier for us to
enlist US help over Nigeria. We should make all we can of
what we are already doing through new credits, bilateral aid,

EC food aid and financial support, and the Paris Club.

6. I have agreed that we should offer an additional

£10 million quick-disbursing financial aid on grant terms,
on condition that agreement is reached between Egypt and the
IMF on a programme of economic reform, and provided also
that other donors between them agree to make available

sufficient funds to fill the financing gap, and that the

/Paris Club
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Paris Club agrees upon an appropriate rescheduling
arrangement. I should be happy for our Executive Director
at the IMF to announce this at M. Larosiere's Board meeting
on 22 December, and propose that we should follow this up
with a high-level message to the Egyptians. I must add,
however, that financial constraints on the aid programme
mean that we have no more than this to offer, and I

cannot pretend that £10 million will be seen by the
Egyptians (or the IMF) as an adequate response to Egypt's
(SIS Al e

e I can understand your reluctance to commit further
export credits, but I am surprised that you say that new
export credits would not help much. I believe that a
continued limited flow of new credits, if properly
targetted with IBRD's help, would help to keep Egypt and
the IMF together, would encourage the prospect of a tougher
programme next time, would keep our foot in a market which,
if it has little medium term potential, still has some in
the long-term, would help us politically with both the

G5 and the Egyptians, and would share the burden around
Whitehall (we have already given Egypt Retrospective Terms
Adjustment). I have in mind doing no more than maintaining
our existing very restrictive cover, which is considerably
less than we have done for Nigeria and Mexico. As you know
ECGD cover is an area in which Egyptian misconceptions in
the recent past about our attitude have proved hard to
correct. I hope therefore that we can avoid falling behind
the credit-insurer pack, which we would if we adopt new
restrictions that would be regarded as a vote of no
confidence by the Egyptians and which would have damaging

knock-on effects on our ATP and trade efforts.

/8
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81 I am copying this minute to the Prime Minister,

George Younger, Paul Channon and Sir Robert Armstrong.

GEOFFREY HOWE

Foreign & Commonwealth Office

18 December 1986
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EGYPT:~ LINE TO TAKE: IMF INFORMAL BOARD MEETING ON 22 DECEMBER

You will have seen from Cairo telegram number 785 (attached)
that it has been reported that President Mubarak has asked that
his disappointment with the line taken by the UK Executive Director
at the 1last informal meeting of the IMF Board on Egypt should
be conveyed to the Prime Minister. He has also expressed the
hope that the Prime Minister will issue instructions to ensure

that Britain is more supportive of Egypt at the meeting on Monday.

20 The Egyptian$ are using their wusual tactics to soften us
up. We need to establish a line to take for Mr Lankester at
Monday's meeting that does not leave us exposed within G5 but
retains some pressure for the objective of balance of payments

viability to at least ‘be recognised. The proposed IMF programme

remains inadequate to achieve viability, even in the medium term.

A financing gap remains.

3% The outcome of the discussion at the Paris Club today was
basically leading towards generous re-financing terms for Egypt
provided that an IMF programme is agreed. The Overseas Development
Administration have also now agreed that an additional £10 million
of bilateral aid might be made available, but to mention this
relatively low sum in the line to take might be counter-productive.
But we shall give Mr Lankeste; discretion to mention it, if he

feels that it would be usefulff

4. The attached 1line to take has been agreed with AEF, the
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. FCO, ODA and the Bank of England. If you agree, your office
might also agree it with No 10 early tomorrow. It could then

be incorporated in a telegram of instructions to Mr Lankester

later in the day.

[
H G WALSH
Mr Maude - FCO

Mr Hudson — ODA
Mr Ware - Bank of England
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Line to take

My authorities welcome the progress made so far in continuing
efforts to reach agreement on a suitable programme for Egypt
within the international institutions and also welcome policy
reforms proposed by Egypt as a substantial step towards the
necessary adjustment. The UK is very ready to assist in this
process and has Jjoined with other creditors in the Paris Club
in recognising the need for a generous rescheduling of officially
guaranteed debt over a period of years once a programme has been
agreed. Substantial FEuropean Community assistance, to which
the UK makes a substantial contribution, is also being made
available. UK is keeping open existing undrawn export credit
commitments worth over $500 million and is ready to contribute
towards Egypt's special needs within the limited resources of
the UK aid programme. The achievement of balance of payments
viability for Egypt in conditions of political and social stability
is an important concern of HMG. But we recognise that this will
be possible only in the medium term and stress importance of
working towards IMF programmes sufficient to achieve this objective

and to protect the Fund's resources.
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MR WALSH cc PS/Chief Secretary
PS/Economic Secretary
Sir P Middleton
Sir G Littler
Mr Lavelle
Mr H P Evans
Mrs Case
Mr Pitcairn
Mr Milligan

EGYPT: IMF INFORMAL BOARD MEETING ON 22 DECEMBER

The Chancellor has seen your minute of 18 December. As I have
already told Mr Milligan, he 1is content with the 1line for
Mr Lankester to take, except that (for the purposes of clearing it
with the Prime Minister) it should be broken into two or three
paragraphs. We should also make clear that Mr Lankester is being
given discretion to mention the £10 million financial aid as and

when he considers it useful to do so.

28 As I also mentioned to Mr Milligan, I would be very grateful
for a short covering letter to No.l0, which will need to take
account of the Foreign Secretary's minute of yesterday to the
Chancellor.

Q| -

A W KUCZYS
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AND ALSO WELCOME POLICY REFORMS PROPOSED BY EGYPT
AS A SUBSTANTIAL STEP TOWARDS THE NECESSARY ADJUSTMENT.
THE UK IS VERY READY TO ASSIST IN THIS PROCESS AND
HAS JOINED WITH OTHER CREDITORS IN THE PARIS CLUB
IN RECOGNISING THE NEED FOR A MULTILATERAL RESCHEDULING
OF OFFICIALLY GUARANTEED DEBT OVER A PERIOD OF YEARS
ONCE A STANDBY HAS BEEN AGREED. SUBSTANTIAL EUROPEAN
COMMUNITY ASSISTANCE, TO WHICH THE UK MAKES A SUBSTANTIAL
CONTRIBUTION IS ALSO BEING MADE AVAILABLE. UK IS
KEEPING OPEN EXISTING UNDRAWN EXPORT CREDIT COMMITMENTS
WORTH OVER DOLLARS 500 MILLION AND IS READY TO CONTRIBUTE
TOWARDS EGYPT'S SPECIAL NEEDS WITHIN THE LIMITED
RESOURCES OF THE UK AID PROGRAMME. THE ACHIEVEMENT
OF BALANCE OF PAYMENTS VIABILITY FOR EGYPT IN CONDITIONS
OF POLITICAL AND SOCIAL STABILITY IS AN IMPORTANT
CONCERN OF HMG. BUT WE RECOGNISE THAT THIS WILL
BE POSSIBLE ONLY IN THE MEDIUM TERM AND STRESS IMPORTANCE
OF WORKING TOWARDS IMF PROGRAMMES SUFFICIENT TO ACHIEVE
THIS OBJECTIVE AND TO PROTECT THE FUND'S RESOURCES.
5. ODA HAVE NOW AGREED THAT SOME BILATERAL AID CAN BE
MADE AVAILABLE TO EGYPT. YOU HAVE FULL DISCRETION TO
MENTION THIS IN THE DISCUSSION IF YOU CONSIDER IT HELPFUL.
OUR SUGGESTED LINE IS: UK HAS AGREED TO OFFER AN ADDITIONAL
POUNDS 10 MILLION QUICK DISBURSING FINANCIAL AID ON GRANT
TERMS FOR BRITISH GOODS AND SERVICES, ON CONDITION THAT
AGREEMENT IS REACHED BETWEEN EGYPT AND THE IMF ON A PROGRAMME
OF ECONOMIC REFORMS, AND PROVIDED ALSO THAT OTHER DONORS
BETWEEN THEM AGREE TO MAKE AVAILABLE SUFFICIENT FUNDS
TO FILL THE FINANCING GAP, AND THAT THE PARIS CLUB AGREES
UPON AN APPROPRIATE RESCHEDULING ARRANGEMENT.
OVERALL ASSESSMENT
6. IT IS CLEAR FROM INFORMAL EB MEETING ON 4 DECEMBER
AND YOUR SUBSEQUENT REPORTS THAT IMF IS BEING PLACED IN
DIFFICULT POSITION. ON THE ONE HAND, OTHER G5 AND ITALY
ARE CONTENT FOR VERY WEAK PROGRAMME TO PROCEED. ON THE
OTHER, PROPOSED ADJUSTMENT MEASURES APPEAR INSUFFICIENT,

2
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INFO PRIORITY CAIRO

IMF: EGYPT
_OBJECTIVE

q53 INTERVENE LATE AND LOW KEY IN INFORMAL DISCUSSIONS

TO ENDORSE PROPOSED PROGRAMME WITH RESERVATIONS - SEE

FOLLOWING LINE TO TAKE. YOUR MAIN INTERVENTION SHOULD

BE EXACTLY IN TERMS OF LINE TO TAKE BELOW. ANY SUBSEQUENT

INTERVENTIONS NEED NOT SPECIFICALLY ECHO US/GERMAN/FRENCH

SENTIMENTS BUT NEITHER SHOULD YOU BE ISOLATED WITHIN G5

- SEE SENSITIVITIES.

SENSITIVITIES

2. MUBARAK HAS WRITTEN TO PM CRITICISING LAST UK INTERVENTION

AT EB - SEE TELNO 785 OF 18 DECEMBER.

LINE TO TAKE

3. THE FOLLOWING LINE TO TAKE HAS BEEN AGREED WITH THE

CHANCELLOR AND IS BEING CLEARED WITH PM OVER WEEKEND -

WE WILL CONFIRM ANY CHANGES ORALLY.

4. LINE TO TAKE
MY AUTHORITIES WELCOME THE PROGRESS MADE SO FAR IN
CONTINUING EFFORTS TO REACH AGREEMENT ON A SUITABLE
PROGRAMME FOR EGYPT WITHIN THE INTERNATIONAL INSTITUTIONS-

1
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ECGD CREDITS °

9. THE AVAILABILITY OF NEW EXPORTS CREDITS WILL DEPEND

ON THE NATURE OF THE RESCHEDULING PROPOSALS. IN ACCORDANCE
WITH OUT NORMAL POLICIES, ECGD WOULD BE PREPARED TO CONTINUE
TO MAKE SHORT TERM CREDIT AVAILABLE, PROVIDED EGYPT DOES

NOT RESCHEDULE SHORT TERM DEBT. SO FAR AS MEDIUM AND

LONG TERM DEBT IS CONCERNED, EGYPT WOULD IN PRINCIPLE

BE ELIGIBLE FOR OUR SO CALLED DX FACILITY (UNDER WHICH

COVER IS RESTORED EARLY FOR COUNTRIES WITH A GOOD ADJUSTMENT
RECORD IN SUPPORT OF THEIR ADJUSTMENT PROGRAMME) THOUGH

THE TIMING OF ANY RESUMPTION OF COVER WOULD DEPEND ON

THE ADEQUACY OF THAT EFFORT. (FOR YOUR INFORMATION ONLY,
EARLY RESUMPTION OF COVER FOR EGYPT LOOKS SOME WAY OFF

GIVEN THE PRESENT IMF PROGRAMME). BUT WHITEHALL DISCUSSIONS
ARE CONTINUING.

10. FIGURE OF DOLLARS 500 MILLION IS MADE UP OF UNDRAWN
BALANCES ON SIGNED LOAN AGREEMENTS ON CIVIL BUSINESS OF
POUNDS 208 MILLION, AND ON MILITARY BUSINESS DEFENCE LINES
OF CREDIT OF POUNDS 150 MILLION.

EC POSITION

11. 'AS FAR AS THE EUROPEAN COMMUNITY IS CONCERNED UNDISBURSED
MONIES UNDER THE SECOND PROTOCOL AT THE END OF AUGUST
AMOUNTED TO 102 MECU FOR EIB LOANS AND 112 MECU FOR PROJECT
AID. WE WOULD EXPECT THESE SUMS TO BE DISBURSED OVER

THE NEXT TWO YEARS. UNDER THE THIRD MEDITERRANEAN PROTOCOL
WE WOULD EXPECT EGYPT TO BE ELIGIBLE FOR AT LEAST THE

SAME LEVEL AS THEY ENJOYED UNDER THE SECOND PROTOCOL,

NAMELY 276 MECU. THE LIKELY DISBURSEMENT PERIOD IS 1988-1992.
UNDER FOOD AID PROVISIONS EGYPT WILL HAVE RECEIVED ABOUT

34 MECU THIS YEAR AND IT WOULD BE REASONABLE TO ASSUME
ROUGHLY THE SAME LEVEL FOR THE NEXT TWO CALENDAR YEARS.
THERE IS NO AID DEBT. AS FAR AS WE ARE CONCERNED EGYPT

WAS BROUGHT UNDER THE RTA ARRANGEMENTS FOR SOME YEARS

AGO.

12. PLEASE CONFIRM TEXT OF YOUR INTERVENTION(S) DESKBY

TO CAIRO SO THAT THEY CAN TELL EGYPTIANS EXACTLY WHAT

4
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AUTHORITIES LONG TERM COMMITMENT TO REFORM REMAINS UNCERTAIN,
FINANCING GAP OVER LIFETIME OF PROGRAMME REMAINS LARGE

ON LATEST DATA (DOLLAR 350 MILLION AFTER IBRD LOANS AND
SPEEDING UP AID DISBURSEMENTS - CF SHAALAN'S MEMORANDUM

OF 4 DECEMBER) AND STAFF SEE NO PROSPECT ON CURRENT ADJUSTMENT
MEASURES OF MEDIUM TERM BOP VIABILITY BEING ATTAINED (YOUR
TELNO 368 OF 2 DECEMBER, PARA 8). OUR WORRIES THAT PROGRAMME
CONTAINS TOO MUCH FINANCING AND TOO LITTLE ADJUSTMENT

WERE CONFIRMED BY PARIS CLUB DISCUSSIONS - SEE BELOW.

ONLY CONCLUSION IS THAT EGYPTIAN SBA MAY WELL FACE SERIES
OF BREAKDOWNS REQUIRING GENEROUS WAIVERS AND EXTRA FINANCE
FROM CREDITORS IF IT IS TO BE COMPLETED. WE FULLY AGREE
WITH PARA 4 OF YOUR TELNO 394 OF 18 DECEMBER THAT FUND'S
CREDIBILITY IS BEING DAMAGED.

7. MOMENTUM AND POLITICAL PRESSURE ON CREDITORS IS SUCH
THAT WE SEE NO PROSPECT, EVEN UNDER NEW MD, OF BETTER
REQUEST FOR SBA BEING PUT TO EB - ON CURRENT TIMETABLE

IN SECOND HALF OF MARCH AFTER FURTHER FUND MISSION EXPECTED
TO VISIT CAIRO IN MID-JANUARY TO FINALISE PROGRAMME.
BACKGROUND - PARIS CLUB

8. TELNO 1338 OF 18 DECEMBER FROM PARIS REPORTS PARIS
CLUB DISCUSSION ON EGYPT AND IMF TABLES HAVE BEEN FAXED

TO YOU. EVIDENT FROM SHAALAN'S HARD-HITTING PRESENTATION
THAT ON BASIS OF CURRENT PROPOSALS ONLY A WEAK
ECONOMIC/FINANCIAL CASE EXISTS FOR FUND TO SUPPORT

EGYPT. ALTHOUGH AUTHORITIES ARE, AT LAST, ADDRESSING
PROBLEMS SERIOUSLY AND RECENT FISCAL MEASURES GO IN THE
RIGHT DIRECTION, MAJOR UNCERTAINTIES REMAIN ON POLICY.

NO MEETING OF MINDS BETWEEN EGYPT AND FUND ON EXCHANGE

RATE UNIFICATION AND TOTAL DISAGREEMENT ON INTEREST RATE
POLICY. SIMILARLY, AUTHORITIES HAVE YET TO SORT OUT WITH
WORLD BANK IMPORTANT DETAILS CONCERNING PROPOSED INCREASES
IN ENERGY PRICES AND LEVEL AND COMPOSITION OF THE FIVE-YEAR
PUBLIC INVESTMENT PLAN. RESPONSE FROM CREDITORS WAS FAIRLY
MUTED AND MOST MADE SYMPATHETIC NOISES, BUT DUTCH WERE
BRUTALLY HONEST.

3
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YOU SAID TO AVOID MISUNDERSTANDINGS.
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covering CONFIDENTIAL
3052/41
FROM: H G WALSH
DATE: 19 December 1986

MR KUCZYS

cc: Mr Mountfield
Mr Evans
Mr Milligan

IMF: EGYPT

As you requested I attach a draft letter for you to send this
afternoon to Charles Powell at No 10, covering the proposed line

for Mr Lankester to take in the IMF discussion on Monday.

2. In two small respects the recommended line to take differs
from that which the Chancellor cleared this morning, to bring
it into line with the common line agreed by the Paris Club. In
the second 1line of the second paragraph, the penultimate word
has been changed from "generous" to "multilateral" and in the

third line the word "programme" has been changed to "standby".

ﬂ.bl.

H G WALSH

"’
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C Powell
10 Downing Street
LONDON SEl1

EGYPT AND IMF

As vyou lare aware, there will be an informal meeting of IMF
Executive Directors on Monday to consider the proposed Fund

programme for Egypt. I attach a line to take for Tim Lankester,

A, SCA

which has been approved by the Chancellor, and agreed by officials;
It is in 1line with the Chairman of the Paris Club's summing up
on 17 December (Paris telno 1338), and takes account of the
additional UK aid for Egypt mentioned in paragraph 6 of the Foreign
and Commonwealth Secretary's minute of 18 December to the

Chancellor (of the Exchequeﬁ.

2 In addition, the FCO have agreed that Mr Lankester has
complete discretion to announce the UK's offer of £10 million
bilateral aid to Egypt, if it would be useful in the discussion.
I should be grateful for your approval of this line this afternoon

if possible so that it can be transmitted to Washington before

the weekend. Otherwise, we shall send it with an embargo.

A copy of this letter and attachment goes to Robert Culshaw at

the FCO.

A W KUCZYS
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cc Mr Mountfield
Mr Evans
Mr Milligan
Mr Walsh

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

19 December 1986

C Powell Esq

10 Downing Street
LONDON

SWl

Deas Charles

EGYPT AND IMF

As you may be aware, there will be an informal meeting of IMF
Executive Directors on Monday to consider the proposed Fund
programme for Egypt. I attach a line to take for Tim
Lankester, which has been approved by the Chancellor, and
agreed by officials in Treasury, FCO and the Bank. It is in
line with the Chairman of the Paris Club's summing up on
17 December (Paris telno 1338), and takes account of the
additional UK aid for Egypt mentioned in paragraph 6 of the
Foreign and Commonwealth Secretary's minute of 18 December to
the Chancellor.

In addition, the FCO have agreed that Mr Lankester has
complete discretion to announce the UK's offer of £10 million
bilateral aid to Egypt, if it would be wuseful in the
discussion. I should be grateful for your approval of this
line this afternoon if possible so that it can be transmitted
to Washington before the weekend. Otherwise, we shall send it
with an embargo.

A copy of this letter and attachment goes
to Robert Culshaw at the FCO.

"/o\,\rs Q—J\S‘,

_—

( :5
A W KUCZYS

Private Secretary



£ “.Line to take

My authorities welcome the progress made so far in continuing
efforts to reach agreement on a suitable programme for Egypt
within the international institutions and also welcome policy
reforms proposed by Egypt as a substantial step towards the

necessary adjustment.

The UK is very ready to assist in this process and has joined
with other creditors in the Paris Club in recognising the need
for a multilateral rescheduling of officially guaranteed debt
over a period of years once a standby has been agreed. Substantial
European Community assistance, to which the UK makes a substantial
contribution, is also being made available. UK is keeping open
existing undrawn export credit commitments worth over $500 million
and is ready to contribute towards Egypt's special needs within

the limited resources of the UK aid programme.

The achievement of balance of payments viability for Egypt in
conditions of political and social stability is an important
concern of HMG. But we recognise that this will be possible
only in the medium term and stress importance of working towards
IMF programme sufficient to achieve this objective and to protect

the Fund's resources.
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I enclose a copy of Cairo telegram no 785 which reports
President Mubarak's request that the Prime Minister should be
informed of his disappointment with the line taken by the
UK representative at the IMF on 4 December.

raemeze

19 December 1986 = (M;i)

\~ \

\

ST A e T

This approach is part of the Egyptian campaign for
political support in their negotiations with the IMF (the
background to the negotiations is set out in the recent
exchange of minutes between the Chancellor of the Exchequer
and Sir Geoffrey Howe). President Mubarak has seen President
Mitterrand, Chancellor Kohl and Signor Craxi this month
and has obtained pledges of new aid from Germany and Italy
and of additional military supplies from France.

Our consistent aim has been to encourage the Egyptians
to take realistic economic measures, whilst not appearing
to be less sympathetic to their political difficulties than
our rivals for influence in Egypt. The US, France and Germany
now seem willing for political reasons to acquiesce in a
less than adequate programme. I understand that the Treasury
will be consulting you shortly about the instructions to
be sent to our Executive Director at the IMF for the next
meeting to discuss Egypt, probably on 22 December. These
reflect consultation between the Treasury and the Foreign
and Commonwealth Office.

Sir Geoffrey Howe considers that in order to reassure
the Egyptians of our goodwill and our willingness to offer
new aid in support of an agreement with the IMF, it would
be helpful for our reply to the latest Egyptian representa-
tions to have the Prime Minister's personal endorsement.

I enclose a draft telegram of instructions to Cairo along
those lines.

I am copying this letter to Alex Allan (Treasury),
John Howe (MOD), John Mogg (Department of Trade) and
Michael Stark (Cabinet Office).

(ODrae m—~

Wb, oo’

(R N Culshaw)

Private Secretary ™

C D Powell Esqg

PS/10 Downing Street CONFIDENTIAL
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CONFIDENTIAL
CONF IDENTIAL A
FM CAIRO
TO IMMEDIATE FCO
TELNO 785
OF 1715207 DECEMBER 86
INFO IMMEDIATE TREASURY, ODA, ECGD, DTIi, BANK OF ENGLAND
INFO IMMEDIATE UKDEL [MF IBRD, WASHINGTON -
INFO SAVING BONN, PARIS, ROME, UKREP BRUSSELS, THE HAGUE

UKDEL IMF/IBRD TELNO 376: EGYPT/IMF

SUMMARY

1. PRESIDENT MUBARAK ASKS THAT HIS DISAPPOINTMENT WITH
THE LINE TAKEN BY THE BRITISH EXECUTIVE DIRECTCR AT THE

IMF MEETING IN WASHINGTON ON 4 DECEMBER SHOULD BE CONVEYED

TO THE PRIME MINISTER. HE EXPRESSES THE HOPE THAT MRS THATCHER
WILL ISSUE INSTRUCTIONS TO ENSURE THAT BRITAIN IS MORE SUPPORTIVE

OF EGYPT AT THE NEXT IMF MEETING ON 22 DECEMBER.

DETAIL

2. WHEN | SAW DR OSAMA AL BAZ, MUBARAK'S SPECIAL
POLITICAL ADVISER, ON 17 DECEMBER HE TOLD ME THAT THE

PRES IDENT (FROM WHOM HE HAD JUST COME) HAD ASKED THAT | SHOULD
PASS ON AN ORAL MESSAGE FROM MUBARAK TO THE PRIME MINISTER.
AT THE IMF MEETING ON 4 DECEMBER THE BRITISH REPRESENTATIVE
HAD BEEN AMONG THE LEAST SUPPORTIVE iN CONSIDERING EGYPTIAN

REQUIREMENTS AND |NDEED ONLY THE DUTCH HAD TAKEN A HARDER LINE,
A FURTHER IMPORTANT MEETING OF THE PARIS CLUB WAS NOW IMMINENT

AND THERE WAS TO BE A CRUCIALLY IMPORTANT IMF MEETING N

WASHINGTON ON 22 DECEMBER. MUBARAK HOPED THAT THE PRIME MINISTER
WOULD 1SSUE THE NECESSARY INSTRUCTIONS TO ENSURE THAT AT THE
NEXT IMF MEETING THE BRITISH EXECUTIVE DIRECTOR WAS AT LEAST

AS FORTHCOMING AS EGYPT'S OTHER PRINCIPAL CREDITORS. IT WOULD

BE SAD, AND HARMFUL TO THE GOOD RELATIONS BETWEEN THE TWO

COUNTRIES, IF BRITAIN WERE STILL SEEN TO LAG BEHIND EGYPT'S

OTHER FRIENDS AT A TIME WHEN THE US AND ALL EGYPT'S OTHER
PRINCIPAL CREDITORS WERE SHOWING A SUPPORTIVE ATTITUDE IN
HELPING HER TO OVERCOME THE MANY DIFFICULTIES SHE FACED.

3. MAKING IT PLAIN THAT HE WAS SPEAKING PERSONALLY, AL BAZ

WENT ON TO TELL ME THAT THE PRESIDENT HAD BEEN VERY UPSET
AND DISAPPOINTED BY THE BRITISH ATTITUDE. HE ALSO TOLD ME

THAT, IN THE CASE OF THE DUTCH, THE EGYPTIANS WERE CONSIDERING

SPECIFIC REPRISALS SUCH AS CUTTING DOWN THE NUMBER OF KLM

FLIGHTS TO EGYPT: BUT HE DID NOT SUGGEST THAT ANYTHING GF THIS

KIND WAS CONTEMPLATED IN OUR CASE, IN REPLY TO AL BAZ |

NATURALLY UNDERTOOK TO CONVEY MUBARAK'S MESSAGE. STRESSING
THAT | TOO WAS SPEAKING PERSOMALLY, | SAID THAT LANKESTER'S

CONFIDENTIAL linTeeven fion

B s i



-

<:<:)f4I'§l)"'\i i imal

INTERVENT ION COULD NOT POSSIBLY BE INTERPRETEL AS UNFRIENDLY
TO EGYPT. BUT 2ECUASE OF OUR CONCERN FOR THE IHPACT OF THE {
TERMS OF ANY AGREEMENT REACHED WITH EGYPT OF CTHER FUND

BORROWERS, WE HAD NOT FELT ABLE TO GIVE UNEQUIVOCAL SUPPORT

FOR A PROGRAMME |MPORTANT ASPECTS OF WHICH STILL REMAINED TO

BE ELABORATED IN DISCUSSIONS WITH THE FUND. BUT | HOPED THAT

OUR FRIENDSHI? AND SUPPORT FOR EGYPT WERE NOT IN DOUBT, AS THE

EXTENSIVE BRIEFING | HAD JUST GIVEN AL BAZ ON ARAB/ISRAEL

HAD SO CLEARLY DEMONSTRATED (SEE MY TELNO 788 NOT TO ALL).

4, | EXPRESSED SOME PUZZLEMENT OVER EGYPT'S

DISPLEASURE WITH THE DUTCH, AS OUR REPORTING TELEGRAM (SEE

TUR) HAD NOT MENTIONED THEIR INTERVENT{ON AT ALL. BUT AL

BAZ WAS POSITIVE THAT IT WAS THE DUTCH (RATHER THAN THE DANES)
WHO WERE THE PRINCIPAL CULPRITS IN EGYPT'S EYES. MY DUTCH
COLLEAGUE WHOM | SAW AFTERWARDS REMAINS IN IGNORANCE, HAVING
RECEIVED NO REPORT ON THE LINE TAKEN BY THE DUTCH REPRESENTATIVE
AT THE IMF AND SO FAR NO REPROACHES FROM THE EGYPTIAN SIDE.

5. | AM REPORTING SEPARATELY ON EGYPTIAN BRIEFING TO EC
AMBASSADORS CN THEIR DISCUSSIONS WITH MCPHERSON (HEAD OF US
AID) WHO IS VISITING CAIRO,

" COMMENT

6. | HAD BEEN EXPECTING AN EGYPTIAN REACTION OF THIS KIND

AND INDEED HAD BEEN SURPRISED WHEN IT HAD NOT COME AT MY
EARLIER MEETING WITH ASSISTANT FOREIGN MINISTER MAKHLOUF

(MY TELMO 775 REFERS). THE EGYPTIANS HAVE BEEN CONDUCTING A
VERY INTENSIVE AND APPARENTLY SUCCESSFUL LOBBYING OPERATION,
INCLUDING MUBARAK'S MEETING WITH 4 EUROPEAN LEZADERS LAST WEEK:
AS A COMSEQUENCE THE ATTITUDE OF OTHER CREDITORS SEEMS TO

HAVE SOFTEMED CONSIDERABLY IN COMPARISON WITH OUR OWN. IF

WE WISH TO AVOID DAMAGE TO ANGLO-EGYPTIAN RELATIONS (AND WE ARE NOT
ONE OF EGYPT'S MAJOR CREDITCRS) | CAN ONLY RECOMMEND THAT WE
SHOULD GET BACK INTO THE CENTRE OF THE PACK QUICKLY, ESPECIALLY
IN VIEW OF THE VERY FRIENDLY ATTITUDE BEING SHOWN BY THE
AMERICANS (ON WHICH SEE ALSO MIERS' MINUTE OF 9 DECEMBER
RECORDING HIS DISCUSSIONS IN LONDON ON THIS WITH AMBASSADOR
WISNER).

URW ICK

YYYY
FCO PLEASE PASS SAVING ADDRESSEES

{REPEATED AS REQUESTED)
CCHPAN 6908

MONETARY
NENAD
-
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12| MY TELNO 785: EGYPT/IMF
131 1. As soon as possible after Larosiere's meeting scheduled
14| for 22 December, please convey to the Egyptians at an
15| appropriate level the Prime Jinister's personal concern at
16| the disappointment expressed by Mubarak with the balanced
17| and principled position taken by the UK at the IMF. You
18| should lLeave a text of Lankester's intervention at the above
19! meeting.
20152, You may also wish to draw attention to the UK's offer
v 21| of pounds sterling 10 million on grant terms (whibh Lankester
i' 22| may already have mentioned at/ the IMF Board meeting). This
§ 23| offer should be seen as a material demonstration of our
| 24| confidence in Egypt's ability to surmount the present crisis.
25! (In describing the offer you |should explain that it is for
/// 26| British goods and services, and is made on condition that
// 27| agreement is reached between Egypt and the IMF on a programme
/ 28| of economic reform and provided also that other donors between
29 them agree to make available fufficient funds to fill the
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residual financing gap and that the Paris Club agrees on an

appropriate rescheduling arrangement.)

S You might also stress the Prime Minister's continuing

commitment to realistic economic solutions which take adequate

account both of the integrity| of the IMF and of Egypt's special

political circumstances.
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CONFIDENTIAL

10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 22 December 1986

el w\n\w@(’

EGYPT/IMF

You and Tony Kuczys in the Treasury both wrote to me on
19 December about the line to take at the informal meeting of
IMF Executive Directors today to consider the proposed Fund
programme for Egypt. Your letter also enclosed a draft
telegram of instructions to Cairo.

Both the line and the draft instructions can be
considered approved.

I am copying this letter to Tony Kuczys (HM Treasury),
Tim Walker (Department of Trade and Industry) and to Trevor
Woolley (Cabinet Office).

S

“lo

(CHARLES POWELL)

R. N. Culshaw, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL



—DONS FROM: P MOUNTFIELD

/// DATE: 22 December 1986
/ V4 Chief Secretary

Economic Secretary
Sir P Middleton
Sir G Littler
Mr Lavelle

Mr H P Evans

Mr A Edwards

Mr Robson

Mrs Case

Mr Walsh

Mr P Davis

Mr Pitcairn

EGYPT: FOREIGN SECRETARY'S MINUTE OF 18 DECEMBER

I do not think the Chancellor need react to this yet. It dis

a comment by the Foreign Secretary on the Chancellor's own minute.

We have yet to see what Mr Channon will say - or the Prime
Minister.
2. After the holiday, and after the IMF Board meeting on

22 December, we can see what further Ministerial decisions are

needed. Meanwhile I might make two comments:

(i) The Foreign Secretary is quite wrong to say that
British support for the Mexican package made it easier
to enlist US help over Nigeria. (Para 7) The fact is
that the Americans were obstructive and at one point they
nearly torpedoed the Nigerian deal. We owe the Americans

nothing over this.

(ii) The only issue in dispute is the provision of new

Ln export credit cover. Here Sir G Howe seems to be proposing

that we should continue to make cover available (beyond
that which we are already committed). ITf so, thilshuis
nonsense. It is already clear from the figures that we
are unlikely to get any money back from Egypt until the
next century. It is financially irresponsible, and quite

possibly illegal, to offer fresh guarantees on loans to



Egypt in this situation: we know very well that they would
not be repaid on time. But this is an issue we can tackle
when the Secretary of State for Trade and Industry reacts

- as I believe he will do, negatively.

ko1

P MOUNTFIELD
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COMF | DENT 1AL
FIM UKDEL IMF/IBRD WASHINGTON g
TO DESKBY 2308007 FCO L
TELNO 397 \\; )
CF 2223007 DECEMEER 86 J "
AND TO DESKBY 230800Z CAIRO

IMFs EGYPT
SUMMARY

ERE (IMF DEPUTY MANAGING DIRECTOR) CONCLUDED FROM TODAY'S
INFORMAL MEETING THAT THE FUND SHOULD MOVE QUICKLY TO A STANDBY
ARRANGEMENT wWITH EGYPT. A MISSION wOULD LEAVE FOR CAIRO EARLY I
THE NEw YEAR AIMED AT COMPLETING SUCH AN ARRANGEMENT, BUT THERE
wOULD NEED TO BE FURTHER DISCUSSIONS ON INTEREST RATES AND THE
EXCHANGE RATE. PRIOR TO THE ARRANGEMENT BEING PUT TO THE
BOARD, THERE wOULD NEED TO BE A CONSULTATIVE GROUP MEETING TO
ENSURE THAT THE FINANCING GAP FOR THE PERICD OF THE PROGRAMME WAS
ADEQUATELY COVERED. HE PROMISED TO CONVEY TO |BRD MANAGEMENT THE
CONCERNMS OF DIRECTORS ABQUT THE DELAY I[N FINALISING THE IBRD
ENERGY LOAN AND POSSIBLY ALSC THE IBRD INDUSTRIAL SECTOR LOAN,
2. MOST DIRECTORS WELCOMED THE OUTCOME OF THE RECENT PARIS
CLUB MEETING, AND URGED A SPEEDY OUTCOME TO THE NEGOTIATIONS WITH
THE FUND. | SPOKE PRECISELY TO THE TEXT N PARA, &4 OF FCO TELNC
275 PLUS THE SUGGESTED LINE ON NEw ODA ASS|STANCE IN PARA. 5.
ONLY THE SCANDINAVIANS AND THE DUTCH SAID [N TERMS THAT MORE WAS
NEEDED FROM THE EGYPTIANS SEFORE AN SBA COULD BE CONCLUDED.
DETAIL -
3.  SHAALAN BEGAN BY REPORTING ON THE PAR!S CLUB MEETING MUCH AS
IN PARIS TELNO 1338. HE SAID THAT CREDITORS SEEMED QUITE
SYMPATHETIC TG CONTINUED RESCHEDUL ING QVER THE MED|UM=TERM, AS
WAS REFLECTED IN THE PARIS CLUB'S TERMS OF REFERENCE ON EGYPT.
HE MADE CLEAR THAT, IN THE FUND'S VIEwW, EGYPT'S BALANCE OF
PAYMENTS VIABILITY wWOULD REMAIN IN QUESTION INTO THE 1990S EVERN

. AFTER FIVE YEARS OF ASSUMED RESCHEDUL ING.

4a SHAALAN HAMDED ROUND A NEW TABLE On THE FIMANCING CAP, THIS
SHOWS THE GAP AFTeR RESCHEDUL!ING TO BE DOLLARS 8CO0 MILLION FOR
THE 13 MONTHS JANUARY 1937 - JUNE 1983. HE EXPLAINED THAT THIS
HALD BEEN REDUCED FROM DOLLARS 1.5 BILLION IN THE TABLE CIRCULATED
TO DIRECTORS ON 4 DECEMBER BECAUSE THE STAFF WERE NOwW ASSUMING
THAT THE P~RIS CLUB COULD BE PREPARED TO RESCHEDULE AN ADDITIONAL
DOLLARS 700 MILLION REPRESENTING INTEREST ON AMORTISATION AND
IMTEREST ON ARREARS. THIS NEw TABLE SHOWS THE DOLLARS 800
MILLION GAP BEING COVERED BY DCLLARS 300 MILLION FROM [BRD LOANS
FOR AGRICULTURE AND INDUSTRY TO BE NEGOTIATED IN THE FIRST HALF
OF 1987 (l.E. HE ASSUMES THAT THE ENERGY LOAN wliLL BE POSTPONED
BECAUSE OF DELAYS IN RAJSING ENERGY PRICES), DOLLARS 300 MILLICN
BY THE POSSIBLE CONVERSION FROM PROJECT AID TO COMMODITY AND CASH
AtD, AND DOLLARS 250 MILLION FROM THE SPEEDING uUP OF COMMODITY

CONEICENTI®E . = Mg



AID DISBURSEMENT FROM THE EXISTING PIPELINE., (ON THESE FIGURES,
t% THEORY AT LEAST, FUND FINANCING [N 1987 MIGHT NOT BE NECESSARY
BUT NO-ONE RA|SED THIS LATTER POINT SINCE OF COURSE EGYPT
REQUIRES AN SBA IF THERE |S TO BE A RESCHEDULING AND, UNLIKE
NIGERIA, HAS SHOwWN NO INCLINATION TO FORGO FUND MOWNEY).

5. IN ANSWER TO QUESTIONS FROM THE SCANDINAVIANS AND THE DUTCH,
SHAALAN SAID THAT THERE WERE TwO MAIN OUTSTANDING ISSUES BETWEEN
THE FUND ITAFF AND EGYPT: HOW THE UNIFICATION OF THE EXCHANGE
RATE WAS TO BE WORKED OUT AND THE RAISING OF INTEREST RATES WHICH
EGYPT HAD ONLY PROMISED SO FAR TC REVIEW IN JUNE 1987. RAISING
INTEREST RATES WAS PARTICULARLY IMPGCRTANT FOR THE BALANCE OF
PAYMENTS SINCE HIGHER RATES wOULD ENCOURAGE CAPITAL INFLOWS AND
STEM OUTFLOWS. |IF THERE wWAS NO MOVEMENT BY THE EGYPTIANS, HE

ELT THAT THE FUND SHOULD IMPOSE A TIGHTER CREDIT REGIME TO
REDUCE FURTHER THE CURRENT ACCOQUNT DEFICIT (HE DID NOT SAY HOW
THIS WOULD BE ACHIEVED). IN ANSWER TO HOW MUCH THE FUND MIGHT
OFFER BY WAY OF ASSISTANCE, HE NOTED THAT 26 PER CENT OF QUOTA
WAS THE MIN[MuUM IN VIEW OF EGYPT'S REQUEST FOR AN UPPER CREDIT
TRANCHE S34A.

6. THERE WERE ALSO QUESTIONS ABOUT THE DELAY W PUTTING UP
ENERGY PRICES AND THE |BRD ENMERGY LOAN. MOIN! (IBRD) SA!D THAT
THE EGYPT|ANS HAD REFUSED TO I|WCREASE ENERGY PRICES BY THE 37 PER
CENT PROMISED AS FROM JANUARY 1ST 1987 AND AS A CONSEQUENCE [BRD
HAD CANCELLED THE ENERGY MISSION DUE IN CAIRO EARLY IN THE NEW
YEAR. |F THERE WERE TO BE CONTINUED DELAY IN ENERGY PRICES THE
INDUSTRIAL SECTOR MISSION wWOULD ALSO BE (N JEOPARDY (BOTH THE
ENERGY AND  INDUSTRIAL LOANS WERE INTENDED TO BE DOLLARS 300 :
MILLION EACH. THE |BRD AGRICULTURAL LOAN IS LIKELY TO BE DOLLARS
200 MILLION = 250 MILLION AND wiLL GO AHEAD ANYWAY). HE
EXPLAINED fHE POSSIBLE DELAY IN THE ENERGY LOAN ON THE GROUNDS
THAT, wlTHOUT PROPER ENERGY PRICES, INDUSTRIAL POLICY WOULD
CONTINUE TO BE UNSATISFACTORY. NIMATALLAH (SAuD| ARABIA)

COMPLA INED THAT IBRD WAS BEING INFLEX!BLE ON ENERGY PRICES-, AND
HE PARTICULARLY DISLIKED THE LINKAGE TGO THE INDUSTRY LOAN.
DALLARA (uS) SAID HE wAS CONCERNED AROUT THE DELAY OVER THE 1BRD
LOANS AND HGOPED THAT RAPID PROGRESS COuLD BE MADE,

T | ASKED TwO QUESTIONS. FIRSTLY, wHAT EFFECT APART FROM LOSS
OF THE {BRD MOMEY wWOULD THE DELAY [N RAISING ENERGY PRICES HAVE
ON THE BALANCE OF PAYMENTS GAP QUESTIOMMARK. SHAALAN SA[D THAT
THE EXTRA JEVENUE (POUNDS 530 MILLION [N A FULL YEAR) HAD NOT
BEEN EXPLICITLY BUILT INTO THE STAFF'S CALCULATIONS. AND EVEN
TAKING INTO ACCOUNT THE EXTRA PURCHASING POWER WHICH CONSUMERS
wOuLD HAVE |F THE PRICE RISE wWAS DELAYED, HE THOUGHT THE '
CONSEQUENCES FOR THE FINANCING GAP wOULD BE ONLY MARGINAL.
SECOND, | ASKED WHAT wAS THE BASIS FOR THE ASSUMPTION THAT THE
INTEREST ON AMCRTISATION AND ON INTEREST IN ARREARS COULD BE
RESCHEDULED (THE TAELE TO THE ATTACHMENT TO THE PARIS CLUB TERMS
OF REFERENCE DOES NOT REPEAT NOT MAKE THIS ASSUMPTION). SHAALAN
SAID THAT THIS HAD NOT BEEN DISCUSSED AS SUCH BY THE PARIS CLUB
BUT HE UNDERSTQOD THAT THE CLUB HAD RESCHEDULED ON THIS BASIS FOR
CERTAIN CASES. X

~ 7
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g. NIMATALLAH ARGUED THE MOST STRONGLY THAT MANAGEMENT SHOULD
NOW MOVE AHEAD RAPIDLY TO AN AGREEMENT BUT OTHER DIRECTORS,
INCLUDING THE uS, THE GERMANS, THE FRENCH AND THE JAPANESE LOOKED
FORWARD TO AN EARLY PROGRAMME AND MORE OR LESS IMPLIED THAT THE
FUND SHOU.. NOT (REPEAT NOT) PUSH EGYPT ANY FURTHER. APART FROM
MY OWN CODED WORDS ABOUT THE '*'IMPORTANCE OF WORKING TOWARDS IMF
PROGRAMMES SUFFICIENT TO ACHIEVE THIS OBJECTIVE (1.E. BALANCE OF
PAYMENTS VIABILITY IN THE MEDIUM=TERM) AND TO PROTECT THE FUND'S
RESOURCES'' ONLY THE DANE AND THE DUTCH GAVE ANY REAL INDICATIONS
THAT THE EGYPTIANS OUGHT TO DO MORE. THE DANE SAID HE STOOD BY
H1S STATEMENT OF &4 DECEMBER. THE DUTCH, ALTHOUGH ASKING FOR
FURTHER ACTION, SPOKE IN A LOw KEY. OTHER DIRECTORS WHO URGED
THE FUWD TO PROCEED RAPIDLY WERE THE AUSTRIAN, ITAL[AN, KOREAHN
AND THE MEXICAN. THE LATTER SAID HE WAS HEARTENED BY THE NEW
FLEXIEILITY THAT DIRECTORS NOw SEEMED TO BE SHOWING. :
NOTW ITHSTANDING THE GENERAL SENSE OF THE MAJORITY AT THE MEETING
THAT EGYPT HAS DONE ENOUGH, ERB STILL CONCLUDED THAT FURTHER
DISCUSSIONS, ESPECIALLY ON INTEREST RATES AND THE EXCHANGE RATE,
WOULD BE NEEDED BETWEEN THE STAFF AND THE EGYPTIANS. (BUT HE TOLD ME
AFTERWARDS THAT HE wAS NOT HOPEFUL THAT MUCH MORE COULD BE
ACHIEVED).

2. DALLARA SAID THAT THE US wAS CONSIDERING GENEROUS TREATMENT
OF THE FMS DEBT. GOOS SAID THAT GERMANY wOULD BE PROVIDING DM 50
MILLION IN FOOD AID OVER THE NEXT 18 MONTHS AND DM 125 MILLION IN B
OTHER FAST DISBURSING AID., ERB SAID THAT SHAALAN wOULD BE IN

TOUCH w!lTH QTHER DIRECTORS TO GET UP TO DATE INDICATIONS OF

LIKELY NEw AID COMM|TMENTS.

10. FCO PLEASE ADVANCE TO MOUNTFIELD, EVANS (HMT), WARE (BCE),
BRAITHWAITE, DRUMMOND (ERD) AND WOOTTON (GDA).

LANKESTER
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Fi CAIRO

TO DESKBY 231600Z £CO 7
TEL'0 g ' o o g
OF 2314497 DECEMBER 36 ' S
INFO IMMEDIATE UKDEL IMF IBRD, WASHINGTON ‘
INFO SAVING BONN, PARIS, ROME, UKPEP BRUSSELS s :

/v
v

YOUR TELNO 481: EGYPT/IMF

1. | SAY THE EGYPTIAN FOREIGN MIN|STER OM 23 DECEMBER

(AL BAZ IS OUT OF CAIRO) AND SPOXE PRECISELY AS [INSTPUCTED

IN YOUR TUR, LEAVING WITH DR MAGID THE TEXT OF LAMKESTER'S
INTERVENTION AT THE |MF MEETING OF 20 DECEMBER (UKDEL IMF/IBRD
TELNO 392 PARA 2). | EMPHASISED THE PRIME MINISTER'S PERSOMAL
CONCERM AT THE DISAPPOINTMENT EXPRESSED BY MUBARAK OVER THE
LINE WE HAD TAKEN IN THE IMF OV 4 DECEMBER AND HER COMTIMULING
COMMITMENT TO REALISTIC ECONGMIC SOLUTIONS WHICH TNOK ACCOUNT
BOTH OF THE INTEGRITY OF THE IMF AND OF EQYPT S SREC A
CIRCUMSTANCES.

2. MAGID SAID THAT THE EGYPTIANS HAD ALREADY RECE|IVED AN ACCOUNT
CF THE 22 DECEMBER MEETING AND THAMKED ME FOR THE BRITISH
INTERVENTION, WHICH HAD REEWN QELPFUL. HE WENT ON TD ASK WHETHER
THE OFFER OF £10 MILLION ON GRANT TERMS WOULD BE AVAILABLE TO
ESYPT IMMEDIATELY, AS WAS THE CASE IN THE EMERGENCY FINANCIAL
ASSISTANCE BEING OFFERED BY SOME OTHER EURQPEAM COUNTRIES, |

SAID THAT OUR OFFER WAS DEPENMDENT ON AGREEMEMNT BEING REACHED 0N A
PROGRAMME OF ECONOMIC REFORM BETWEEN EGYPT AND THE MF, ON DTHER
DONORS JOINING WITH US TO FILL THE RESIDUAL FINANCING GAP

ARD ON PARIS CLUB RESCHEDULING ARRANGEMENTS., MEVERTHELESS

IT 4AS TO BE SEEN AS A VERY SIGNIFICANT SESTURE OF SUPPNRT FOR
EGYPT AT A TIME AND IN THE FORM T YAS MOST NEEDED. THE
CONDITIONS ATTACHED TO OUR OFFECR WERE OF COURSE SET OUT 1IN

THE TEXT | HAD GIVEN MAGID OF LANKESTER'S INTERVENTION, AMT | DNARE
SAY HE THOUGHT IT WORTH TESTING WHETHER THERE WAS ANY GIVE

I OUR POSITION,

3. A3 MAGID WAS LEAYING FOR ALEXAMDRIA IMMEDIATELY FOR A
JEETING WITH THE JORDANIAN FORE|IGH MINISTER, THE DISCHSSIOHN
WAS NECESSARILY BRIEF BUT VERY FRIENDLY.
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/ DEPARTMENT OF TRADE AND INDUSTRY
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From the Minister for Trade \ } _§ 3 5
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Rt Hon Nigel Lawson MP 1A&w5§( Ei December 1986
Chancellor of the Exchequer 2/

HM Treasury /)
Parliament Street

LONDON
SW1P 3AG A
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EGYPT: FINANCIAL PROBLEMS ///5@1{2)%/’/#&@/7

1P Lousrs Pl 127
Thank you for copying to Paul Channon your minute of 15 December.
I have now seen Geoffrey Howe's reply and, like him, I share many
of your concerns about the weakness of the current IMF proposals
for a programme for Egypt. However, it is clear that there is
nothing to be gained from UK isolation. I too believe that an
agreement with the IMF and the establishing of a long term
relationship between the IMF and Egypt will best serve our long
term commercial interest.

I therefore welcome Geoffrey Howe's decision to offer an additional
£10 million quick-disbursing financial aid on grant terms, subject
to agreement on an IMF programme of economic reform and between
donors and creditors. I would hope that a fresh look at a modest
increase in capital aid for Egypt would not be ruled out, once such
a programme is in place, since UK industry will need some
assistance in the next difficult years to maintain its traditional
presence in the Egyptian market, and to avoid adverse comparison
with the much bigger aid programmes of some of our main
competitors.

As you know ECGD is currently reviewing its terms of cover for
business with Egypt both on short term and medium term credit. As
the Egyptians have not proposed the rescheduling of their short
term debts and are not currently in default on them the Department
proposes to recommend to its Advisory Council the maintenance of
cover for this category of business. Should the Council decline
consideration will be given to the provision of such cover under
the Department's National Interest powers.

LO3ARX
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CONFIDENTIAL

Rt Hon Nigel Lawson MP December 1986

As the Egyptians are poised to seek relief on their medium term
indebtedness and as such relief is likely to be required for many
years to come there is no basis for the assumption of new
liabilities in this area. The Department is however, allowing
existing commitments to run: these amount to some US$500 million in
respect of loans signed but not yet fully drawn down and

£100 million in respect of firm offers of cover for business in
negotiation. There remains approximately £50 million uncommitted
under the Department's present medium term cover limit for Egypt.

There will be no basis for considering the assumption of new medium
term commitments on Egypt until she has come to terms with the IMF
and the Paris Club and, following the latter, concluded a bilateral
agreement with the UK.

The instructions given to our IMF representative in FCO tel 275
reflect this situation.

I am copying this letter to the Prime Minister, Geoffrey Howe,
George Younger and Sir Robert Armstrong.

¢
A

ALAN CLARK
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UNCLASSIFIED

FROM: MISS J L CAMP
DATE: 31 December 1986

MR MOUNTFIELD

EGYPT: FOREIGN SECRETARY'S MINUTE OF 18 DECEMBER

The Chancellor has seen and was grateful for your minute of

22 December.

W@J

MISS J L CAMP



FROM: P MOUNTFIELD
DATE: 7 January 198%

CHANCELLOR cc Chief Secretary
e Economic Secretary
T , Sir P Middleton
/7/\ S hﬁgxtr‘c& Sir G Littler
/) L/~~ Mr Lavelle
\ . Mr H P Evans
k// \ \ \ Mrs Case

\ 1
T A 50 ) Mr Walsh
\\\‘ x ‘ , Mr P Davis
\x\\‘ \ ,/ Mr Pitcairn

EGYPT: FINANCIAL SUPPORT
I promised a further submission after the holiday, about the
Ministerial replies to your minute of 15 December, and about

the IMF Board meeting on 22 December.

Ministerial Correspondence

25 The Foreign Secretary (18 December) predictably argues
that the UK should not get out on a limb in opposing the Egyptian
programme at the IMF, even though we know it won't work. He
then goes on to say that Egypt is still a potentially-valuable
long-term market, and that we should keep a foot in the door
by maintaining export credit cover, this of course is nonsense:
on the IMF's own figures, Egypt will be in no position to service
new debt for the rest of this century. Luckily, Mr Alan Clark
(30 December) makes it clear that he is not prepared to let
ECGD offer any new medium-term cover (beyond existing commitments
to Egypt) "until she has come to terms with the IMF and the
Paris Club and, following the latter, concluded a bilateral

agreement with the UK". Even then, I imagine ECGD will be very
reluctant to agree to any further new cover, and we would
certainly advise you to oppose it. That is a battle we can
fight later. I see no need for you write again at Ministerial

level now.



IMF

3. The Board discussion on 22 December went very much as we
expected and feared. Mr Lankester's telegram 397 (attached)
reports the outcome: a Mission will go to Cairo early in the
New Year, aimed at completing a stand-by arrangement with Egypt.
Despite continuing concerns about interest rates and the exchange
rate, everybody expects that such an agreement will be reached.
Mr Lankester spoke as instructed, and avoided isolating the
UK further, but managed to get our doubts on record without

causing any offence (and without attracting much support either).
4. No fresh decisions on this are needed until the Staff

recommendations on the SBA are ready to put to the Board, when

we will report to you again.

P MOUNTFIELD
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8 January 1987

MR MOUNTFIELD
EGYPT: FINANCIAL SUPPORT

The Chancellor has seen and was grateful for your minute of

7 January.

Meono “eAgoA
MEENA HENSON

MRS M HENSON (\_)
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FM BUDAPEST

TO IMMEDIATE FCO
TELNO 009

OF 121400Z JANUARY 87
INFO PRIORITY UKDEL IMF/IBRD . /

HUNGARY: IMF ARTICLE |V TEAM '\//
SUMMARY

L. TEAM FINALISING REPORT FOR SUBMISSION TO BOARD IN MARCH.
CURRENT ACCOUNT DEFICIT OF OVER DOLLARS ONE BILLION NOW EXPECTED.
SECOND PHASE OF TOUGHER MEASURES NEEDED. RECOURSE TO IMF NOT
EXCLUDED.

DETAIL

5. THE IMF ARTICLE IV TEAM WAS HERE LAST WEEK., | SAW MS JUNZ st
TWICE AND SHE HOPES TO SEE MOUNTFIELD (TREASURY) AND HALL e
(3ANK OF ENGLAND) TODAY. THE TEAM'S REPORT WILL NOW BE o
FINALISED FOR PRESENTATION TO THE BOARD IN MARCH.

3. MS JUNZ REPORTED THAT THE 1986 CURRENT ACCOUNT DEFICIT WILL
BE EVEN LARGER THAM ANTICIPATED. SHE DECLINED TO GIVE A FIGURE
BUT COMMENTED THAT IT WOULD BE QUOTE WELL OVER DOLLARS ONE
BILLION UNQUOTE. SHE WAS CONCERNED ABOUT THE S1ZE OF THE BUDGET
DEFICIT AND UNCERTAINTY ABOUT THE REAL UNDERLYING RATE OF
INFLATION (PROBABLY AROUND 14 PER CENT). SHE QUEST IONED

WHETHER MAROTMY WOULD HAVE THE EXPERTISE AND MEDGYESSY THE
POLITICAL CLOUT (MY TELNO 284) TO PROVIDE THE MECESSARY IMPETUS
TO REFCRM. :

L. MS JUNZ AGREED THAT A SECOND PHASE OF TOUGHER MEASURES WOULD
BE NEEDED IN 1987, AND THE SOONER THE BETTER. THE ATTITUDE OF
THE JAPANESE BANKS WOULD HAVE AN IMPORTANT BEARING ON THE TIME
AVAILABLE TO THE HUNGARIANS. AT THE MOMENT THE JAPANESE
APPEARED EAGER TO CONTINUE LENDING, AND SHE DOUBTED IF EVEN

THE |NCREASED CURRENT ACCOUNT wOULD PUT THEM OFF. MS JUNZ
CONCLUDED THAT RECOURSE TO THE IMF LATER IN THE YEAR COULD

NOT BE EXCLUDED (LANCE'S LETTER OF 12 DECEMBER) AND SHE WiLL
RETURN HERE IN MAY TO GIVE FURTHER ADVICE.

5. FCO PLEASE ADVANCE TO MOUNTFIELD (TREASURY) AND HALL
(EANK OF E™MGLAND).

APPLEYARD
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CONF IDENTIAL

FROM UKDEL IMF/1BRD WASHINGTqy p
TO FCO DESKBY 130800

TELNO 8 /

OF 1223007 JANUARY 87 N/// L
AND TO BUENOS AIRES

|MFs ARGENTINA

SUMMARY

1 ARGENTINE AGREEMENT WITH IMF ALMOST ASSURED. NO
MEX |CAN=-STYLE AUTOMATIC TRIGGERS.

DETAIL

2 LACHMAN (D1VISION CHIEF, WESTERN HEMISPHERE DEPT)

CONFIRMED THAT AN OQUTLINE AGREEMENT HAS BEEN REACHED BETWEEN
H1S DEPARTMENT AND THE ARGENTINE MISSION DESCRIBED IN OUR
TELNO 3 OF 5 JANUARY. THIS WAS FOR A 15-MONTH SBA FOR A
TOTAL OF SDR 1,113 MILLION (80 PER CENT ANNUAL ACCESS) AND A
CFF DRAWING OF SDR 390 MILLION BASED ON PAST DECLINES IN THE
VOLUME AND PRICE OF GRAIN EXPORTS. ~THE AGREEMENT WAS NOW
WITH IMF MANAGEMENT FOR APPROVAL BUT LACHMAN EXPECTED NO
PROBLEMS.

3 LACHMAN WAS RELUCTANT TO TALK ABOUT FIGURES BUT HE
AGREED THAT THE 2.5 PER CENT OF GNP QUOTED FOR THE FIiSCAL
DEFICIT FOR 1987 !N THE LONDON FINANCIAL TIMES OF 12 JANUARY
wWAS BROADLY CORRECT. HE ALSO SAID THAT, DESPITE STRONG
ARGENTINE PRESSURE FOR MEX.ICAN-STYLE TRIGGERS, THE OUTLINE
AGREEMENT PROVIDED ONLY THAT THE COUNTRY'S GROWTH PERFORMANCE
AND TERMS OF TRADE WOULD BE ''TAKEN INTO ACCOUNT'' IN SETTING
FUTURE PERFORMANCE CRITERIA AT REVIEWS OF THE PROGRAM. iT
ALSO ALLOWED FOR AN ADDITIONAL CFF DURING THE COURSE OF THE
PROGRAM |F ARGENTINA'S TERMS OF TRADE FALL FURTHER AND |F THE
NORMAL RULES OF TH!S FACILITY ALLOWED THE DRAWING. (DUR ING
1987, ARGENTINA wiLL REPAY ROUGHLY SDR 260 MiLLION FROM PAST
CFF DRAWINGS, CREATING A LIKE AMOUNT OF NEW BORROW ING
CAPACITY.)

o
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4 THE ONLY OTHER AREA WHERE LACHMAN WAS SPECIFIC WAS
OVER THE NEW MONEY ARGENTINA WOULD NEED IN 1987. HE SAID
THAT THE AUTHORITIES WOULD ASK THE BANKS FOR AT LEAST DOLLARS
1.5 BILLION.  BUT HE ADDED THAT THIS ALLOWED FOR A S|ZEABLE
AND NOT WHOLLY NECESSARY REBUILDING OF RESERVES, SO THE
"TREAL'' FINANCING GAP WAS CONSIDERABLY SMALLER.

5. LACHMAN SAID THAT THE PROGRAM wWOULD BE BROUGHT TO
THE BOARD AS QUICKLY AS POSSIBLE (ROUGHLY MID-FEBRUARY) FOR
AGREEMENT IN PRINCIPLE.

6. FCO PLEASE ADVANCE TO MOUNTFIELD AND WALSH (HMT)
WARE (BOE) AND T RICHARDSON (ERD).

LANKESTER
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CONF IDENT 1AL

FM BRASILIA
TO IMMEDIATE FCO
TELNO 9

OF 1212457 JANUARY s/:k'-

INFO IMMEDIATE UKDEL IMF/IBRD WASHINGTON /
INFO PRIORITY WASHINGTON r
INFO ROUTINE R10 DE JANEIRO v
INFO SAVING SAO PAULO

BRAZILIAN FOREIGN DEBT AND ECONOMY

1. - THE PRESIDENT |S HOLDING A MUCH ADVERTISED MEETING WITH

ECONOMIC MINISTERS TODAY TO CONSIDER A REALIGNMENT OF PRICES AND
OTHER ASPECTS OF THE ECONOMIC CRISIS HERE. HE HAS ACCUSED

BUS INESSMEN OF FERMENTING ECONOMIC ANARCHY, FOLLOWING A HARD-HITTING
LETTER TO HIM FROM THE CONFEDERATION OF INDUSTRY.

2. WE SHALL AWAIT REPORTS OF THIS MEETING BEFORE COMMENTING ON

FUNARO?’S LATEST LETTER TO TRICHET (TEXT IN CRADDOCK’S TELELETTER
OF 8 JANUARY) BUT WILL LET YOU HAVE VIEWS WELL IN ADVANCE OF THE
19 JANUARY PARIS CLUB MEETING.

3. MEANWHILE CENTRAL BANK PRESIDENT BRACHER HAS LEFT FOR NEW YORK
TELLING ME THAT HE HOPES TO INFLUENCE FAVOURABLY THE RESPONSE [N
THE US TO FUNARO’S LETTER. HE ALSO IS LOOKING FOR *'NEW MONEY®®
AND HAS TOLD MY WEST GERMAN COLLEAGUE HERE THAT HE WILL BE ASKING
FOR AS MUCH AS US DOLLARS 4 BILLION. HE WILL DOUBTLESS POINT TO
SOME SMALL IMPROVEMENTS SINCE THE NOVEMBER ECONOMIC MEASURES, SUCH
AS A SLIGHT IMPROVEMENT IN THE DECEMBER TRADE F IGURES AND SOME FALL
IN DOMEST IC DEMAND FOR EG CARS.

4, THE GENERAL ATMOSPHERE HOWEVER REMAINS TENSE AND DISGRUNTLED
ON THE ECONOMIC FRONT HERE, WITH WIDESPREAD PROF ITEERING AND
STRIKES 'AGAINST A BACKGROUND OF GENERAL UNCERTAINTY AND FALTERING
CONF IDENCE IN THE GOVERNMENT’S ABILITY TO PUT ITS HOUSE IN ORDER.
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CONF IDENTIAL | ' i
FM CAIRO : \/

TO ROUTINE FCQ

TELNO 12

OF 121030Z JANUARY 87

INFO ROUTINE ODA, DTI, ECGD, BANK OF ENGLAND, TREASURY
INFO ROUTINE UKDEL IMF |BRD, WASHINGTON

INFO SAVING BONN, PARIS, ROME, TOKYO, UKREP BRUSSELS

MY TELNO 797: EGYPT/IMF AND [BRD
SUMMARY

1. THE EGYPTIAM MINISTER FOR CABINET AFFAIRS IS

OPTIMISTIC QVER THE QUTCOME OF THE FORTHCOMING NEGOTIATIONS
WITH THE |MF: BUT COMPLICATIONS OVER INCREASES IN ENERGY
PRICES COULD DELAY THE CONCLUSION OF A STANDBY ARRAMGEMENT,

DETAIL

2. THERE HAS BEEN EXTENSIVE AND FAIRLY ACCURATE REPORTING

IN THE EGYPTIAN PRESS OF THE MEETINGS IN PARIS AND WASHINGTOM
ON 17 AND 22 DECEMBER (PARIS TELNO 1338 AND UKDEL IMF/IBRD
TELNO 397) AND OF EGYPT'S NEGOTIATIONS WITH THE IMF (BUT

VERY LITTLE ON THE WORLD BANK TALKS). | CALLED ON DR 'ATIF
'EBEID (MINISTER OF STATE FOR CABINET AFFAIRS) ON 11 JANUARY
TO SEEK AN AUTHORATATIVE EGYPTIAN VIEW ON THE STATE OF PLAY
PRIOR TO THE ARRIVAL IN CAIRO ON 15 JANUARY OF THE IMF M|SS|ON.

3. 'EBEID CLAIMED THERE WERE SEVERAL REASONS FOR OPTIM|SM
OVER THE NEGOTIATIONS WITH THE IMF., THE STATISTICAL [NFORMATION
AVAJLABLE TO THE IMF TEAM HAD BEEEN GREATLY IMPROVED AND

THERE WAS NOW A MUCH MORE UNIFIED POSITION WITHIN THE EGYPTIAN
GOVERNMENT ON THE MEASURES WHICH NEEDED TO BE TAKEN. THERE
WAS ALSO BROAD AGREEMENT THAT THE FREEING OF THE ECONOMY WAS
THE RIGHT COURSE FOR EGYPT. ALTHOUGH THE REFORMS PEQUIREb

TO RESTRUCTURE THE ECONOMY wOULD BE CARRIED OUT SRADUALLY,
THIS GRADUALISM WAS ESSENTIAL |F THE DESIRED OBJECTIVE WERE

TC BE ACHIEVED iN CONDITIONS OF POLITICAL STABILITY. STEPS
ALREADY TAKEN HAD RESULTED N A SHARP RISE IN PRICES, BUT
BECAUSE THESE HAD HAPPENED GRADUALLY AND THE NEED FOR THEM

e et

WAS GEMERALLY UNDERSTOOD, é} HA? ‘QQI “Q"S D PROTEST. \
| PRDENTIAL : b(



" 4. YESE|D SAID THAT THE DISCUSSIONS WITH THE IMF wOULD START® .
ON 17 JANUARY: HE EXPECTED THAT THE TEAM'S VISIT wOULD NOT
LAST MORE THAN ABOUT 10 DAYS. THE EGYPTIAN AUTHORITIES WERE
NOW DRAFTING A PAPER TO PRESENT TO THE TEAM ON ARRIVAL,
SETTING OUT THE EGYPTIAN POSITION ON IMPLEMENTATIOM OF THEIR
PROPOSALS ON EXCHANGE RATES, INTEREST RATES AND ENERGY PRICES.
'EBE|D EXPECTED THAT APPROVAL BY THE IMF BOARD WOULD BE

ACHIEVED EITHER IN LATE FEBRUARY OR EARLY MARCH, WITH
RESCHEDUL ING OF EGYPT'S DEBTS BEING ARRANGED AS SOOM AS
PRACTICABL: THEREFORE. 'EBEID WENT ON TO ASK THAT EGYPT'S
FRIENDS SHOULD PRESS FOR A MEETIMG OF THE IMF BOARD AS SOONM
AS POSSIBLE AND ALSO SHOULD SUPPORT EGYPT'S REQUEST FCR

A GREATER ALLOCATICN OF FOOD AYD FROM THE EUROPEAN COMMUNITY.

COMMENT

5. WHILE 'EBEID WAS OPTIMISTIC ABOUT THE FORTHCOM|NG
NEGOTIATIONS, THEY MAY NOT BE AS STRAIGHTFORWARD AS HE SEEMS
TO EXPECT. FOR EXAMPLE, IT IS NOT CLEAR HOW FAR THE
EGYPTIANS ARE STICKING TO THEIR OWN TIMETABLE. ALTHOUGH
'EBEID SAID THAT THE PROBLEM WQULD BE ADDRESSED IN THE

PAPER TO BE PRESENTED TO THE IMF M|SSION, THERE |S AS YET

NO SIGN OF THE ESTABLISHMENT OF THE STRUCTURE TO ENABLE ALL
REGISTERED COMMERCIAL BANKS TO DEAL FREELY IN THE FOREISN
EXCHANGE MARKET: NOR OF THE ARRIVAL OF THE EXPERT FROM

THE BANK OF FRANCE WHO WAS TO ADVISE ON THE ESTABL ISHMENT

OF SUCH A STRUCTURE (SEE PARA 10 OF MY TELNO 751). THE
CENTRAL BANK HAVE SAID TO US THAT HE IS LIKELY TO ARRIVE

AT THE BEGINNING OF FEBRUARY.

6. MORE SIGNIFICANTLY IT IS UNCERTAIN WHAT IMPACT

THE EGYPTIAN AUTHORITIES' DECISION TO POSTPOME INCREASES

IN ENERGY PRICES UNTIL 1 APRIL WILL HAVE ON THE OVERALL TIMING
FOR THE CONCLUSION OF A STANDBY ARRANGEMENT (SEE MY TELNO 795).
ACCORDING TO USAID STAFF, THE IBRD HAVE NOW INFORMED THE
EGYPTIAN AUTHORITIES THAT THE ENERGY PRICE INCREASE MUST BE
GREATER THAN ORIGINALLY PLANNED {N ORDER TO MAKE UP FOR THE
SHORTFALL IN REVENUE AS A RESULT OF THE THREE MONTHS DELAY.
UNLESS THESE [INCREASES ARE- ACTUALLY IMPLEMENTED, THE |NRD
CANNOT PUT ITS IMPRIMATUR ON A STANDBY ARRANGEMENT. THE
LOCAL IMF REPRESENTATIVE HAS SA|D TO US THAT AN INCREASE

IN ENERGY PRICES WILL BE A PRE-COND|TION OF THE STANDBY
ARRANGEMENT. (THIS VIEW APPEARS T0D BE CONFIRMED BY

UKDEL (MF/IBRD TELNO 1.) WHEN | ASKED 'EBEID ABOUT THE
DECISION TO DELAY INCREASES IN ENERSY PRICES, HE SOUGHT

TO DISMISS THIS AS A RELATIVELY MINOR TECHNICAL MATTER,

AND SAID THAT IN ANY CASE DECISION ON TIMING WAS ONE W |CH—

MUST BE LEFT TO THE EGYPTIAN GOVERNMENT. COg;ﬁ»v SRITIAL \0/
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7. THERE HAS, HOWEVER, BEEN ONE FAVOURABLE DEVELOPMENT
IN THE LAST MONTH. THE IMF ESTIMATE OF EGYPT'S EXPORT

REVENUES WAS BASED ON AN AVERAGE QIL PRICE OF DOLLARS 12
PER BARREL DURING 1996/87.  THIS IS 0BVIOUSLY NOW T0O LOW
AND SHOULD MARGINALLY REDUCE THE SIZE OF THE GAP WHICH
NEEDS TO BE FINANCED OVER THE NEXT 18 MONTHS.

URWICK
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UK COMMS ONLY
FM CA4RO
TO ROUTINE FCO
TELNO 48 :
OF 271500Z JANUARY 87 o
INFO ROUTHNE ODA, ECGD, BANK OF ENGLAND, TREASURY, DT ///
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PRENTHCE'S TELELETTER OF 23 JANUARY TO ROBERTS (NOT TO ALL):
EGYPT'S FMS DEBT

SUMMARY

1. EGYPT'S FMS DEBT WiLL BE <INCLUDED & THE PARIS CLUB
RESCHEDUL/ING OF A BILATERAL SOLUTION '§ NOT FOUND. SUCH
AN OUTCOME WOULD NOT BE ECONOMICALLY ATTRATHVE TO THE
EGYPTHANS THOUGH T MIGHT AVOID CONTINUING EMBARRASSMENT.

DETAL

2. THE PROBLEM OF FMS DEBT PAYMENTS S /NDEED THE MAJOR
PRE-OCCUPATION OF US/EGYPTIMAN RELATHONS. ACCORDING TO
THE FRENCH AMBASSADOR, MUBARAK WAS OBSESSED WHTH THIS
QUEST}ON DURING WIS MEET:ING WATH RAYMOND NOIR, THE FRENCH
MINISTER OF FOREXGN TRADE, ON 11 JANUARY AND SPOKE ABOUT
ALMOST NOTHING ELSE. '

3. THE US EMBASSY HAVE TOLD US THAT EGYPT'S FMS DEBT

WiLL BE NCLUDED /N THE OVERALL PARYS CLUB DEBT RESCHEDULANG
EXERCISE 1 A BILATERAL SOLUT:HON HAS NOT BEEN AGREED BY

THE TAME THE PARIS CLUB MEETS. SUCH AN OUTCOME WIiLL NOT

BE ADVANTAGEOQUS TO THE EGYPTHANS: THE RESCHEDULIING WILL

BE CARR'IED OUT AT THE EXISTING AVERAGE ‘WINTEREST RATE OF
11.8% AND WHLL ULT:MMATELY INVOLVE NO DEBT RELIEF. THE

.. CURRENT US OFFER, BY CONTRAST, S FOR A REDUCT:HON OF THE

. NTEREST RATE TO 7.2%. THE PARIS CLUB ALTERNATHVE WOULD,
HOWEVER, HAVE THE BENEFICPAL EFFECT OF TEMPORARHLY REMOVING
THIS DMFFICULT PROBLEM FROM THE US/EGYPT:HAN AGENDA. (THE

US EMBASSY WERE ALSO MILDLY OPTIMISTIC ABOUT LEGISLATION
CURRENTLY GOMNG THROUGH CONGRESS WHICH MIGHT HAVE THE EFFECT
OF QUOTE DELINKING UNQUOTE US FARMERS AND THUS ENABLE THE
QUEST'HON OF DOMESTHC AND FORE:GN DEBT RELiMEF. THHS MIGHT
ENABLE SOME FLEX‘-hB'lL-M'tNN IHE us POSII'TTON )

C‘\s- ..—-’L.iéﬂ!a \L ,L""




4, THE EGYPTIAN AUTHORWTHES MADE THE MOST RECENT PAYMENT

OF DOLLARS16 MJLLION N MID-JANUARY: THE NEXT TWO INSTALL-
MENTS ARE FOR DOLLARS16.1 MILLION AT THE END OF JANUARY AND
DOLLARS90.4 MM L'ION ON 3 MARCH. THESE PAYMENTS MUST BE MADE
TO AVOID INVOKPNG THE BROOKE AMENDMENT. THE EGYPT-MANS HAVE
TRIED TO LINK THEIR FMS PAYMENTS TO THE US PROPOSALS TO
CONVERT A PROPORT:I'OM OF THEIR PROGRAMME TO CASH (SEE OUR
TELNO 795 ON THE WiSIT OF MCPHERSON), BUT THE US ARE REFUSING
TO CONSIDER TH:S UNTAL AN EGYPT:RAN LETTER OF ‘INTENT WITH

THE «MF S :IN PLACE.

HARR IS

YYYY
FCO PSE PASS SAVIING PARKS

CCHPAN 7496

MONETARY

NENAD (REPEATED AS REQUESTED)

COxX ”TDE? {TIAL



GRS 630 RESTRCTED

RESTRICTED

FM CAIRO

TO ROUTINE FCO

TELNO 50

| OF 0111257 FEBRUARY 87

INFO ROUTINE ODA, DT{:, ECGD, BANK OF ENGLAND, TREASURY
INFO ROUT-INE UKDEL .IMF/4BRD, WASHINGTON

WNFO SAVING BONN, PARIS, ROME , TOKYO, UKREP BRUSSELS

OUR TELNO 12: THE EGYPT/FAN ECONOMY

SUMMARY

i 1. SOME Si#:GNS OF MOVEMENT TOWARDS MORE UN:IFIED EXCHANGE
RATES EVIDENT. RELAT:WELY ENCOURAGING DEVELOPMENTS :IN
OTHER SECTORS.

DETAIL

2. PUBLIC SECTOR COMPAN:ES ARE NOW INCREASINGLY HAVING TO
OPEN LETTER OF CREDWT AT ELTHER THE GULF RATE (170 PIASTRES
TO THE DOLLAR) OR AT THE FREE MARKET RATE (CURRENTLY 196
PFASTRES) DUE TO A LACK OF FOREIGN CURRENCY ‘1N THE OFF:ClAL
GOVERNMENT POOL, FOR WHICH THE RATE .18 135 P:FASTRES. THE
ONLY SOURCES OF FORE/GN EXCHANGE AVAIWLABLE TO THE GOVERNMENT
POOL ARE THE MANDATORY DOLLARS 150 THAT TOURISTS HAVE TO
CHANGE ON ARRIVAL ‘N EGYPT AND THE COST OF HOTEL ACCOMMODAT:ION
' FOR THOSE TOURISTS NOT ON PACKAGES: OFFICHAL EMBASSY
TRANSACT:(ONS: AND WORKERS' REMKTTANCES ¢N CASH. THE TOTAL
VOLUME OF FORE:1GN EXCHANGE FROM THESE SOURCES .S ONLY ABOUT
DOLLARS 500 MILL:HON.

3. HOWEVER, THERE STdtLL EX4STS SOME CONFUSION ABOUT
WHETHER THi1S PURCHASE OF FOREIGN EXCHANGE ON THE FREE
MARKET BY PUBLYC SECTOR COMPANHES 1S OFFIC:IALLY SANCT:HONED.
THE MINLSTRY OF MILIFTARY PRODUGTON HAD INFORMED US THAT
THEY HAD BEEN GIVEN AUTHORITY TO PURCHASE FOREIGN EXCHANGE
ON THE FREE MARKET TO MEET THE £9-10 MHHLLION DOWN-PAYMENT
ON THE PLESSEY AND OTHER CONTRACTS WHIACH ARE BEING COVERED
UNDER THE DOLLARS 150 MiLL/ION ECGD DEFENCE RESERVATION. THES
AUTHORMTY NOW SEEMS TO HAVE BEEN SPEC:FICALLY OVER-RULED

BY THE MINISTER OF ECONOMY, ALTHOUGH THE MINISTRY OF
MILHTARY PRODUCT:ION HAVE SA#D THAT THEY WILL APPEAL

DIRECT TO THE PRIME MinISTER.RESTRICTED

‘INFO SAVIING HMCG ALEXANDRIA - ACT:HONED \//




QEST e
4. THE USE OF THE GULF RATE BY THE EGYPTIAN PUBLIC SECTOR

BANKS 'FS A RELATIVELY RECENT PHENOMENON. ALL THE MAJOR MONEY
CHANGERS N THE GULF HAVE OFFHCES YN CAIRO AND THE PUBLIC
SECTOR BANKS HAVE BEEN PURCHASING FOREIGN EXCHANGE (AT A

FIWE TO TEN PLASTRE PREMIUM) FOR DISTRIBUT-HON TO THE PUBLIC
SECTOR. THE AMOUNTS :INVOLVED DO NOT APPEAR THAT LARGE
(APPROXAMATELY DOLLARS 300 - 500 MILLHON), AND THE GULF RATE
46 STILL MUCH LESS ‘4MPORTANT THAT THE CAMRO/PORT SAID FREE
MARKET RATE WHICH, ACCORD:ING TO THE 4MF, ACCOUNTED FOR

© TRANSACT{ONS AMOUNT:NG TO SOME DOLLARS 3 - 4 BILLION DUR:ING

EGYPT'HAN F'SCAL YEAR 1985/6.

5. THE LATEST OFFtCHAL PRICE STATISTICS SHOW A SLOWHING :IN

WHAT WAS A HIGH ANNUAL RATE OF 'BNFLATHON. BETWEEN AUGUST

AND SEPTEMBER, INFLATHON WAS RUNN-NG AT AN ANNUALISHED RATE OF
30%: FOR THE StkX MONTHS TO DECEMBER *NFLAT:HON (AS MEASURED

BY THE OFF:C:HAL CONSUMER PRMCE FNDEX) WAS ONLY 16%. (T 4S
DIFFICULT TO TELL WHETHER THHS REPRESENTS A REAL TREND OR

SIMPLY THE VOLATHLTY AND UN-REL:FABILHTY OF OFFUCHAL STATHSTICS.)

6. THERE HAVE BEEN SOME PROMISING DEVELOPMENTS :IN OTHER AREAS.
‘FNCREASED AGRICULTURAL PROCUREMENT PRACES HAVE BEEN

ANNOUNCED FOR COTTON AND SUGARCANE, WHICH ‘PN THE FORMER CASE
WiLL HAVE THE EFFECT OF STABHLISENG THE OUTPUT OF COTTON.

FOR THE F:IRST THME bN 1986, THE NUMBER OF TOURKST ARR:VALS

¥ DECEMBER EXCEEDED ARR:HVALS ‘tN THE SAME MONTH OF 1985:

WHILE THE EFFECT OF (NCREASED 'INTERNATHONAL O PRICES ARE
BEGHNNING TO BE FELT. :

7. WE HAVE NOT YET BEEN ABLE TO DSCUSS THESE DEVELOPMENTS

AND PROGRESS :IN THEAR NEGOTPAT:FONS WHTH THE VESATING I{MF TEAM,
BUT WE HOPE TO DO SO THIS WEEK. TO A CERTAWN EXTENT THE
SHORTAGE OF FORE}GN EXCHANGE HAS PUSHED THE EGYPT-IAN AUTHOR:TIES
RATHER FURTHER THAN THEY MIGHT L#KE TOWARDS THE #MF OBJECTVE

OF AN ACTUAL UNsiFtCATION OF EXCHANGE RATES.

HARR:IS

FCO PSE PASS SAVIING ADDRESSEES
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INFO ROUTINE ODA, DTI, ECGD, BANK OF ENGLAND, H M TREASURY
INFO ROUTINE WASHINGTON

INFO SAVING BONN, PARIS, ROME, TOKYO, UKREP BRUSSELS

INFQO SAVING HMCG ALEXANDRIA ACTIONED

MY TELNO O34 AND UKDEL IMF/IBRD TELNC 047: EGYPT/INMF

SUMMARY

1. SHA'ALAN HAS TAKEN BACK TO WASHINGTON THE SIGNED
EGYPTIAN LETTER OF INTENT, A SECRET ANNEX TO THE LETTER
COVERING ENERGY PRICES AND THE OFFICIAL EGYPTIAN REQUEST
FOR A STANDBY ARRANGEMENT., THE LATEST IMF FORECAST OF THE
BALANCE OF PAYMENTS SHOWS THAT, EVEN TAKING INTO ACCOUNT
GENEROUS RESCHEDULING, THERE WILL BE A CONTINUING NEED

FOR SUBSTANTIAL BALANCE OF PAYMENT SUPPORT FOR EGYPT

OVER THE NEXT FIVE YEARS.

DETAIL

2. DAVIS RECENTLY SAW GRONLIE, THE RESIDENT IMF REPRESENTATIVE,
TO DISCUSS THE VISIT OF SHA'ALAN WHO LEFT CAIRO ON 25 FEBRUARY
AFTER 5 DAYS OF DiSCUSSIONS. GRONLIE SAID THAT NOTHING NEW
HAD EMERGED FROM THESE DISCUSSIONS. HOWEVER, SHA'ALAN HAD
TAKEN BACK 3 DOCUMENTS WITH HIM TO WASHINGTON:

A. THE EGYPTIAN LETTER OF INTENT, WHICH HAD BREEN SIGNED BY
THE GOVERNOR OF THE CENTRAL BANK, SALAH HAM|D, AND THE
MINISTER OF FINANCE, MUHAMMAD EL-RAZAZ:

B. A SECRET ANNEX WHICH INCLUDES DETAILS OF THE INCREASES IN
ENERGY PRICES:

C. AN OFFICIAL EGYPTIAN REQUEST FOR A STANDBY ARRANGEMENT.

o

3. THERE HAD BEEN SOME CHANGES TO THE DOCUMENTATION TAKEN
BACK BY THE IMF STAFF ON 13 FEBRUARY, BUT ACCORDING TO

GRONL IE THESE HAD NOT BEEN SUBSTANTIVE. THE FIGURES IN THE

E IMF DRAFT TECHNICAL MEMORANDUM ATTACHED TO THE LETTER OF

| INTENT (SEE PARA 4 OF MY TUR) HAD ALSO NOW BEEN LARGELY FILLED
I, EXCEPT FOR THE DETAILS OF THE FORTHCOMING EGYPTIAN BUDGET:
IMF STAFF WOULD RETURN TO CAIRO ARQUND THE THIRD WEEK OF MARCH
TO DISCUSS THESE WITH THE EGYPTIAN AUTHORITIES. GRONLIE
THEREFORE THOUGHT THAT THE TIMETABLE FOR SUBMISSION TO THE
B0ARD HAD PROBABLY NOW SLIPPED BY A MONTH AND THAT, GIVEM

| THE NEED TO LOOK AT THE BUDGET N MORE DETAIL, THE ORIGINAL

} IDEA OF SUBMISSION OF THE EGYPT|AN LETTER OF INTENT TO THE

| BOARD ON 7 APRIL (THE DAY AFTER THE ELECTIONS) WAS NOW
IMPRACTICABLE. THE BOARD COULD STILL WAIVE THE REQUIREMENT

i FOR ONE MONTH'S NOTICE BETWEE®# THE SUBMISSIOM AND THEIR

R vp,.-pb
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CONS |IDERATION OF PAPERSs |F THIS HAPPENED, IT WOULD SHORTEN
THE PROWESS BY A WEEK OR TuwWO.

4, |T HAD BECOME OBVIOUS FROM THE LATEST ROUMD OF DISCUSSIONS
THAT EGYPT WOULD REQUIRE INCREASING SUMS OF NEW MONEY OVER THE
MEXT FIVE YEARS TO MEET ANTICIPATED FINANCING GAPS IN THE
BALANCE OF PAYMENTS. GRONLIE SA|D HE HAD BEEN ASKED RY THE
EGYPTIAN AUTHORITIES NOT TO REVEAL DETAILS OF THE LATEST
FORECAST BY THE IMF OF THE EGYPT|AN BALANCE OF PAYMENTS,

BUT HE TAQUGHT THAT, EVEN WITH GENEROUS AMNNUAL RESCHEDUL ING

OF EGYPTS DEBTS OVER THE NEXT FIVE YEARS, THE FIMANCING GAP
DURING THE CURRENT AND NEXT ECYPTIAN F|ISCAL YEARS (I|E 1985/37
AND 1937/88) WOULD BE DOLLARS 625 MILLIOY AND THAT THIS wOULD
RISE TO ABOUT DOLLARS 1.4 BILLICN IN 1991/92., |IT WAS FOR

THIS REASON THAT DE LA ROSIERE HAD INSISTED THAT MEMBER
COUNTRIES OF THE IMF SHOULD GUARANTEE THE REPAYMENT OF ANY

IMMF LOAN TO £GYPT (SEE PARA &4 OF MY TUR): IT WOULD BE

USEFUL TO KNOW WHAT VIEW CAMDESSUS IS LIKELY TO TAKE ON THIS
ISSUE.

5. GRONLIE THOUGHT THAT THE EGYPTIANS WERE NO LONGER LOOKING
FOR FOOD FUND PLEDGES BY DONERS (SEE PARA 6 OF UKDEL IMF/IBRD'S
TUR). HOWEVER, THE EGYPTIANS CONTINUED TO HOPE FOR FORE IGN
EXCHANGE OF DOLLARS 500 MILLION, WHICH WOULD BE NEEDED TO
NEUTRALISE ANY ACTION BY MONEY-CHANGERS DESIGNED TO SABNTAGE
THE PROPOSED EXCHANGE REFQRM: THEY HOPED TQ GET MOST, IF

NOT ALL OF THIS AMOUNT FROM THE CONVERSION BY THE 1S OF
PROJECT LOANS INTO CASH. THE US EMBASSY HAVE SINCE CONF IRMED
THAT WITHIN THE NEXT FEW DAYS THEY WOULD BE RELEAS|ING DOLLARS
115 MILLION IN CASH WHICH HAD BEEN PROMISED BY MACPHERSON, THE
HEAD OF USAID, IN DECEMBER 1936 (SEE PARA 11 OF MY TUR):

THIS IS SEPARATE FROM ANYTHING THAT THEY MIGHT CONTRIRUTE
TOWARDS THE DOLLARS 500 MILLION.

6. DAVIS AND | ALSO CALLED OM GANZOURY, DEPUTY PRIME

MINISTER AND MINISTER OF PLANNING, ON 2 MARCH, HE CONF|RMED
THAT THE PROVISION OF NEW MONEY BY FRIENDLY COUNTRIES WAS
ESSENTIAL TO ENABLE EGYPT TO EMBARK ON AN (MF PROGRAMME.
GANZOURY WAS ALSO CONCERNED ABOUT THE EFFECTS OF THE

PROPGSED EXCHANGE RATES REFORM ON POORER EGYPTIANS: COMMODITIES
DEFINED AS NECESSITIES WOULD THEREFORE BE THE LAST TO BE
TRANSFERRED TO THE FREE MARKET RATE (I1E PROBABLY NOT UNTIL

JUNE 1983). GANZOURY GAVE A VERY POSITIVE ACCOUNT OF SHA'ALAN'S
VISIT AND CONSIDERED THAT THERE WERE NOW NO SURSTANTIVE
DIFFERENCES BETWEEN EGYPT AND THE IMF: HE WAS ALSO RATHER

MORE OPTIMISTIC ABOUT THE TIMETABLE FOR IMF BOARD APPROVAL

AND PARIS CLUB RESCHEDUL ING THAN GRONLIE (SEE PARA 3 AROVE).

/COMMA.-,NT .



COMMENT : ,

7. THE US AMBASSADOR PRIOR TO HI§ RECENT DEPARTURE FOR
JASHINGTON ALSO GAVE ME AN UP-BEAT ACCOUNT OF SHA'ALAN'S
VISIT AND OF HIS SUCCESS (PRESUMABLY WITH SOME HELP FROM THE
AMER [CANS) IN OBTAINING A FIRM EGYPTIAN COMMITHENT IN WRITING
T0 RAISE ENERGY PRICES AT THE SEGINNING OF MAY AND IN FILLING
aIn THE GAPS IN THE IMF TECHNICAL MEMORANDUM. BUT US EMBASSY
OFFICIALS, WITH WHOM WE HAVE GONE OVER ALL THIS IN GREATER
DETAILS, CONTINUE TO EXPRESS RESERVATIONS PARTICULARLY

ON WHETHER THE EGYPTIANS WILL PROVE ABLE TO CARRY OUT THE
COMPLEX PROGCEDURES REQUIRED BOTH TO FULFIL THEIR UNDERTAKINGS
70 THE IMF AND TO RESCHEDULE THE|R DEETS.

8. THE FINANCIAL GAPS IN THE BALANCE OF PAYMENTS ARE AN
INEVITABLE RESULT OF THE SHORT-COMINGS IN THE PROPOSED
EGYPTIAN ECONOMIC REFORM PROGRAMME MORE OR LESS ENDORSED BY
THE IMF BOARD ON 22 DECEMBER 1986: MOREQVER THE TIMING OF ITS
IMPLEMENTATION HAS NOW SLIPPED SINCE THEN. ALTHOUGH THE
|BRD WiLL PROVIDE SOME OF THE FUNDS REQUIRED, WE UNDERSTAMD
FROM GRONL IE THAT THERE IS A LIMIT T0 40W MUCH THEY ARE
ALLOWED TO LEND IN BALANCE OF PAYMENTS ASSISTANCE TO ANY
ONE COUNTRY. FRIENDLY CREDITCR COUNTRIES WILL THEREFORE BE
REQUIRED TO DISBURSE RELATIVELY LARGE SUMS OF 3ALANCE OF
PAYMENTS SUPPORT FOR AT LEAST THE NEXT 5 YEARS ON CURRENT
FORECASTS IF THE PROPOSED PROGRAMME 1S TO BE IMPLEMENTED
SUCCESSFULLY. THE ONLY WAYS IN WHICH EGYPTIAN FINANCIAL
REQUIREMENTS OVER THIS PERIOD COULD BE LESSENED WOULD BE
THROUGH EITHER A REDUCTION IN EGYPTIAN IMPORTS (WITH A
CORRESPOND | NGLY ADVERSE EFFECT ON GROWTH PROSPECTS) OR
[1PLEMENTATION OF MUCH TOUGHER ECONOMIC POLICIES BY THE
EGYPTIAN AUTHORITIES THAN HAVE SO FAR BEEN ENVISAGED (AMD
QOF WHICH THERE 1S NO SIGN).

URWICK
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ANFO ROUTHNE UKDEL “#F WBRD, WASHINGTON

(INFO SAVING BONN, PARIS, ROME, TOKYO, UKREP BRUSSELS

HINFO SAV-ING ALEXANDRIA ACT-HONED

OUR TELNO 501 EGYPT/AMF
SUMMARY

1. THE DISCUSSTONS BETWEEN THE “IMF AND THE EGYPTHAN
AUTHORWTIES HAVE BEEN CONCENTRATING ON THE PRECHSE

SCOPE AND T4#ING OF THE EGYPT:'AN PROPOSALS FOR ECONOMIT
REFORM: THEY ARE NOT PROWVING EASY, THE EGYPT{H'ANS MAY ¥
THE END DRAFT THEIR OWN LETTER OF 4NTENT, RATHER THAN
SUBMITTANG ONE NEGOT:PATED WdiTH AND AGREED BY THE 4MF
TEAM TO THE EXECUT4VE BOARD.

DETAIL

2. THE 'IF TEAM, WHO ARE ACCOMPANIED BY AN OFFHC:HAL FROM

THE ¢BRD, HAVE NOW BEEN AN CAYRO FOR TWO WEEKS AND SEEM LMKELY
TO REMAIN FOR A FURTHER TEN DAYS., ALTHOUGH THE PRESENT
NEGOT:VATHONS HAVE BEEN CARRVED OUT #N CONDWTHONS OF MUCH
GREATER SECRECY THAN PREVHOUS ROUNDS, WE HAVE OBTAUNED THE
FOLLOWING GENERAL +MPRESSIONS FROM OUR CONTACTS WITH MEMBERS
OF THE V:ISHITING MISSTON,

3. THE #MF TEAM HAVE BEEN WORK{ING EXTREMELY HARD AND HAVE
MADE GOOD PROGRESS WITH THE EGYPT:HANS N FiILLANG AN THE
DETAMLS OF THE MONETARY PROGRAMME, CREDAT CEILMNGS AND :WTEMS
‘N THE BUDGET APPROPR:IATE TO A STANDBY ARRANGEMENT. BUT THEY
ARE STHLL EXPERIENCHNG DIAFFICULTAHES 4N THREE AREAS WHICH HAD
PREV:IOUSLY PROVED CONTENT:IOUS:

A. OBTAINING A PRECASE EGYPT:HAN COMMITMENT TO RAMSE

DOMESTIC ENERGY PRUCES:

B. ESTABLISHING HOW THE EGYPT:PAN AUTHORITAES WHLL

HMPLEMENT THEIR PROPOSALS FOR THE UNAFICATION OF EXCHANGE
RATES:

C. THE LEVEL AND STRUCTURE OF DOMESTAC ‘INTEREST RATES,

ON WHICH VERY LITTLE PROGRESS APPEARS TO HAVE BEEN MADE.

CONTLERTIAL
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4, MUCH EFFORT HAS BEEN DEVOTED BY THE TEAM TO TRY:NG TO

PIN DOWN THE DETAILS OF THE EGYPTANS' OWN POLUCY PROPOSALS.
THERE NOW SEEMS TO BE SOME DOUBT WHETHER THE EGYPT:IAN
AUTHORITIES ARE STM.L COMMITTED TO #NCREASING ENERGY PRICES
ON 1 APRIL. SIMILARLY THE EXPERT FROM THE BANK OF FRANCE WHO
WAS TO ADVA'SE ON UNAFUCATION OF EXCHANGE RATES #S NOW NOT
EXPECTED TO ARRIVE UNTAL THE BEGINNING OF MARCH AT THE
EARLAEST AND T THEREFORE NO LONGER LOOKS PRACTACABLE TO TRY
TO ESTABLUGH A FREE FOREIGN EXCHANGE MARKET 4% EARLY 1987,

AS THE EGYPTIANS THEMSELVES AT ONE T:ME PROPOSED (SEE MY
TELNO 751 OF 1 DECEMBER 1986). THE #MF TEAM ALSO NEED TO
KNOW MORE FROM THE EGYPTHANS ABOUT THEIR PROPOSALS ON
DOMESTAC sNTEREST RATES: THEY DO NOT SHARE THE APPARENT
EGYPT:IAN CONVICTHON THAT A DECLNE iiN dNFLATION WiLL RENDER
PRESENT INTEREST RATES POSITIVE,

5. THE PRACTICAL DIFFACULTAES OF UNYFYANG EXCHANGE RATES

ARE NOT UMDERESTHMATED. THE EGYPTIAN PUBLAC SECTOR BANKS
CURRENTLY HAVE LARGE L:ABALWTHES AN FOREJGN CURRENCY BACKED
BY ASSETS DENOMIMATED ‘N EGYPT::AN POUNDS. THIS 46 A RESULT

OF OPENANG LETTERS OF CRED#T FOR PUBLAC SECTOR COMPANAES N
THE EXPECTATION THAT FOREGN EXCH:\NGE WOULD BE AVAIYLABLE

WHEN THE LETTER OF CREDIT BECAME DUE. OVER THE LAST 12 MONTHS
THIS HAS NCREASENGLY NOT BEEN THE CASE, SO MOVEMENT TO A MORE
DEPRECHATED RATE FOR THE EGYPT:IAN POUND WiLL CAUSE THESE BANKS
TO 4NCUR SUBSTANT-HAL LOSSES. THESE LOSSES WiLL BE PARTLY
COUNTER-BALANCED BY WINDFALL GA4HNS MADE BY PUBLC SECTOR
COMPANGES WHO HAVE "MPCRTED COMMODTHES AT THE OLD RATE,
ASSUMING THAT THEY ARE ALLOWED TO PASS ON THE FULL COSTS OF
THE NEW EXCHANGE RATE TO THEIR CUSTOMERS.

6. WHILE THE IMF TEAM BEL:HEVE THAT THE RECOURSE OF PUBLHLC
SECTOR COMPANIES TO THE FREE MARKET TO PURCHASE FOREHGN
EXCHANGE FOR THIER COMMODIATY ¢MPORTS HS STHLL EXCEPTHONAL
(PARA 3 OF MY TUR), THEY THINK 4T &8 L4KELY TO BECOME
WNCREASIINGLY COMMON AS FOREWGN EXCHANGE FROM THE OFF:IC:hAL
GOVERNMENT POOL DwAMDLES AND PARTICULARLY :I¥f THE NEGOTiAATHHONS
FOR A STANDBY ARRANGEMENT AND THE RESCHEDUUING OF EGYPT'S
DEBTS TAKE LONGER THAN HAD PREVIOUSLY BEEN EXPECTED.

7. THE #MF TEAM HAVE HAD TWO MEET:PNGS SO FAR WITH THE
EGYPT:!:AAN PRIME MINISTER. S1DQY REPORTEDLY WARNED THEM THAT

ANY EGYPTHAN COMMATMENT TO THE #MF PROPOSALS, PARTHCULARLY

ON ENERGY PRICE #MNCREASES, WOULD HAVE TO BE SUBMETTED TO
MUBARAK: MUBARAK HIMSELF HAS BEEN ABSENT FOR A WEEK ATTENDHNG
THE BSLAMAC SUMMHKT MEETHNG N KUWALT, 'EBE4D, THE MINISTER

OF STATE FOR CABINET AFFAIRS WHO HAD PLAYED A LEADING PART

AN THE NEGOT:BATVONS WITH THE #MF TEAM, HAS ALSO BEEN AWAY uN
UPPER EGYPT FOR THE LAST FUNE DAYS,

= CON"CENTIAL?-
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5. AF SUBSTANTHAL PROGRESS CANNOT BE MADE N THE AREAS V
WHERE THERE 45 STILL DIFFICULTY (SEE PARA 3 ABOVE), ONE
POSSIBLE COURSE APPARENTLY BEANG CONSIDERED BY THE EGYPTHANS
S FOR THE 4MF TEAM TO TAKE BACK TO WASHINGTON A LETTER OF
AMTENT DRAFTED BY THE EGYPT:AN AUTHORITHES AND NOT NECESSARILY
EiFTHER NEGOTHATED WITH OR AGREED BY THE VUSITING :IMF TEAM.

AN THES EVENT, THE EGYPT:HANS WOULD HOPE THAT THE ##MF

EXECUT(WE BOARD MIGHT PROVE MORE ACCOMMODATHMNG THAN THE

HMF TEAM OF OFFilC:iALS AND BE WILLNG TO ACCEPT SUCH A LETTER
AS THE BASHS FOR A STANDBY ARRANGEMENT,

COMMENT

9. NEULTHER THE PRIME MIMNISTER , WHEN SEEUNG LORD TREFGARNE
THIS MORNANG, NOR GANZOUR:h (DEPUTY PRHME MINISTER AND MINISTER
FOR PLANNING) GAVE ANY HINT THAT THE EGYPT:ANS WERE CONTEM-
PLAT:BNG THE COURSE OUTL:WNED <N THE PRECEDING PARAGRAPH,

(WNDEED THE PRMME MINISTER THOUGHT THAT A LETTER OF

AMNTENT WOULD BE AGREED WHTH THE 1MF TEAM WITHIN THE NEXT WEEK
OR SO: HE MENTH:ONED THAT THE TEAM WERE RECEYWVED BY MUBARAK

ON 3 FEBRUARY. &1DQ% DD, HOWEVER, SAY THAT ALL THE MEASURES
BE{:NG PROPOSED BY THE /#MF WERE SHORT-TERM, WHEREAS THE EGYPTHANS
WANTED TO CARRY THROUGH THE REFORMS REQUHRED BY THE dMF AS

PART OF A LONGER TERM PROCESS OF DEVELOPMENT AND RESTRUCTURIENG
OF THE ECONOMY. THE EGYPT:HAN GOVERNMENT ALSO HAD TO BEAR 1M
MAIND THAT THERE WERE 4.5 MILLION GOVERNMENT AND PUBL/IC SECTOR
EMPLOYEES ON FXED SALARIES WHO WOULD BE DMRECTLY AFFECTED BY
ANY NCREASE 4N PRICES. AS SOON AS THE LETTER OF HMNTENT WAS N
PLACE, ALL EGYPT'S DEBTS (OTHER THAN THOSE TO THE SOVHET

UNION, WHICH WAS NOT OF COURSE A MEMBER OF THE «#F) WOULD

BE 'INCLUDED N A COMPREHENSIVE RESCHEDULIMG. N REPLY TO A
QUEST:ON FROM LORD TREFGARNE, SiDQH SAID THAT THE EGYPTRANS
WERE ONLY LOOK{UNG FOR FORGHVENESS OF THE:® MILTARY DEBT FROM
THE AMER4CANS: THEY ENVESAGED THAT ALL OTHER MIUFTARY DEBTS
WOULD BE INCLUDED ‘¥ THE RESCHEDULUNG PROCESS. S#DQri+ ADDED
THAT THE NEGOTHATHONS WiTH THE AMERICANS OVER THE FMS DEBT WERE
STHLL GOING ONg THE CURRENT US PROPOSAL WOULD /NVOLVE REPAYMENT
BY EGYPT OF AN ACCUMULATED DEBT OF USDOLLARS 24 BiLLJON N THE
YEARS 2009 TO 2014: THIS WAS UNACCEPTABLE,

10, i SPECIHF4CALLY ASKED GANZOURY: LAST NIGHT ABOUT ENERGY
PRICES. HE SAUD THAT, WHILE THE EGYPTVANS WERE FiRMLY
COMMETTED TO ¢INCREASES i ENERGY PRICES, THEY WOULD PURSUE
THE SAME TACTICS AS THEY HAD OVER BREAD AND PETROL AND NOT
ANNOUNCE THEM :M ADVANCE: LN THI'S WAY THEY HOPED TO AVOiD
PROVIDING A FOCUS FOR OPPOSTION. BUT GANZOURY: STRESSED THAT

CONTCENTIAL




ENERGY PRICES WOULD BE «iNCREASED WITHIN THE NEXT 2 OR 3 MONTHS,
AS AGREED WITH THE WORLD BANK: HE POINTED OUT THAT THE PRACE
OF KEROSENE I PARTICULAR HAD NOT BEEN '¥NCREASED FOR MANY

YEARS,

URWAICK

YYYY

FCO PSE PASS SAVING ADDRESSEES

CCHPAN 7618

NNHNN

n’tané 7R,
Newan ,,/
(5 [ma Lenr

CON

4
OENTIAL

(tiey TO

Mn MFET sm.TH RANk oF
ENC-cAig

M T ReeaTson S, odA-

(REPEATED AS REQUESTED)




GRS 413

CONFiDENT hAL Ccnféa e ni'ia ! M by

FM CAMRO

TO ROUTHNE FCO

TELNO 61

OF 081500Z FEBRUARY 87

ANFO ROUTMNE ODA, DT::, ECGD, BANK OF ENGLAND, TREASURY
JWNFO ROUTHNE UKDEL IMF HBRD, WASHINGTON

ANFO SAVING ALEXANDRHA ACT-HONED v

MY TELNO 543 ECYPT/IMF

1. THE RECENTLY ANNOUNCED PARL‘MAMENTARY ELECTPONS (MY
TELNO 58) AND ALSO THE RECEAPT OF FdNANCHAL ASSISSTANCE
FROM CERTAMN GULF COUNTRIES HAVE GIWEN RISE TO FEARS THAT
THE EGYPT-FANS MAY NOW SEEX TO DELAY REACHING AGREEMENT
WATH THE J44F AND ALSO CARRY:ING OUT THE CONDIT:AONS NECESSARY
TO OBTAN A LETTER OF WNTENT. THE US AMBASSADOR, WHOM '
SAW TODAY, AND OTHER MEMBERS OF HIS STAFF HAVE BEEN VYOICANG
SUCH FEARS ‘N THE LAST FEW DAYS AND SEEM VERY CONCERNED (
THAT THE EGYPTHANS MAY SUCCUMB TO THE TEMPTATHON TO

DEFER DIFFICULT DECHSIONS., THESE FEARS ON THE PART OF THE
AMERICANS MAY BE COMPOUNDED BY THE WMPASSE NOW REACHED
OVER NEGOTHAT-HONS ON THE FMS DEBT, WHERE THE BALL NOW LIMES
s THE US COURT FOLLOWING MUBARAK'S REJECTHON OF PRESIDENT i
REAGAN'S PROPOSALS. THIS 16 AN 4SSUE OF CONSIDERABLE |
DELIMCACY FOR THE AMERICANS AND HAD ALREADY LED TO THE
POSTPONEMENT OF MUBARAK'S tWNTENDED V:&HT TO THE US AT THE
END OF FEBRUARY.

2., WHEN SEEUNG THE EGYPTAHAN FOREAGN MINISTER TODAY, ik
ENQUIRED WHETHER T REMAINED THE EGYPTAAN WNTENTHON TO AGREE
THE TERMS OF A LETTER OF ANTENT WiTH THE VISITANG (1MF
MISSION BEFORE THEWR DEPARTURE AND ALSO WHETHER HE THOUGHT
THERE WAS ANY RISK THAT THE PARLIAMENTARY ELECTHONS MIGHT
LEAD TO THE POSTPONEMENT OF DECHS1ONS ON CONTENTHOUS
QUESTHONS SUCH AS ENERGY PRICES. EMPHASISING THAT ' WAS
SPEAKING PERSONALLY, «: TOLD MAGID THAT b THOUGHT THE EFFECT
OF FAILURE TO GET A LETTER OF #NTENT @INTO PLACE AND TO
CARRY THROUGH THE MEASURES REQUIRED BY THE fIMF, EVEN F 1IN
RATHER SLOWER TIME THAN HAD ORIGINALLY BEEN PLANNED, COULD
HAVE A MOST HARMFUL EFFECT ON EGYPT'S STANDING WITH HER
CREDITORS. MAGID SAID HE ENTIRELY AGREED, AFFARMED THAT

4T REMAINED EGYPT'S AWNTENTHON TO GET AN AGREED LETTER OF
ANTENT WHTH THE MF BEFORE THE MiSSION DEPARTED (HE SAVD AT
WAS A LONG AND COMPLACATED DOCUMENT) AND THAT HE BELJEVED
THE NECESSARY MEASURES SUCH AS :INCREASES M FUEL PRICES

Confidental .




Confidential

3. THES oI'S IN LANE WHTH WHAT THE PRIME MINISTER AND
DEPUTY PRIME MINISTER GANZOURD TOLD LORD TREFGARNE AND

MYSELF (SEE MY TUR), BUT DOES NOT SQUARE WITH AMERICAN
AMPRESSIONS. WE SHALL BE REPORTING FURTHER AS SOON AS THE

IMF TEAM'S MISSTON 1S CONCLUDED, PROBABLY ON 12 FEBRUARY.
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Resirictea

FM CAIRO

TO PRIORITY FCO

TELNO 77

OF 1511407 FEBRUARY 87

NFO ROUTINE ODA, DT+, ECGD, BANK EKGLAND, TREASURY

ANFO ROUTINE UKDEL AMF #BRD, WASHINGTON

ANFO SAVING BONN, PARIS, ROME, TOKYO, UKREP BRUSSELS 4
ANFO SAVING HMCG ALEXANDRIA ACTHONED

MY TELNO 61: EGYPT/iMF

1. THE SEMI=OFF:IC:AL PRESS HAS BEEN CARRY:#NG DETAILS
OF THE LETTER OF (INTENT THE EGYPTHAN AUTHORATIES ARE
SAMD TO HAVE AGREED WwiTH THE #MF TEAM, WHO LEFT CAIRO
ON 13 FEBRUARY. THE MOST DETAMLED DESCR:PTHON OF THE
LETTER OF JNTENT 48 CARRIED BY THE WEEKLY MAGAZINE

PUBLISHED BY AL-AHRAM AND DEVOTED TO ECONOMIC #SSUES.

2, THE LETTER & REPORTED TO REFER TO AN 18-MONTH
PROGRAMME START:HNG N JULY (THIS PROGRAMME HAD OF COURSE
AMNUT-HALLY BEEN SENTENDED TO COME *NTO OPERATHON AT THE
BEGINNANG OF 1987). THE AIMS QF THE PROGRAMME ARE
DESCRHBED AS BEMNG TO :WNCREASE THE ROLE OF MARKET FACTORS
"AND TO CONTROL {NFLATHON BY REDUCING COVERNMENT EXPENDITURE
WHWE /NCREASING REVENUES, THE LETTER OF INTENT ALSO
APPARENTLY REFERS TO MEASURES TO INCREASE EXPORTS AND
REDUCE 4™MPORTS, AND TO RESTRMCT THE APPROVAL OF NEW
FORE:IGN LOANS.

3, ON EXCHANGE RATES, THE LETTER S REPORTED TO STATE
THAT THERE wiL BE MOVEMENT TOWARDS A MORE UNIF4€D RATE,
WHTH A MORE ACTd«E ROLE BEsING PLAYED BY COMMERC:AL BANKS.
THE GOVERNMENT 6 ALSO COMMMWTTED TO iNCREASE DOMESTHC
SAVINGS BY LOWERANG rINFLATHON, REDUCE THE BUDGET DEFICHT
AND GRADUALLY TO :INCREASE /NTEREST RATES. THE LETTER 4§
ALSO SAWD TO COVER PLANS TO FREE AGRICULTURAL PRODUCER
PRICES, EXCEPT FOR COTTON AND SUGAR CANE, AND ALSO TO
('NCREASE DOMESTAC ENERGY PRACES (SEE MY TELNO 75). THE
BUDGET DEFACAM :WS REPORTEDLY TO BE DECREASED FROM 14 PER
CENT 1N 1986 TO & PER CENT OF GDP N 1987. THERE ARE
PLANS TO DECREASE THE NUMBER OF COMMODIMIES WHICH ATTRACT
SUBSIDY AND TO RESTRICT THE DHSTRIBUTHON OF SUCH COMMODITHES
TO PEOPLE WiTH LAMITED :INCOME. AN <INCREASE 4N REVENUE
FROM TAXES «5 ALSO PLANNED BY REFORMS AN THE EXISTING
SYSTEM, AND BY TAGHTEN:ING THE RULES ON TAX EVASION.

Restricted /4.
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| Restricted

4, WE HOPE TO SEE THE RESIDENT REPRESENTATYNE OF THE

AMF TOMORROW AND i1+ AM ALSO SEEKING APPOINTMENTS WITH THE
EGYPTHAN MINJSTERS MOST CLOSELY :HNVOLVED TO OBTA:dN THEIR
ACCOUNT OF TH#4S LATEST ROUND OF NEGOTHATHONS WIETH THE -iMF.

URWICK

YN
FCO PLEASE PASS SAVING ADDRESSEES

CCHPAN 7772

MoneTrry  DST oIS Tos
AN ENHD MR MFT SMITH , Banic or
S /e RENn7ON ENGLAND

MR T. RoBerTon £S5, 0DA

Shving THIS TELEGRAWN
TED'AS REQUESTED)
TREPEATE Q WAS NOT
'ADVANCED



GRS 180

RESTRICTED
RESTRICTED /

FM CA4RO
TO ROUTHINE FCO

TELNO 082

OF 1706482 FEBRUARY 87

HINFO ROUTWNE DEPT OF ENERGY. DT, ODA, ECGD, BANK OF ENGLAND
WNFO ROUTHINE UKDEL UMF//1BRD WASHWINGTON  TEL AVHW, WASHHNGTON
WNFO ROUTHNE OPEC POSTS

i

*AU0ST

MY TELNOS 026 AND O75: EGYPTWAN O PRICES

SUMMARY
1. EGYPT REDUCES THE PRMCE OF THE SUEZ BLEND BY DOLLARS 0.35
PER BARREL., PRHICES FOR OTHER BLENDS REMA#N THE SAME.

DETA4L
2. THE EGYPTHIAN GENERAL PETROLEUM CORPORAT:HION ANNOUNCED ON 15

FEBRUARY NEW PR#CES FOR TS Ot EXPORTS, EFFECTMWE UNTHL THE
END OF THE MONTH. THE PRACES FOR THE MAHMN BLENDS ARE SHOWN
BELOW (¢#iN DOLLARS PER BARREL): '
PR#CE FOR 16-28 FEB DECREASE ON PRHCE
FOR 16 JAN TO 15 FEB

SUEZ 17.25 4 0.35
RAS GHAREB 15.40 —

BELAYUN 16.65 —

COMMENT

3. THE MARGANAL REDUCTHON ## PRICE OF THE SUEZ BLEND SEEMS
SENSH#BLE N THE LWGHT OF THE RECENT WEAKENUING OF THE #INTER-
NATHONAL Od MARKET. EGYPT'S TOTAL Ot PRODUCT'HON #4iN JANUARY
WAS 900,000 BARRELS PER DAY (ABOVE THE F#GURE OF 870,000
BARRELS PER DAY THAT EGYPT ##S COMMMTTED TO #iN ORDER TO SUPPORT
OPEC: SEE MY TELNO 021), BUT siNDMCATHONS ARE THAT PRODUCT:HON
FOR FEBRUARY walL BE AROUND 850,000 BARRELS PER DAY,
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CONF IDENTIAL
FM CAIRO

TO IMMEDIATE FCO A
TELNO 34

OF 1714507 FEBRUARY 37

AND TO IMMEDIATE UKDEL IMF IBRD

INFO ROUTINE ODA, DT|, ECGD, BANK OF ENGLAND, TREASURY

INFO ROUTINE WASHINGTON

INFO SAVING BONMN, PARIS, ROME, TOKYO, UKREP BRUSSELS

[NFO SAVING HMCG ALEXANDRIA ACTIONED

MY TELNO 77: EGYPT/IMF
SUMMARY

1. EGYPT AND THE |IMF TEAM REACH AGREEMENT ON A LETTER
OF INTENT, BUT THE DETAILS OF A TECHNICAL MEMORANDUM

TO BE ATTACHED TO IT STILL REMAIN TO BE NEGOTIATED.
INCREASES IN ENERGY PRICES HAVE NOW BEEN DELAYED UNTIL
THE BEGINNING OF MAY: THEY ARE STILL AN ESSENTIAL
PRECONDITION FOR SUBMISSION OF THE LETTER OF INTENT TO
THE |MF BOARD FOR APPROVAL, THE EGYPTIANS ARE LIKELY TO
REQUEST A MEETING OF THE PARIS CLUB IN M|D-MAY, A

LARGE FINANCING GAP HAS STILL TO 3E COVERED

CETAIL

2, | CALLED ON SALAH HAM|D, GOVERNCR OF THE CENTRAL BANK
COF EGYPT, ON 16 FEBRUARY TO DISCUSS THE LATEST ROUND OF
NESOTIATIONS WITH THE IMF. WE HAYE SINCE SEEN THE IMF
REPRESENTATIVE AND ALSC COMAPARED NOTES WITH EC AMBASSADORS
AMD THE US EMBASSY.

3. THE GOVYERNOR OF THE CENTRAL BANK SAID THAT THE IMF TEAM
HAD TAKEN BACK A LETTER OF INTENT TO WASHINGTON AND

THAT THE OFFICIAL TEXT wOULD BE HANDED TO SHATALAN, THE
DIRECTOR OF THE MIDDLE EAST DEPARTMENT OF THE |MF, WHEN HE
RETURNED TO CAIRO ON EITHER 22 QR 23 FEBRUARY.

4, AOWEVER THE US EMBASSY, WHO TAKE A LESS SANGUINE VIEW
THAN OUR OTHER INTERLOCUTORS, CLAIM THAT THE LETTER OF |INTENT
IS SUBJECT TO A FOOTMOTE ORISINALLY INSISTED ON BY DE LA
ROSIERE TO THE EFFECT THAT MEMBER COUNTRIES OF THE IMF WOULD
GUARANTEE THE REPAYMENT OF ANY I#F LAON MADE TO EGYPT:

BUT THAT, AS A PRIOR CONDITION OF THIS KIND WAS
UNPRECEDENTED, |T WAS LIKELY TO BE OPPOSED BY THE

EXECUTIVE BOARD. THE US EMBASSY ALSO SAY THAT ATTACHET TO
THE LETTER OF INTENT IS A 40-PAGE TECHNICAL MEMNRANDUM
WRJTTEN BY THE IMF, DETAILS OF wWHICH HAVE STILL TO BE
NEGOTIATED. SETTL'NG THESE DETAILS WOULD BE THE MAIN TASK

C@ qad :é;ﬂé’“a!



OF THE IMF TEAM WHICH IS DUE TO“VISIT EGYPT IN MARCH (SEE
PARA 3 BELOW). WHILE THE EGYPTIANS DO NOT APPARENTLY
FORESEE PROBLEMS, THE AMERICANS FEAR THAT THE NEGOTIATIONS
COULD PROVE DIFFICULT.

5. THE GOVERNOR OF THE CENTRAL BANK OUTLINMED THE PROGRAMME
AGREED BETWEEN THE EGYPTIANS AND THE IMF IN THE 3 AREAS WHICH
HAVE HITHERTO BEEN IN DISPUTE WITH THE FUND AND THE (BRD (SEE
MY TELNO 54):

A. ON EXCHANGE RATES, ACTION WOULD BE TAKEN BY THE
EGYPTIANS AT THE BEGINNING OF MAY AS SOON AS THE

ELECTIONS ARE QUT OF THE WAY. IT WOULD BEGIN, AS
PREVIOUSLY PLANNED, WITH THE SHIFTING OF 43% OF
COMMODITIES FROM THE OFFICIAL TO THE FREE MARKET

EXCHANGE RATE. AT THE SAME TIME THE COMMERCIAL BANKS
WOULD BE ALLOWED TO DEAL 1IN FOREIGN EXCHANGE AT THE

FREE MARKET RATE. THE EQYPTIAN AUTHORITIES WERE, HOWEVER,
COMCERNED THAT THE EXCHANGE RATE MIGHT DEPRECIATE RAPIDLY
|F THERE WERE NOT A SUFFICIENT CUSHION OF FOREIGN

EXCHANGE AND ALSO THAT THE MONEY CHANGERS AND [SLAMIC
INVESTMENT COMPANIES MIGHT WITHHOLD FORE|IGN CURRENCY FROM
THE MARKET IN AN EFFORT TO DESTABILISE 1T: HE WAS
THEREFORE HOPING FOR INCREASED ASSISTAMCE FROM FRIENDLY
COUNTRIES.

B. ON INTEREST RATES, HAMID SAID THE ECYPTIAN AUTHORITIES
WERE STICKING TO THEIR ORIGINAL PROPOSALS UNDER WHICH

A SEPARATE RATE, 5 PERCENTAGE pOleS ABOVE THE EXISTING
13% RATE, WOULD BE OFFERED FOR DEPOSITS IN DOLLARS WHICH
ARE CONVERTED INTQO EGYPTIAN POUNDS.

C. ON ENERGY PRICES THO, ACTION WOULD BE DELAYED
UNTIL THE ELECTIONS WERE OVER. HAMID CONCEDED

THAT SUCH INCREASES WERE A PRECONDITON FOP APPROVAL
OF THE LETTER OF INTENT BY THE [|™F BOARD AND FOR

A RESUMPTIOWN OF LENDING TO THE INDUSTRIAL AMD ENERGY
SECTORS BY THE 1BRD. BUT HE THOUGHT THE LETTER COULD
NONETHELESS BE SUBMITTED TO THE IMF BOARD BY THE END
OF APRIL (WITH FORMAL APPROVAL PRESUMABLY NOT BEING
GIVEN UNTIL INCREASES IN ENERGY PRICES WERE ACTUALLY
|MPLEMENTED) .

6. HAMID SAID THAT THE (BRD HAD RECEIVED A REQUEST FROM THE
EGYPTIANS TGO CONVENE A COMSULTATIVE AID GROUP FOR EGYPT
FOLLOWING THE APPROVAL OF EGYPT'S LETTER OF INTENT AND

BEFORE THE MEETING OF THE PARIS CLUB, WHICH HE EXPECTED WOULD
TAXKE PLACE IN THE ™|DDLE OF MAY. EGYPT DID HOT INTENMD ASKING
FOR A FORMAL MEETIMG OF THE LONDON CLUZ, SINCE COMMERCIAL
DEEBT FORMED SO SMALL A PROPORTION OF EGYPT'S EXTERMAL DEBT,
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11. ACCORDING TO THE US EMBASSY, THE FINANCING GAP FOR THE
PERIOD OF THE INITIAL STANDBY ARRANGEMENT 1S NOW ESTIMATED
BY THE IMF TO BE USDOLLARS 525 MILLION, AFTER TAKIMG ACCOUNT
OF DISBURSEMENTS BY THE WORLD BANK. THE EGYPTIANS ARE ALSO
XPECTED TO REQUEST AN ADDITINNAL USDOLLARS 579 MILLION TO
PROVIDE A CUSHION FOR THE EXPECTED DEPRECIATION OF THE EXCHAMGE
RATE. THE AMERICANS ANTICIPATE THAT THE ESYPTIANS WILL FAGE
DIFFICULTIES N MOBILISING THESE SUMS. WE ASKED THE US
EM3ASSY WHETHER THE AMERICANS wOULD NOW BE PREPARED TO RELEASE
THE SECOND TRANCHE OF USDOLLARS 115 MILLION, WHICH MACPHERSON
OF USAID HAD TOLD THE EGYPTIAN WOULD RE AVAILABLE FOLLOWING
AGREEMENT ON A LETTER OF INTENT WITH THE IMF (MY TELND 795
OF 18 DECEMBER 1986). THE US EMBASSY ARE LIKELY TO RECOMMEND
THIS TO WASHINGTON, BUT BEFORE DOING SO WILL WANT TOURE
QUITE SURE THAT THE LATEST ROUND OF NESOTIATIONS WITH THE IMF
HAS |INDEED SUCCEEDED IN CREATING THE 2ASIS FOR A STANDRY
ARRANGEMENT .
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6
7. THE EGYPTIAN PRIME MINISTER, IN SPEAKING TO CHABAN-

DELMAS wWHO IS VISITING EGYPT, SAID THAT THE DISCUSSIONS WITH
THE |4F HAD PROVED DIFFICULT, ESPECIALLY AS SOME MINISTERS
NOT DIRECTLY CONCERNED WATH ECONOMIC AFFAIRS HAD STRONCLY
CONTESTED THE WQRE DIFFICULT POINTS IN THE AGREEMENT AND
THAT THERE HAD BEEN AN INTENSIVE AND LENGTHY INTERNMAL DEBATE.,

8, GROMLIE, THE RESIDENT IMF REPRESENTATIVE, HAS BROADLY CONFIRMED
ALL TA1S BUT TOLD US THAT THE ORISINAL DRAFT LETTER OF INTENT
PREPARED BY THE EGYPTIANS HAD BEEN SIGNIFICANTLY WEAKER THAN
THE PROCRAMME CONTAINED IN THEIR OwN PAPER OF 292 MOVEMBER

(MY TELND 751 OF 1 DECEMBER 1986). THE IMF HAD SAID THEY
JOULD TAKE THIS EA®LIER LRAFT BACK TO WASHINGTON, BUT COULD
NOT ENDORSE IT. ON THE DAY BEFQORE THE |IYF TEAM'S PROPOSED
DEPARTURE, THE ESYPTIAMNS HAD PRODUCED A NEW DRAFT BROADLY
ACCEPTABLE TC THE TEAM, WHO HAD THEN POSTPONED THEIR
DEPARTURE BY A DAY TO ALLOW FURTHER DISCUSSION OF SOME
RELATIVELY MINOR OUTSTANDING DIFFERENCES. THE IMF TEAM WILL
RETURN TO CAIRO IN EARLY MARCH FOR FURTHER TECHN|CAL

DISCUSS I1ONS EXPECTED TO LAST 2 0OR 3 WEEKS. THEIR AIM WILL RE
TO ESTABLISH THE PERFORMANCE CRITERIA FOR THE JUNE AND
SEPTEMBER QUARTERS: |IN ORDER TO SET THESE CRITERIA, THE: [MF
NEED A MORE DETAILED KNOWLEDGE OF THE EGYPTIAN BUDGET
PROPOSALS FOR THE FINANCIAL YEAR 1987/8 THAN THEY AT PRESENT
POS3ESS.

9. GRONLIE THOUGHT THE PAPERWORK FOR A STANDBY ARRANGEMENT
SHOULD 3E COMPLETED BY THE IMF TEAM 2Y THE REGINMING OF

APRIL AND SUBMITTED TO THE BOARD IN THE FIR3T WEEX OF MAY,

HE ALSO CONFIRMED THAT THE STANDBY ARRANGEMENT WOULD NOT

3ECOME EFFECTIVE UNTIL DOMESTIC ENERGY PRICES WEPE INCREASED

AND THAT THE EGYPTIANS WERE NOW COMMITTED TO RAISE THEM

ON 1 MAY. THE DATES FCR THE TRAMSFER IN 3 STAGES CF COMMODITIES
FX0M THE OFFICAL TO THE FREE MARKET EXCHANGE RATE TO WHICH

THE EGYPTIANS HAVE NOW AGREED ARE THE BEGINNING OF MAY, DECEMRER
1937 AND JUNE 1983, UNIFICATION SHOULD THUS ONLY TAKE 14

MONTHS FROM ITS INCEPTION: THE FIRST TRANCHE OF COMMODITIES

AND SERVICES TO BE TRANSFERRED TO THE FREE MARKET RATE

WILL INCLUDE TOURIST RECEIPTS, WORKERS' REMITTANCES AND AS

YET UNSPECIFIED AGRICULTURAL AND INDUSTRIAL SECTOR PRODUCTS.

13. GRONLIE SAID THAT ONCE A STANDBY ARRANGEMENT WAS 1IN
PLACE, IMF TEAMS WOULD VISIT EGYPT EVERY & MONTHS TO REVIEW
EGYPTIAN POLICIES. AT THE FIRST SUCH REVIEW THE [IMF WOULD
ADDRESS PROBLEMS OF THE TIMETABLE FOR THE INCORPORATION OF THE
CENTRAL BANK FORE|GN EXCHANGE POOL (72 PIASTRES TO THE

US DOLLAR) WITH THE TWD OTHER EXCHANGE RATES AND ALSO POLICIES
ON INTEREST RATES. GRONLIE DOES NOT, INCIDENTALLY, FORESEE
MUCH SWITCHING OF DOLLARS |INTO EGYPTIAN POUNDS RESULTING

FROM THE PRESENT EGYPTIAN PROPOSAL ON [INTEREST RATES (PARA

58 ABOVe.).).
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CONF IDENT 1AL =

Fi CAIRO

TO ROUTINE FCO

TELNG 289

OF 1508302 FEBRUARY 37

INFO ROUTINE ODA, DTI, ECSD, BANK OF ENGLAND, TREASURY
INFO ROUTINE UKDEL IMF/I13RD WASHINGTON, WASHINGTON
INFO SAVING BONN, PARIS, ROME, TOKYO, UKREP BRUSSELS
INFO SAVING HMCG ALEXANDRIA ACT|ONED

MY TELNO 84: EGYPT/IMF

SUMMARY

1. THE EGYPTIAN MINISTER OF STATE FOR CABINET AFFA|RS, WHO 4
HAS PLAYED A CENTRAL ROLE (N THE NEGOTIATIONS WITH THE IMF, '
BROADLY CONF|RMS THE ACCOUNT GIVEN IN MY TUR AND EXPLAINS SOME

POINTS OF DOUBT. THE TECHNICAL MEMORANDUM PREPARED BY THE

{MF TO BE ATTACHED TO THE LETTER OF INTENT COULD WELL RAISE

MORE DIFF{CULTIES THAN THE EGYPTIANS ANTICIPATE, THERE IS

ALSO STILL SOME VAGUENESS ABOUT PRECISE MEASURES TO

INCREASE ENERGY PRICES.

DETAIL

2. | CALLED ON DR 'ATIF 'EBE{D, MINISTER OF STATE FOR CABINET
AFFAIRS, ON 18 FEBRUARY, MAINLY IN ORDER TO CHECK SOME POINTS
OF DOUBT CONCERNING THE LATEST ROUND OF EGYPTIAN NEGOTIATIONS
WITH THE IMF IN WHICH EBEID HIMSELF HAS PLAYED A CENTRAL ROLE.

3. EBEID SAID THAT THE DRAFT LETTER OF INTENT WHICH THE IMF
TEAM TOOK BACK TO WASHINGTON HAD NOT BEEN FORMALLY APPROVED
BY THE PRESIDENT. HOWEVER SINCE THEIR DEPARTURE MUBARAK'S
FORMAL APPROVAL HAD BEEN OBTAINED AND THE OFFICIAL TEXT OF THE
LETTER WOULD BE HANDED TO SHA-ALAN WHEN HE VISITED CAIRO IN
THE NEXT FEW DAYS: THERE HAD BEEN NO CHANGES FROM THE
ORIGINAL DRAFT. BECAUSE THE OFFICIAL TEXT OF THE LETTER OF
INTENT HAD NOT YET BEEN FORMALLY HANDED TO THE IMF, THE
EGYPTIANS WERE NOT MAKING ANY ANNOUNCEMENT ON THE RESULT OF
THEIR TALKS WITH THE IMF TEAM, BUT EBE|D ASSURED ME THAT
EVERYTHING WAS NOW IN PLACE AND PROCEEDING ACCORDING TO
PLAN, ALTHOUGH HE MADE NO ATTEMPT TO CONCEAL THAT THE GOING
HAD BEEN DIFFICULT.

4. THERE HAVE BEEN SUGGESTIONS HERE THAT THE LETTER OF

INTENT MIGHT HAVE TO BE SUBMITTED FOR APPROVAL TO THE :
NEWLY ELECTED PEOPLE'S ASSEMBLY WHEN [T MEETS IN APRIL, »
WHICH COULD WELL HAVE |MPOSED FURTHER DELAY. BUT EBEID

SAID THAT FORTUNATELY THIS WAS NOT THE CASE. THE MEASURES

OUTLINED IN THE LETTER OF INTENT WERE A MATTER FOR THE

EXECUTIVE TO IMPLEMENT AND DID NOT REQUIRE PARLIAMENTARY

APPROVAL. (//Q;,

Confidential _
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5. EBEID CONFIRMED THE EXISTENCE OF THE TECHN|CAL MEMORANDYM
PREPARED BY THE IMF TEAM FOR ATTACHMENT TN THE LETTER OF.
INTENT (SEE PARA 4 OF MY TUR) BUT AFFIRMED THAT NESOTIATIONS
ON THE MEMORANDUM, PARTS OF wHICH STILL HAD TOH BE COMPLETED,
SHOULD NOT CAUSE DIFFICULTIES SINCE |T MERELY SET QuT In
GREATER DETAIL THE IMPLEMENTATION OF THE AGREED PR0OGRAMME

IN THE LETTER OF INTENT. | WOULD GUESS EBEID 1S REING
OVER-SANGUINE ABOUT THIS: NO DOURT THE IMF WILL TRY T9

USE THE MEMORANDUM TO PIN DOWN THE EGYPTIAN ON KEY DETAILS

OF IMPLEMENTATION LEFT VAGUE IN THE COVERING LETTER.

6. EBEID WAS LESS THAN PRECISE IN ANSWERING MY QUESTION ON
THE EGYPTIAN COMMITMENT TO INCREASING ENERGY PRICES. HE
BEGAN BY SAYING THAT MUBARAK HAD TOLD THE IMF TEAM THAT
EGYPT WAS FULLY COMMITTED TO INCREASING ENERGY PRICES TO
INTERNATIONAL LEVELS BY THE END OF THE NEXT S5-YEAR PLAN IN
1992, BUT WOULD NOT PUBLICLY ANNOUNCE THEIR INTENTIONS.
EBEID CLAIMED THE REASON AGREEMENT ON INCREAS|NG ENERGY
PRICES HAD BEEN SO DIFFICULT TO ACHIEVE WAS BECAUSE THE
EGYPTIANS WERE FEARFUL OF THE KNOCK-ON EFFECT ON PRICES

IN THE TRANSPORT AND INDUSTRIAL SECTORS AND ESPECIALLY OF
THE TENDENCY HERE BOTH TO ANTICIPATE SUCH INCREASES AND

TO TRY TO PASS ON EXCESSIVE INCREASES TO CUSTOMERS IN
ORDER TO COVER HIGHER COSTS. WHEN | PRESSED EBEID ON THE
GOVERNMENT'S DETAILED INTENTIONS, HE AGREED THAT THE FIRST
ROUND OF ENERGY PRICE INCREASES WOULD BE PUT INTO EFFECT
AT THE BEGINNING OF MAY. BUT HE REMAINED VAGUE ABOUT THE
DETAILS.

7. | ASKD WHETHER THE EGYPTIAN GOVERNMENT WERE CONSIDERING
BRIEFING AMBASSADORS OF COUNTRIES DIRECTLY CONCERNED ON THE
OUTCOME OF THEIR LATEST NEGOTIATIONS WITH IMF, AS THEY

HAD DONE IN NOVEMBER AND DECEMBER. EBEID SAID THAT THEY
WERE INDEED INTENDING TO DO THIS, FOLLOWING A FORMAL
REACTION FROM THE IMF IN WASHINGTON.
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CONF IDENT | AL
FROM UKDEL IMF/1BRD WASHINGTON N
TO PRIORITY FCO ' 74

TELNO 047 (7
OF 1923007 FEBRUARY 87 \V///

AND TO PRIORITY CAIRO
IMFs EGYPT

SUMMARY

1 FUND STILL AWAIT MUBARAK'S AND FUND MANAGEMENT'S
APPROVAL OF WHAT HAS BEEN NEGOTIATED SO FAR. NONE OF THE
QUANTITATIVE TARGETS FOR THE SBA HAVE YET BEEN SET. A
SIZEABLE FINANCING GAP STILL REMAINS., EGYPT'S MED|UM=TERM
BALANCE OF PAYMENT LOOKS WORSE THAN BEFORE. NO FUND BOARD
APPROVAL OF SBA LIKELY BEFORE MAY, US STATE OFFICIALS
DISAPPOINTED BY DEVELOPMENTS.

DETA L

2 FOLLOWING CAIRO TELNOS 50, 77 AND 89, WE TODAY SAw
CHABRIER (DEPUTY DIRECTOR OF THE FUND'S MIDDLE EASTERN DEPT).
3 HE SAID THAT SHAALAN IN CAIRO, WITH WHOM THEY HAD

JUST BEEN :IN TOUCH, HAD STILL NOT BEEN TOLD THAT MUBARAK HAD

APPROVED THE STATEMENT OF POLICIES (COMMENT: THLS STATEMENT ‘IS MORE
LIMITED AND LESS DETAILED THAN A LETTER OF INTENT) WHICH HAD

BEEN LEFT [N CAIRO, FUND MANAGEMENT HAD ALSO NOT COMMENTED.

4 CHABRIER SAID THAT THE STATEMENT REPRESENTED A STEP
BACKWARDS FROM EGYPT'S NOVEMBER PROPOSALS IN THAT THE ?

TIMETABLE FOR ADJUSTMENT HAD SLIPPED AND THAT LESS ADJUSTMENT
(ESPECJALLY ON INTEREST RATES) WAS CONTEMPLATED. HE ADDED
THAT THE STATEMENT CONTAINED FEw SPECIFICS. IF MUBARAK _k
AGREED LT, A FUND MISSION WOULD HAVE TO RETURN TO CAIRO TO "
NEGOTLLATE THE FIGURES AND A DETAILED TIMETABLE.FOR THE

YOULD INVOLVE LOOKING IN DETAIL AT FISCAL PROSPECTS FOR 1987/8
WMICH, SO FAR, THE EGYPTIANS HAD NOT DISCUSSED WITH THE FUND.
5 CHABRIER SAID THAT THE FISCAL POSITION FOR 1986/7
WAS TURNING OUT ROUGHLY AS EXPECTED AND THAT THE CURRENT
ACCOUNT PICTURE FOR 1987 NOW LOOKED ABOUT DOLLARS 400 MN
BETTER.  (THIS WAS THE RESULT OF A HIGHER OIL PRICE
ASSUMPTION AND LOWER COMMODITY {IMPORT PRICES, ONLY PARTLY
OFFSET BY LOWER PROSPECTIVE WORKERS' REMITTANCES.)  HOWEVER,
WITH A REDUCED PROSPECTIVE FLOW OF WORLD BANK MONEY OVER THE
LIKELY PERIOD OF THE SBA (FOLLOWING IN LARGE PART FROM THE
DELAY IN ENERGY PRICE INCREASES) CHABRIER SAID THAT THERE wAS
STILL A FINANCING GAP OF SOME DOLLARS 600-700 MN BEFORE FUND
INVOLVEMENT.  MORE WORRYINGLY:, WORLD BANK STUDIES OF EGYPT'S aCn 2
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PROJECTIONS FOR OUTPUT IN THESE SECTORS FOR THE NEXT FEW YEARS !
WERE TOO OPTIMISTIC.  THUS, ALTHOUGH 1987'S CURRENT ACCOUNT !
POS|TION LOOKED BETTER THAN BEFORE, THE PROSPECTIVE FINANCING

GAPS FOR THE EARLY 1990S WERE EVEN LARGER THAN PREVIOUSLY

THOUGHT. ; <
6 CHABRIER WENT ON TO SAY THAT THE EGYPTIANS WERE
STILL LOGKING FOR A NUMBER OF ASSURANCES BEFORE EMBARKING ON
AN SBA:

(1) SOME FOREIGN EXCHANGE IN HAND AS A CUSHION, BEFORE
STARTING REFORM OF THE FX MARKET. THE EGYPTIANS HAD
ORIGINALLY SUGGESTED DOLLARS 1 BN BUT HAD BEEN TOLD THAT THIS
WAS AN UNREALISTIC HOPE:

(11) ADDITIONAL ''FOOD FUND''DONOR PLEDGES OF ABOUT DOLLARS
600-700 MN A YEAR, BRINGING TOTAL FOOD AID TO DOLLARS 1 BN A
YEAR. THIS WAS TO CUSHION THE URBAN POOR FROM THE EFFECTS OF
THE REFORMS. (NB IF THIS WERE FORTHCOMING IT wOULD LARGELY
OR WHOLLY CLOSE THE FINANCING GAP NOTED ABOVE.):

(LL1) THEY WERE STILL PRESSING FOR CONVERSION OF PROJECT AID
INTO CASH AID.

NEXT STEPS .
y 2 CHABRIER EXPECTED SHAALAN TO RETURN EARLY NEXT WEEK

AND THAT ANOTHER /INFORMAL MEETING OF THE RELEVANT FUND
DIRECTORS WOULD THEN BE CALLED. (NB GIVEN NEXT WEEK'S
BANK/FUND SYMPOSLUM, THIS MIGHT WELL HAVE TO WAIT UNTIL THE
WEEK BEGINNMING 2 MARCH.) HE THOUGHT THAT EVEN .IF A FUND
M1SSION RETURNED TO CALRO SHORTLY AFTERWARDS, SO MUCH DETAILED
NEGOTFAT.IONS AND EXAMINATION OF 1987/88 REMAINED THAT THE
RELEVANT PAPERS COULD ONLY GET TO THE FUND BOARD BY EARLY MAY
AT SOONEST.

OTHER REACTIONS

8 US STATE DEPARTMENT'S INITIAL RESPONSE AT OFFICIAL

LEVEL 1S DISAPPOINTMENT ABOUT THE LACK OF PREGRESS THE
EGYPTIANS ARE MAKING IN FACING UP TO THEIR PROBLEMS. THE US
OFFICE AT THE FUND (WHO HAD BRIEFED STATE) EXPRESSED A SIMILAR
MIEW.

9 FCO PLEASE ADVANCE TO LAVELLE, MOUNTFIELD, WALSH
(FOR LANKESTER) (HMT), WARE (305), T RICHARDSON (FCO) AND
WOOTTON (ODA). : JHIS TELEGRAM
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CONFIDENTIAL
CONF IDENT 1AL

FM UKDEL IMF/JBRD, WASHINGTOW
TO PRIORITY FCO

TELNO 58 ; (/7' \

OF 0323307 MARCH 87 / \

INFO ROUTINE CAIRD ' A (g;__,,)
/,/

iMFs  EGYPT
SUMMARY

A LETTER OF INTENT NOW AGREED BETWEEN EGYPT AND THE FUND,
PAVING THE WAY FOR BOARD APPROVAL EARLY MAY, HOWEVER, CAMDESSUS
MAY PRESS FIRST FOR GUARANTEES FOR THE FUND FROM MAJOR
SHAREHOLDERS.

DETAIL

2.  SHAALAN (HEAD OF THE FUND'S MIDDLE EASTERN DEPARTMENT) TOLD
US TODAY THAT THE FUND AND EGYPT HAVE NOw AGREED A LETTER OF
INTENT (CAIRO TELNO 106 ARRIVED SHORTLY AFTERWARDS). THIS IS
BASEL ON THE STATCMENT OF POLICIES DESCRIBED IN PARAS 3 = 4 OF
OUR TELNO 47 OF 19 FEBRUARY. SHAALAN DID NOT GO INTO DETAIL BUT
LID SAY THAT THE EGYPTIANS HAD DROPPED THEIR DEMAND FOR A FOREIGN
EXCHAKGE CUSHION (OUR TUR PARA 6(1)) BEFORE STARTING TO REFORM THE
FX MARKET (N.B, PARA 5 OF CAIRC TUR HOWEVER RECORDS CONTINUED
EGYPTIAN HOFES IN THIS AREA), ANOTHER FUND MISSION WOULD GO TO
CAIRO wITHIN 2 WEEKS TO NEGOTIATE THE DETAILED MEMORANDUM OF
UNDERSTANDING BASED ON THE L.O.l. SHAALAN FORESAW NO DIFFICULTY,
3. AS TO NEXT STEPS, SHAALAN SAID HE HAD RECOMMENDED TO
CAMDESSUS THAT ANOTHER INFORMAL MEETING OF RELEVANT FUND
DIRECTORS BE HELD SOON. SHAALAN ADDED THAT HE HAD THE IMPRESSION
THAT CAMDESSUS FAVOURED ASKING THE MAJOR SHAREHOLDERS OF THE FUND
FOR SOME KIND OF GUARANTEE ON FUND MONEY ADVANCED TO EGYPT.
(COMMENT: THIS WOULD BE UNPRECEDENTED. WE BELJEVE IT IS AN DEA
LAROSIERE HAL ALSO ENTERTAINED AND CAIRO TELNO 84 OF 17 FEBRUARY
REPORTS THE US EMBASSY THERE AS SAYING THAT THE LOJ ''1S SUBJECT
TO A FGOTNOTE ORIGINALLY INSISTED ON BY LAROSIERE TO THE EFFECT
THAT MEMBER COUNTRIES OF THE IMF WOULD GUARANTEE THE REPAYMENT OF
ANY IMF LOAN MADE TO EGYPT''. BUT, IN WASHINGTON LAROSIERE HAD
NEVER DEMANDED MORE FROM DIRECTORS THAN THAT = SEE OUR TELNO 376
OF 4 DECEMBER 1986 = PAR|S CLUB CREDITORS SHOULD GIVE WHATEVER
CONCESSIONS WERE NEEDED TO EGYPT TO PROTECT THE FUND'S POSITION,
IT MAY BE THAT CAMDESSUS 1S NOT THINKING OF MORE THAN THIS).

CONFIDENTIAL /a
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4, SHAALAN ALSO SAID THAT MUBARAK WAS ASKING THAT NO FUND
PAPERS SHOULD BE CIRCULATED TO THE FUND BOARD BEFORE THE APRIL 6
ELECTIONS. IN EFFECT, TH!S MEANT THAT THE BOARD COULD NOT
DISCUSS THE SBA UNTIL EARLY MAY, BY WHICH TIME THE FIRST ROUND OF
ENERGY PRICE [NCREASES WOULD HAVE HAD TO BE |MPLEMENTED.

5. WE WILL REPORT IF/AS SOON AS/ AN INFORMAL MEETING 1S CALLED
AND |F WE HEAR MORE ABOUT CAMDESSUS' THINKING,

6. FCO PLEASE ADVANCE TO LAVELLE, MOUNTFIELD {HMT), WARE (BOE),
T RICHARLSON (ERD) AND WOOTTON (ODA).

LANKESTER
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(ADVANZED A REpyy
REQUES:
ORWBAN 0018 CUESTED)
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CONF I DENT 1AL

Fi4 CAIRO

TO PRIORITY FGO ;

UELNO 115 P ‘
OF 0508307 MARCH 87 v (/77 \
AND TO PRIORITY UKDEL IMF/1BRD WASHINGTON / i
INFO ROUTINE ODA, DT, ECGD, BANK OF ENGLAND \// \\—

INFO ROUTINE H M TREASURY, WASHINGTON
INFO SAVING BONN, PARIS, ROME, TOKYO, UKREP BRUSSELS
INFO SAYING HMCG ALEXANDRIA (ACTIONED)

MY TELNO 106 AND UKDEL IMF/IBRD TELNO 58:
EGYPT/ IMF

SUMMARY i

1. THE EGYPTIAN FOREIGN MIRISTER CONFIRMS TO EC AMBASSADORS
THAT EGYPT HAS REQUESTED A STANDBY ARRANGEMENT FROM THE |[MF
OF SDR 250 MILLION, THE EGYPTIANS WILL ALSO BE ASKING
FREENDLY COUNTRIES FOR AN ADDITIONAL SUM OF US DOL 300-600
MILLION AS A FOREIGN EXCHANGE CUSHION TO PROTECT THEMSELVES
AGAINST A PRECIPITATE FALL IN THE EXCHANGE RATE OF THE
EGYPTIAN POUND AS THEY BEGIN TO IMPLEMENT THE (R ECONOMIC
PROGRAMME,

DETAIL

2, THE EGYPTIAN FOREIGN MINISTER, BRIEFING EC AMBASSADORS

ON & MARCH, CONFIRMED THAT EGYPT HAD GIVEN SHA'ALAN A LETTER
OF INTENT AND HAD ALSO FORMALLY REQUESTED A STANDBY ARRANGE-
MENT OF SDR 250 MILLION, [N SUBSEQUENT QUESTIONING, THE
PRIME MINISTER'S ECONOMIC ADVISER, WHO WAS ALSO PRESENT,

SAID THAT THE (NITIAL TRANCHE OF THIS WAS LIKELY TO BE ;
SDR 116 MILLION WITH SUBSEQUENT DRAWINGS BEINSG MADE QUARTERLY.
MAGID ASKED FOR THE CONTINUING SUPPORT OF EC GOVERNMENTS FOR
EGYPT'S APPLICATION TO THE IMF: HE BELIEVED EARLIER MiS=~
UNDERSTANDINGS BETWEEN EGYPT AND THE IMF HAD BEEN NVERCOME
AND THAT THERE WAS NOW BROAD AGREEMENT ON THE NEED FOR ECYPT
TO PROCEED WITH HER PROPOSED ECONOMIC REFORM PROGRAMME

THE FULFILMENT OF wHICH WAS AS MUCH IN EGYPT'S OWN [NTEREST
AS THAT OF HER CREDITORS.

3. MAGID WENT ON TO SAY THAT THE FIRST YEAR OF ITS
IMPLEMENTATION WOULD BE VERY DIFFICULT FOR ERYPT, AS WOVES
TO UNIFY EXCHANGE RATES WOULD MAKE MARY COMMODITIES MORE
EXPENSIVE AND STANDARDS OF LIVING WOULD INEVITABLY FALL AS
A RESULT. T WAS THEREFORE ESSENTIAL TO TRY TO PREVENT A
PRECIPITATE FALL IN THE EXCHANGE RATE OF THE EGYPTIAN PAUND

(SEE PARA 5 OF MY TUR). » :
: ~ONFDENTIAL AN\




CONFDENTIAL
4. REPLYING TO A QUESTION FROM THE FRENCH AMBASSADOR, MAG|D
CONFIRMED THAT THE EGYPTIANS WOULD ALSO SBE. ASKING FOR A FORE SN
EXCHANGE CUSHION TO HELP PREVENT AN EXCESSIVE OR SUDDEN FALL
IN THE EXCHANGE RATEs THIS WQULD BE OVER AND ABOVE THE $D@ 250
MILLION REQUESTED UNDER THE STANDBY ARRANGEMENT. THE PRIME
MINISTER'S ECONOMIC ADVISER THEM EXPLAINED THAT THIS wOULD NOT,
HOWEVER, BE USED TO SUPPORT AN PARTICULAR EXCHANGE RATE AMD
THAT THE EGYPTIANS DID NOT YET KNOW HOW MUCH THEY WOULD BE
SEEKING, BUT HE ESTIMATED THAT IT WOULD BE BETWEEN DOLLARS
300 AND 600 MILLION,

5. MAGID REAFFIRMED THE EGYPTIAN. GOVERNMENT'S DETERM|NAT|ON
TO PROCEED WITH TS ECONOMIC REFORM PROGRAMME AND SPOKE WARMLY
OF THE UNDERSTANDING NOW BE ING SHOWN BY THE US ADMINISTRATION
AS WELL AS BY EC COUNTRIES. HE ALSO CONFIRMED THE EGYPTIAN
COMMITMENT TO RAISE ENERGY PR|CES ON 1 MAY AND STRESSED THE
NEED TO MAINTAIN CONFIDENTIALITY, ESPECIALLY IN VIEW OF THE
FORTHCOMING ELECTIONS.

6. MAGID SOUGHT UNDERSTANDING FROM ESYPT'S FRIENDS FOR

ANY DELAYS LIKELY TO ARISE IN THE SERVICING OF THEIR DEBT IN
THE COMING MONTHS: EGYPT |NTENDED TO HONOUR HER DEBT

OBL IGATIONS, BUT MIGHT FACE TEMPORARY PROBLEMS IN DOING so.
HE UNDERL INED EGYPT'S WILLINGNESS TO GO TO THE PARIS CLuB
FOR A RESCHEDUL ING OF HER DEBTS AND ENDED WITH AN APPEAL TO
EC GOVERNMENTS TO INSTRUCT THEIR REPRESENTATIVES ON THE |MF
BOARD NOT TO SEEK TO |MPOSE TOO HARSH TERMS ON EGYPT AND
THEREBY UNDERMINE HER INTERNAL STABILITY.

URWICK
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FCO PLEASE PASS SAVING ADDRESSEES
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CONF IDENTIAL

/
FM UKDEL IMF/IBRD, WASHINGTON «/ /
TO DESKBY 090800Z FCO | \\\[hﬂ/, d
TELNO 62
| OF 0623307 MARCH 87 il

AWD TO DESKBY 090600Z CAIRO

i L EER AT

SUMMARY
1. |NFORMAL MEETING OF FUND DIRECTORS ARRANGED FOR FRIDAY,

e MARCH 13. CAMDESSUS HAS BEEN ADVISED BY HIS STAFF NOT TO PRESS
FOR EXPLICIT CRED!TOR GUARANTEES.
DETAIL
2 SHAALAN (HEAD OF THE FUND'S M|DDLE EASTERN DEPARTMENT) TELLS
US THAT CAMDESSUS HAS AGREED TO H!S STAFF'S RECOMMENDAT!ON FOR
ANOTHER -INFORMAL MEETING OF DIRECTORS, WHICH wlILL BE ON FRIDAY,
MARCH 13.
3. SHAALAN SAYS THE STAFF PUT A NUMBER OF OPTIONS TO CAMDESSUS
ON HOW THE FUND COULD BEST SECURE |TS FINANCIAL POSITION.
SHAALAN HAS ADVISED AGAINST CAMDESSUS SEEKING AN EXPLICIT
GUARANTEE FROM OFFIC.1AL CREDITORS BECAUSE OF LJ{KELY CRED:TOR
HOSTILITY (COMMENT: WE KNOW THAT THE US OFFICE HERE TOLD THE
STAFF ''NOT EVEN TO ASK FOR A GUARANTEE'' AND THAT THE GERMAN
OFFICE 1S ESPECIALLY UNENTHUSIASTIC. WHAT SHAALAN HAS PROPOSED
AS THE BEST OPTION - AND CAMDESSUS IS NOW CONSIDERING - .S THAT
ALL FUTURE SBAS REQUIRE EGYPT TO BUILD UP ITS GROSS RESERVES AT A
RATE WHICH wILL MAKE IT POSSIBLE FOR THEM TO SERVICE THE DEBT TO
THE FUND. (COMMENT: THE PROPOSED FIRST SBA ALMOST CERTAINLY
DOES THIS BUT, OF COURSE, THAT IS NOT TO SAY THAT - |IF THINGS
BECAME DIFFICULT - EGYPT WOULD AGREE TO USE ITS RESERVES TO REPAY
THE FUND).
4, WE WILL LIAISE WITH THE G5 NEXT WEEK. IF CAMDESSUS AGREES
WITH SHAALAN, WE ARE OFF THE GUARANTEE HOOK.
S FCO PLEASE ADVANCE TO MOUNTFIELD AND EVANS (HMT), LOEHNIS
AND wARE (BOE) AND T RICHARDSON (ERD).

LANKESTER
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CONF IDENT 1AL Conﬁd@ﬂﬁal (

FROM UKLEL IMF/IBRD WASHINGTON ' : &~
TO DESKBY 160800Z FCO

'TELNO 65 : : //,
OF 1323007 MARCH 87 / ;

AND DESKBY 160800Z UKREP BRUSSELS (FOR JILL HANNA)
AND PRIORITY CAIRO

EGYPT: INFORMAL MEETING OF IMF EXECUTIVE DIRECTORS

SUMMARY

- MANAGING DIRECTOR PROPOSES EXCEPTIONALLY GENERCUS PARIS

CLUE RESCHEDUL ING AND CREDITOR GOVERNMENT GUARANTEES TO ENSURE
THAT THE FUND 1S REPAID. FURTHER MEETING TO DISCUSS GUARANTEES
NEXT WEEK. FUND MISSION RETURNS TO CAIRC ON MARCH 16 WITH A VIEw
TO REACHING FINAL AGREEMENT ON THE FUND PROGRAM.

DETAIL :

2. AT THIS MORNING'S (FRIDAY) INFORMAL MEETING OF EXECUT|VE
DIRECTORS, THE MANAGING DIKECTOR BEGAN BY OUTLINING THE EGYPT]AN
REFORM PROGRAM IN FAMILIAR TERMS, DESCRIBING THEIR GENERAL
INTENTIONS WITH REGARD TO THE FISCAL DEFICIT, ENERGY PRICES,
EXCHANGE RATES, AND |NTEREST RATES. CERTAIN ACTIONS HAD ALREADY
BEEN TAKEM, PARTICULARLY IN THE FISCAL AND MONETARY AREAS, BUT
COMPARED WITH THE TIMETABLE EGYPT HAD SET AT THE END OF 1986,
THERE HAD BEEN SOME SLIPPAGES, PARTICULARLY ON EXCHAWGE RATE
REFURM AND ERNERGY PRICES. THE ENERGY PRICE INCREASES WHICH HAD
BEEW PLANNEL FOR EARLY % THE FIRST CUARTES OF 1927 HAD NOw BEEN
PUSTPUNED TO MAY 1, AS ALSO HAD THE START TO THE UNIFICATION OF
THE COMMERCIAL BANK AND FREE MARKET EXCHANGE RATES. FURTHERMORE,
PARTLY AS A RESULT OF THESE POLICY SLIPPAGES, THE wORLD BANK HAD
DECIDED TO REDUCE THEIR ANNUAL LENDING COMMITMENT FROM DLRS
0.6=0.7 FILLION TO DLRS 0.2 BILLION. THE wORLD BANK WERE CONCERNED
ABOUT THELACK OF MEDIUM=TERM BALANCE OF PAYMENTS VIABILITY AND
THEREFOREWANTED TO LIMIT ANY INCREASE IN THEIR EXPOSURE. MOREOVER,
THEBANK WERE UNHAPPY ABOUT THE SLOW DISBURSEMENT OF LOANS ALREADY [N
THE PIPELINE.

o CAMDESSUS WENT ON TO SAY THAT THE EGYPTIANS APPEARED
COMMITTED TO TAKING FURTHER MEASURES BUT WERE UNABLE TO AGREE
ANYTHING SPECIFIC AT THE PRESENT TIME. ACCORDINGLY, THERE WOULD
STILL BE LARGE CURRENT ACCOUNT DEFICITS AT THE END OF THE DECADE,
AND A WORSENING OF THE OVERALL BALANCE OF PAYMENTS IN THE EARLY
19908 BECAUSE OF THE PUSH FORWARD OF DEBT REPAYMENTS FOLLOWING
GEBT RESCHEDULING.  ALSO, IN THE 13-MONTH PERIOD TO BE COVERED

BY A FUND PROGRAIM, THERE REMAINED A FINANCING GAP OF DLRS

530-700 MILLION AFTER DEBT RESCHEDULING THOUGH HE THOUGHT ''THIS
COULD BE CLOSED''. (HE DID NOT SAY HOW BUT WE UNDERSTAND THESTAFF
HAVE IN MIND THE PLANNED |BRD LENDING, FASTER DISBURSEMENTS OF THE
EXISTING A{D PIPELINE, AND THE CONVERSION OF ALREADY PLEDGED A]D
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INTC. QUICK=DISBURSING FORM,.) THE MEDIUM=-TERM BALANCE OF PAYMENTS
FRUSPECT RAISED SERIQUS DOUBTS AROQUT EGYPT'S CAPACITY TO REPAY THE
PRUSPECTIVE SDR 250 MILLION FUND DRAWING.

b IN THESE CIRCUMSTANCES, THE FUND SEEMED TO HAVE TWO MAIN
GPTIONS. FIRST IT COULD DECIDE THAT THE ADJUSTMEWNT MEASURES WERE
50T YET STRONG ENOUGH TO JUSTIFY A FUND PROGRAM AND INSTEAD OFFER
MONITORIHG WHICH MIGHT PROVIDE A BASIS FOR PARIS CLUB

RESCHEDUL ING. EVEN THOUGH IT wOULD SAFEGUARD THE FUND'S
RESUURCES, CAMDESSUS SAID HE wAS OPPOSED TO THIS CPTION. THE
FuhD nAD A RESPONSIBILITY TO HELP COUNTRIES IN EGYPT'S POSITION
AND A DECISION TO PULL BACK NCw WOULD BE A MAJOR SETEACK FOR THE
4UTHORITIES, MOREOVER, HE LUOUBTED wHETHER THE PAR!S CLUB wOUuLD
FEEL COMFORTABLE WITH & MONITORING ARRANGEMENT .,

3. THE SECOND OPTION wAS TO PROCEED w!TH THE STAND=-BY
ARRANGEMENT ON THE BASIS OF THE MEASURES TO WHICH THE EGYPTIANS
WERE ALRFADY COMMITTED, BUT MAKE IT CLEAR TO THE EGYPTIANS THAT
THE PROGRAM WAS WEAK AND NEEDED REINFORCING wWITH ADDITIONAL
MEASURES TO BE AGREED WITH THE FUND AT THE FIRST REVIEW (WHICH
wOULD BE IN SEPTEMBER 1937). THE FUND wOULD ESTABLISH A GENERAL
UNDERSTANDING W.ITH THE EGYPTIANS THAT FURTHER MEASURES wQULD BE
AGREED AT THE FIRST REVIEW, BUT IN THE ABSEKNCE OF F|RHM
COMMITMENTS AT THE START OF THE PROGRAM, THE FUND wOULD NEED TO
BE PROTECTED AGAINST THE POSSIBILITY GF NON-REPAYMENT. HE
THEREFORE PROPOSED THAT THE PARIS CLUB SHOULD OFFER EXCEPTIOMALLY
GENEROUS RESCHEDUL.ING, INCLUDING CONCESSIONS ON INTEREST RATES,
AND GUARANTEES FROM CREDITOR GOVERNMENTS THAT THE FUND wOULD BE
REPAID. |F THIS OPTION WAS ADOPTED, HE HOPED THAT CREDITOR :
GOVERNMENTS WOULD ALSO MAKE CLEAR TO THE EGYPTIANS THAT gy T
RE INFORCING MEASURES WOULD BE REQUIRED AT THE FIRST REVIEW. t
6. SHAALAN (DIRECTOR, .IMF MIDDLE EASTERN DEPARTMENT) THEN READ
OUT A STATEMENT (FAXED TO LONDON) GIVING FURTHER DETAILS. HE
EXPLAINED THAT THE ENERGY PRICE INCREASES AND THE EXCHANGE RATE
REFORM HAD BEEN DELAYED BECAUSE OF THE APRIL 6 PARLIAMENTARY
ELECTIONS, OIL PRODUCT PRICES WOULD RISE BY 66 PER CENT AND
ELECTRICITY PRICES BY 29 PER CENT ON MAY 1, EITHER ON OR BEFORE
MAY 1, 40 PER CENT OF TRANSACTIONS CURRENTLY GOING THROUGH THE
COMMERC.IAL BANK EXCHANGE RATE POOL WOULD GO THROUGH THE FREE
MARKET POOL, ANOTHER &40 PER CENT wOULD BE FREED BY END 1987 AND
THE REMAINDER IN THE SECOND HALF OF 19388, AT wHICH POINT THE FREE
MARKET AND COMMERC AL BANK RATES wOULD BE FULLY UNIFIED. DURING
THIS PERIOD THE COMMERC|AL BANK RATE wOULD ALSO BE DEPRECIATED
TOWARDS THE FREE MARKET RATE. A MISSION WwOULD RETURN TO CAIRO ON
MARCH 16 TO REVIEW THE 1287/88 BUDGET PLANS TO MAKE SURE THAT THE
BUDGET ACHIEVED A DEFICIT REDBUCTION FROM SOME 16 PER CENT |N GDP
i% 1286/87 70 13 PER CENT IN 1987/88. THE MKSSION wOULD ALSO
ESTABLISH CREDIT TARGETS FOR THE PERIOD TO SEPTEMBER 1987 AND
CEILINGS ON FOREIGN DEBT.

_z_ ,
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Te AS REGARDS THE FIRST REVIEW, THE FUND wOULD MAKE EVERY
EFFORT TO GET CONCRETE COMMITMENTS ON FULL UNIFICATION OF THE
EXCHANGE RATE REGIME (1.E. UNIFYING THE CENTRAL BANK RATE AS
WELL), IT wOULD PUSH FOR REAL INTEREST RATES IN LINE wiITH REAL
RATES INTERNATIONALLY, AND IT wOULD SEEK COMMITMENTS ON A FULL
PASS THROUGH OF HIGHER INDIRECT TAXES SO AS TO CONSTRAIN
CONSUMPT:ION .
3. THE INTENTION WAS TO CIRCULATE PAPERS TO THE BOARD ON APRIL
7 WiTH A VIEW TO BOARD DISCUSS!ON ON MAY 15, ASSUMING THE BCARD
APPROVED THE PROGRAM HE EXPECTED A PARIS CLUE MEETING ON MAY 18,
TG BE FOLLOWED SHORTLY THEREAFTER BY A MEETING OF THE
CONSULTATIVE GROUP.
9. NIMATALLAH (SAUDI ARABIA) RESPONDED FIRST BY SAY ING HE WAS
UNYAPPY WITH THE EVIDENT DETERIORATION IN RELATIONS BETWEEN THE
WORLD BANK AND EGYPT AND THAT THIS MIGHT HAVE BEEN AVOIDED IF
THERE HAD BEEN STRONGER COLLABORATION BETWEEN THE BANK AND THE
FUND. HE ALSO CRITICISED THE FUND MANAGEMENT FOR RAISING
QUESTIONS AT THIS LATE STAGE ABOUT EGYPT'S MED |UM=TERM EALANCE OF
PAYMENTS VIABILITY.
13, CAMDESSUS DENIED THAT THE STAFF HAD PULLED THE wOOL OVER
DIPECTORS' EYES W!TH REGARD TO THE BALANCE OF PAYMEMTS, THOUGH
THE PROSPECT HAD NOW ALSO SOMEWHAT WORSENED OW ACCOUNT OF THE
S0LICY SLIPPAGES. VENKATRAMAN (WORLD BANK) EXPLAINED THAT THE
SANK'S PROGRAM HAD BEEN REDUCED FOR THE REASONS THE MANAGING
DIRECTOR HAD GIVEN, THEY WERE PARTICULARLY UNHAPPY AT THE DELAYS
1t XKAISING ENERGY PRICES, BUT THEY ALSU HAD TC. BE CONCERNED AZOUT
GYPT'S ABILITY TO REPAY THE BANK. HE MADE CLEAR, IN ANSWER TO A
SUBSEQUENT QUESTION FROM DALLARA (UNITED STATES) wHO ALSO IMPLIED
CRITICISM OF THE BANK FOR PULLING BACK, THAT THE BAMK PROGRAM
wOULD BE INCREASED IF AND wHEN EGYPT ADOPTED STRONGER ADJUSTMENT
ME ASURES.
11. RYE (AUSTRALIA) NOTED THAT TrdE BANK SEEMED TO HAVE GREATER
DOUBTS AKQUT THE EGYPTIAN ADJUSTMENT EFFORT THAN THE FUND.
12. GROSCHE (GERMANY) ASKED FOR DETAILS CF THE GUARANTEE
PROPUSAL. CAMDESSUS SAID HE wAS NOT IN A POSITION TO GIVE THESE
YET, BuUT wOULD RECONVENE A MEETING IN A FEW DAYS AT wH|CH HE
wOuLD DO SO.
135 AS INSTRUCTED IN TELNO 55, | SAID THAT wE wOULD BE QPPOSED
{N PRINCIPLE TO GIVING THE FUNL GUARANTEES AND THAT THE MiSS1ON
SHOULD NOT LEAVE FOR CAIRO ON THE PRESUMPTION THAT GUARANTEES
wOULD BE AGREED. | ALSO SAID THAT, ALTHOUGH DIRECTORS ( INCLUDING
MYSELF) HAD TRIED TO BE AS HELPFUL AS POSSIBLE TO EGYPT, WE HAD
BEEN FULLY AWARE OF THE DOUBTS RELATING TO EGYPT'S MED | UM~-TERM
BALANCE OF PAYMENTS VIABILITY AS HAD BEEN MADE CLEAR IN THE TABLE
CIRCULATED AT THE MEETING ON DECEMBER 4, FURTHERMORE, 1T WAS NOT
FOR FUND DIRECTORS TO BE TOO CRITICAL OF THE BANK FOR WANTING TO
RESTRICT ITS LENDING PROGRAM TO EGYPT WHENM |T TOO HAD DOUBTS

..j;_,
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ABOUT THE BALANCE OF PAYMENTS PROSPECTS. FINALLY, I ASKED
WHETHER THE FUND HAD SIGNED UP FOR OTHER PROGRAMS ON THE BASIS OF
THE INTENTIONS OF THE AUTHORITIES IN QUEST!ON TO COMMMIT
THEMSELVES TO ADDITIONAL MEASURES AT THE TIME OF THE FIRST
REVIEW. ;

14. ON THE QUESTION OF GUARANTEES, CAMDESSUS SAID HE WAS NOT
PRESUMING ANYTHING: THE MISSION TO CAIRO NEXT WEEK WAS OF A
TECHNICAL NATURE AND IT wAS UP TO GOVERNMENTS TO DECIDE HOw THEY
WISHED TO RESPOND TO H1S PRUPOSAL.  ON MY LAST POINT, BOORMAN
(FUND STAFF) SAID THAT THERE HAD BEEN OTHER PROGRAMS N THE PAST
WHICH HAD STARTED OUT ON THE BASIS OF PROMISES OF FUTURE
UNSPECIFIED MEASURES.

15. ALTHOUGH SEVERAL OTHER EC DIRECTORS HAD EXPRESSED
RESERVATIONS ABOUT GUARANTEES AT THE EC DIRECTORS' LUNCH
YESTERDAY, NOWE SPOKE QUT TODAY.

16. | HAVE SPOKEN TO CHABRIER (FUND STAFF) SEPARATELY ON THE
LINES OF PARA. 6 OF YOUR TELNO 55 AND TOLD HI™M wE wiLL EXPECT TO
SEE ITEMISED ESTIMATES OF HOw THE FINANCING GAP MIGHT BE BR!DGED.
TABLES wHICH SHAALAN HAS CIRCULATEDR TODAY (FAXED TO HMT) GIVE
ONLY PART OF THE ANSWER.

17. DE GROOTE (BELG!IUM) EXPRESSED THE HOPE THAT EGYPTIAN
DIPLOMATS -wOULD KEEP OUT OF THE NEGOTIAT!IONS FROM NOW ONM.
CAMDESSUS SAID HE HGPED THEY wOUuLD TO0O.

12, FCO PLEASE ADVANCE TO LITTLER, LAVELLE, EVANS AND

MOUNTF LELD (HMT), WARE (BANK OF ENGLAND), BRAITHwWAITE AND T.L.
RICHARDSON (FCQ), AND WOOTTON (ODA).

LANKESTER
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TELNO 145
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INFO ROUTIME ODA, DT, ECGD, PAMK OF ENGLAMD

INFO BOUT|ME HM TPEASUDY, UKDEL {MF/IBPD WASH|NGTON
INFO SAV NG ALEXANDR|A (ACT|ONED)

THE EGYPTIAM ECONOMY

SUMMAPY

1. THE EGVPT|AM POUND HAS DEPPEC |ATED SHARPLY {M THF LAST
MANTH AMD CURPENTLY STAMDS AT 217 PIASTRES TO THE DOLLAR, A
DROP OF 132 PEP CENT SIMCE THE BEGINMING OF 1987, THIS MAY
MAKE [T MNPE DIFFICULT FOR THE EAVPT(ANS TN CARPY NUT THE
PROGRAMME FOR IINIF(CATI|ON OF EYCHAMGE RATES_AGREED WITH THE
'M'F-

DETAIL

2, AFTER A PERIOD OF STABILITY DUPINA 1996 [N WH|CH THE
EYCHANCE PATE BETWEEN THE EGVPT|AMN POUND AND THE DOLLAR
DEPPEC{ATED PV ONLY 7 PER CENT, THERE HAS BEEN A FUPTHEP
DECPEC|ATION OF 13 PER CENT [N THE F[RST 10 WEEKS 0OF 1087,
THERE SEEMS TO RE TWO MA|N REASONS FOR TH|S:

A. MIN|STR|ES AND PUBL|C SECTOR COMPAN(ES ARE [NCREAS[NGLY
BE NG ALLOWED BY THE CENTRAL BAMK AND THE M|N[STRY OF EGONOMY
TO BUY THE|® FORE|GN EXCHANGE ON THE FREE MAPKET, TYP[CAL
EYAMPLES OF TH{S ARE THE DOWN PAYMENTS TO BE MADE OM CONTRACTS
COVERED BY THE ECGD BACKED 150 MILL|ON POUNDS STERLING L NE
OF CRED|T FOP THE DEFENCE SECTOR.

R. THE BELIEF THAT AN AGREEMENT W|TH THE [MF [S [MM[NENT

HAS ENCOURAGEDR SPECULATION THAT A DEVALUAT [ON OF THE

OFF [CIAL RATE W{LL SOONM FOLLOW AND HAS |MCPEASED DEMAND FOR
FORE BN EXCHANGE, WHILE AT THE SAME TME CAUS|NG'

POTEMTIAL SELLERS TO HOLD BACK [N THE EYPECTAT|OM OF LAPGER
GAINS IN THE FUTURE,

COMMENT

3. THE DEPPEC|ATINN OF THE EGVOT|AM PNUND HAS ACCELERATED
ALAPMINGLY [N THE LAST TW) WEEKS, W[TH THE EXCHANGE PATE
DPNPP (MG RY ARNUIT 13 DIASTRES FROM 204 PASTPES TN THE DOLLAR
TN 217. THE W|DEN[NG GAP RETWEEN THE OFF |C{AL PATE (WH|CH HAS
REMAIMED CONSTAMT AT 132 P[ASTPES SINCE THE REGINN|NG

OF FERRIARY) AMD THE FPEE MARKET PATE MAY MAKE |T MNRE
JIFFICULT FOP THE GOVERNMENT TN 0 AMEAD W([TH THE F[PST STAGE
9F THE UMIF [CATINN OF EYCHAMGE SATES (A TPAMSFEP OF L0 PEP
CENT OF |MPNPTS TN THE FREE PATE TNGETHEP W|TH 9ECE (DTS

FPOM TNUP|SM AND WOPKERS® PEM[TTANCES) OF MAV  AS RENU[RED [N
THEIP AGPEEMENT W(TH THE |MF,
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FM CAHRO J
TO PRIFORWTY FCO

TELNO 155

OF 300900Z MARCH 87

AND TO PRUORMTY UKDEL “MF/tHBRD WASHIENGTON;,! BANK OF ENGLAND
"WINFO ROUTHINE ODA;,  DTe#» ECGD(* HM TREASURY:,: WASHINGTON

Lv

YOUR TELNO 104: EGYPT/sliMF

1. THE POSSHBAL-WTY YOU ENVIKSAGE OF EXTEND#NG THE TWMETABLE
FOR RESCHEDUL/MNG BEYOND THAT OReHGHNALLY CONSHDERED siS LiBKELY
TO DAMAGE BUSHWNESS CONFDENCE BOTH WiTHsIN EGYPT AND ABROAD.

THHS APPL:MES ESPEC:HALLY TO COMMERC/PAL BANKS:' WHO MAY AS A
RESULT MAKE ‘NT MORE Du#FACULT FOR EGYPT TO OBTAKN ACCESS TO

SHORT-TERM F«NANCE.

2. T ¢S THRS ASPECT OF THE EXTENDED TSMETABLE WHICH WiLL
PART:HCULARLY WORRY THE EGYPTHSANS:,» RATHER THAN ANY DELAY N
FORMAL'hS:UNG HER CURRENT POSINTSHON WHiCH AS YOU NOTE N YOUR

PARA 2 S EFFECT'NWWELY ONE OF DEFAULT ON MOST OF HER OUTSTAND:HNG
DEBT.
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FROM: J M G TAYLOR
DATE: 16 December 1987

),(.
CHANCELLOR WV &f‘ ‘f/

FOREIGN VISITORS

FCO are pitching for you to see two foreign visitors in the early

part of the New Year.

25 The first is President Mubarak of Egypt. He 1is here on
25/26 January. The Foreign Secretary had planned to host a lunch
for President Mubarak on 25 January. He is now unable to do this
(because a Foreign Affairs council has been called for that day)
and he has asked whether you would be prepared to stand in as host.
I see no reason why you should do this. It may, however, be worth
fitting in a courtesy call sometime during the two days. AEF think
this would be very worthwhile.

3 The second visitor is Mr Druschevfi, one of the Joint
Presidents of Yugoslavia. He is visiting the UK on 23 and
24 March. AEF think it would also be worthwhile for you to see

Mr Druschevfi. On the other hand, you recently saw Mr Rikanovic.
4, What do you think?

J M G TAYLOR
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J M G TAYLOR
22 December 1987

MISS HIGGINS - AEF cc PS/Economic Secretary
Sir G Littler
Mr Mountfield
Mr Halligan

FOREIGN VISITORS

You asked if the Chancellor would be prepared to see:

(1) President Mubarak of Egypt, when he visits the UK on
25-26 January; and

(ii) Mr Druschevfi of Yugoslavia, when he visits the UK on
23-24 March.

2. The Chancellor is content to see President Mubarak. “ He would
be grateful, however, if the Economic Secretary could see

Mr Druschevfi.

%S

J M G TAYLOR



