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Egypt mulls flexible monetary policy
Hassan Abdel Zaher

Cairo

A 

potential move by the 
Central Bank of Egypt 
to allow the Egyptian 
pound to fluctuate in re-
sponse to market forces 

would lead to a sharp rise in com-
modity prices, increased subsidies 
to the poor and open the door for 
public discontent, observers said.

“Economic planners think that 
such a move will get the national 
currency out of its current prob-
lems,” economist Sherine al-Sha-
warby said. “To them, however, I 
say: ‘This move will be the begin-
ning of the problem.’”

Central Bank Governor Tarek 
Amer has signalled his intention 
to allow the value of the pound to 
be determined by the foreign ex-
change market based on supply 
and demand.

For decades, Cairo has controlled 
the value of the pound against for-
eign currencies, especially the US 
dollar, the main import currency in 
Egypt. Economists said, however, 
that policy has allowed for a paral-
lel exchange market in which the 
pound is valued at a rate far higher 
than that of the Central Bank.

Seeking to rein in a runaway dol-
lar, the Central Bank decided to de-
value the pound by 14% in March. 
The action drove commodity prices 

up but failed to control the dollar, 
which sells on the black market at 
12 pounds, almost 3.2 pounds high-
er than its value at banks.

Economic planners said applying 
a floating exchange rate would put 
the Central Bank in control of the 
exchange market once more, entice 
dollar holders to exchange them at 
banks, not the black market, and 
consequently make the dollars — 
now scarce — available at banks.

“This will encourage invest-
ments, encourage exports and 
make the machines of our factories 
run again,” said Ashraf al-Arabi, 
a member of the Egyptian parlia-
ment’s Economic Committee. “Im-
porters and investors find it almost 
impossible now to find the dollars 
at the banks because most of the 
dollars are at the black market.”

Economists say Egypt has to al-
low a fluctuating exchange rate to 
make up for an acute shortage of 
dollars and to meet its obligations 
to other countries and internation-
al organisations.

Egypt had $36 billion in reserves 
five years ago but they now to-
tal $17.5 billion, scarcely enough 
to meet its imports for next three 
months. Worse, most of this mon-
ey belongs to other countries that 
helped support Egyptian foreign 
currency reserves.

Egypt’s public debt has reached 
100% of gross domestic product 
and the country has a funding gap 
of $30 billion over the next three 
years, according to the Planning 
Ministry.

This is one reason the Egyptian 
government is in talks with the In-
ternational Monetary Fund over a 
loan.

The loan is believed to be im-
portant with the balance of inter-
national payments deficit hitting 
14%. Exports are also falling, im-
ports shooting up and revenues 
from tourism declining dramatical-

ly. Tourism revenues in April were 
down 74% from April 2015 figures, 
according to the Tourism Ministry. 
The budget deficit is expected to 
reach $34 billion this fiscal year, 
more than one-third of the overall 
budget, the Finance Ministry said.

A fluctuating exchange rate re-
gime, however, could be a prob-
lem for the poor, almost 26% of 
the country’s population. When 
the Central Bank devaluated the 
pound by 14% this year, commodi-
ty prices rose 40% in local markets. 
Soon after Amer signaled his inten-
tion to adopt a floating exchange 
rate regime, the value of the dollar 
jumped on the black market, gain-

ing more than a pound in less than 
a week.

“This is why it is necessary for the 
floating exchange rate regime to be 
followed by social welfare meas-
ures that aim to cushion the effects 
of the regime on the poor who are 
expected to suffer the most,” Sha-
warbi said. “We are in for a real ca-
tastrophe without these measures, 
especially when commodity prices 
move up.”

The government has slashed sub-
sidies to bridge the growing budget 
deficit. This, political analysts said, 
is a political risk.

Egyptian President Abdel Fattah 
al-Sisi enjoys huge popularity but 

that political capital is being gradu-
ally eaten away as economic con-
ditions worsen and the poor find 
it more difficult to put food on the 
table.

“The expected rise in commod-
ity prices will cause deep suffering 
for millions of people here, which 
can open the door for all types of 
bad possibilities,” leftist politician 
Nabil Zaki said. “This makes it nec-
essary for the government to keep 
subsidising the needs of the poor or 
things can get out of control.”

Hassan Abdel Zaher is a 
Cairo-based contributor to The 
Arab Weekly.

“This will encourage 
investments, 
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and make the 
machines of our 
factories run again.”
Ashraf al-Arabi, a member 

of the Egyptian parliament’s 
Economic Committee

A customer counts US dollars at a bank in Cairo.

International Road Union:
Free trade can help stabilise the Middle East
Samar Kadi

Beirut

T 

he free flow of trade con-
tributing to economic 
development could help 
the Arab world’s many 
woes and bring peace and 

stability to the restive region, said 
the International Road Transport 
Union (IRU), which introduced In-
ternational Road Transport (TIR) 
system in the 1940s to help a war-
torn Europe rebuild devastated 
trade links.

IRU Secretary-General Umberto 
de Pretto said an integrated Arab 
land transport is essential for 
achieving unity and inter-regional 
dynamic trade, a matter in which 
the Middle East lags far behind.

“When we look at the Arab world 
and the state of trade within the re-
gion, some of the figures are quite 
shocking in the sense that only 9% 
of trade in the Arab world is be-
tween the Arab world countries; 
otherwise it is with other parties 
and economies,” de Pretto said.

“We want to bring hope to the 
youth. If I have no hope, I will fight 
but if I have hope, I would have 
a family, a future, a job. I am con-
vinced that the solution is trade 
and tourism, that is, if we get the 

economies going, it will bring hope 
to people,” he said after signing a 
Memorandum of Understanding 
(MoU) on cooperation in transport 
and trade-related issues in the Arab 
region with the UN Social and Eco-
nomic Commission for Western 
Asia (ESCWA) in Beirut.

“Our mission is to reduce the 
cost of trade and make it easier for 
businesses to do business. That is 
on one hand what we are going to 
try to achieve through this MoU 
and we must achieve it for the Arab 
world.”

De Pretto acknowledged the 
challenges posed by conflicts in the 
Middle East.

“What is required, first and fore-
most, is the political will,” he said, 
arguing that Arab countries, which 
need to enhance their security be-
cause of conflict and instability in 
the region, will find in TIR the 
most secure system for cross-

border movement of goods.
“First, we need to target those 

[Arab] countries that we believe if 
we have them moving on this, it 
will have influence on the entire re-
gion. We know that the GCC [Gulf 
Cooperation Council] countries 
have decided to collectively join 
the TIR system, which would give a 
great impetus to facilitating trade,” 
de Pretto said.

With TIR, goods are 
shipped in sealed load 
compartments and 
the contents are 
detailed on a TIR 
carnet. The docu-
ment accompanies 
the driver and the 
cargo. Customs 
simply has to ver-

ify the carnet and that the seals are 
intact, rather than opening the con-
tainer and physically inspecting the 
contents, and report the transit via 
a computer system.

De Pretto pointed out that IRU’s 
activity in the Middle East is fo-
cused on raising awareness and 
highlighting the benefits of the im-
plementation of TIR. He said his or-

ganisation’s objective is to encour-
age countries to opt for this 

system over other local 
choices because that 

will contribute to 
economic develop-
ment and regional 
integration.

A study by IRU 
on trade within the 

Arab region con-
cluded that 56% of 

transport time is lost 

at borders and up to 40% of trans-
port costs are bribes.

“It means that trucks reach the 
border and just wait there. It creates 
an environment that is conducive 
to corruption because you have an 
incentive to give baksheesh (tip or 
bribe) in order not to wait days and 
weeks,” de Pretto explained.

“With the TIR system, you actu-
ally send an electronic pre-declara-
tion in advance to the Customs say-
ing I am coming and therefore there 
is nothing to check and the truck 
goes right through and thus nobody 
can touch anything.”

Stressing the importance of mov-
ing ahead with the TIR system, the 
IRU official said: “What we need is 
a political leadership… presidents 
saying this is right for my country, 
this is right for the region and we 
must remove barriers and end cor-
ruption, because this is the only 
thing that will drive trade, econo-
mies and the whole region.”

In a region where borders are 
tightly controlled and movement 
of people and goods faces many 
restrictions, it is hard to imagine a 
free flow of trade and visitors. Bor-
ders are sometimes used as a po-
litical tool to pressure governments. 
For instance, since the Syrian troop 
withdrawal from Lebanon in 2005, 
Syria has used the flow of goods and 
people across the border as a way to 
pressure Lebanon.

De Pretto said the Arab world 
needs “global instruments that 
would first and foremost help trade 
between themselves and also ex-
tend and facilitate their trade with 
others”.

Samar Kadi is The Arab Weekly’s 
Travel and Society sections editor.
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IRU Secretary-General Umberto de Pretto shows an example of TIR carnet.


