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and Syria in the last several years.U.S. participation in Syrian economic development is one of the most effective waysof achieving improved relations and contributing to a peaceful settlement in the 
Middle East.
 

The proposed loan will finance elsenti.nl agricultural machinery, equipment, spare parts
and other commodities and related services. 
The loan will assist the SARG in its
 program to increase agricultural uroduction, including 
food production. 

It is recommended that you authorize a loan to the Syrian Arab Republic in the amount
of $20 nillion ($20,000,000) for financing essential agricultural equipment and

commodities 
on the following terms 
and conditions:
 

IS. CLEAR ,NCES DATE_ 20. ACTION19. CLEAR... NCEASPNESA/DP:G.Patterson
 
lO ISAPPROVEDC/NESA:M.t OVED 

AA/'PPC :P. Birnbaum ...............
 
ESER/FM: C.C.Christian AUTHORZED SIGNATURE 

SER/CM:W .S vciniaser A R IT 
PPC/DPR :A _Harndy
 
NESA/CD:S 


TITLE
GC: A. Gardiner CLASSIFICATION: 
NESA/ME :D. Chandler
 

http:elsenti.nl


ii 

1. Interest and Terms of Repayment
 

Borrower shall repay the Loan to AID in United States dollars within
forty (4o) yearn from the date of the first disburaement unde!r the
Loan, Including a grace period of not to exceed tn (10) years.Borrower shall pay to All) in United States dollars interest at the
rate of two percent (2%) per annum during the grace period and three
percent (3%) per annum thereafter on the outstanding disbursed balance

of the Loan and unpaid interest.
 

2. 
Other Terms and Conditions
 

(a) 	Unless AID otherwise agrees in writing, commodities and related
 
services financed under the Loan shall have their source and
origin in the United States of America.
 

(b) 	The Loan shall be subject to such other terms and conditions as
 
AID may deem advisable.
 

LOAN 	COMMITTEE:
 

Chairman: 
 NESA/CD, S. A. Taubenblatt
 
Loan Officer: NESA/CD, T.A. Pearson
 
Country Desk: NESA/ME, D. Chandler
 
Legal: GC/NESA, M. Kitay

Program: NESA/DP, S. Levine
 
Procurement: SER/COM, R. Elliott
 

SER/COM, C. Jenkins
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I. SYRIA: 
 ECONOMIC BACKGROUND
 

Syria is a predominantly agrIcultural economy heavily influenced by
the public sector. Two-thirds of its 7 million people live in rural
areas and make their livelihood directly or indirectly from agri­culture. Approximately 22% of Syrian production is generated in the
agriculturdl sector, although this percentage is declining due to
relative successful economic diversification programs. Mining and
manufacturing, wholesale and retail trade account for about 20%
each of total production. 
Almost all of industry, banking and
commerce, including foreign trade, as well as 
about one-third of
the agricultural land, have been nationalized. However, the private
sector still accounts for one-half of the GDP and should make an
even greater contribution to the Syrian economy as the post-1970
liberalization policies take hold. 
Per capita GDP was estimated at
 
$330 in 1973.
 

The country covers an area of 185,000 sq.km. 
The cultivable area
is estimated at about 8.8 million hectares, or about 47 percent of
the total. 
 About 5.9 million hectares are actually cultivated with
only about 3 million hectares under continuous cultivation with the
rest under fallow. 
Out of some 2 million hectares of irrigable land,
a little over half a million hectares are irrigated. It is estimated
that the irrigated area could be doubled with the presently known
water resources. 
The Euphrates river and its tributaries account
for about 93 percent of the surface water flows. 
 Because of the
dominant role of agriculture and the problems associated with water,
Syria's economic growth has been affected by minor variations in
rainfall. 
Weather conditions are 
expected to be of de2lining
importance in Syria's economic outlook as the Euphrates Basin
project brings some 600,000 new hectares under irrigation over the
next 2-3 years. 
This will more than double Syria's irrigated land
base. 
 Coupled with Syria's efforts over the past decade to modernize
its agriculture and diversify production, the expansion in irrigable
land should make a substantial contribution to Syria's economic
 
development.
 

Except for oil and phosphates, Syria's mineral resources are limited.
Recently discovered phosphate deposits, although of low grade, are
estimated at over 200 million tons. 
Production of crude oil has
been growing rapidly. Potential yield of proven reserves is
estimated at about 300 million tons. 
 New oil fields have been
discovered along the Iraqi border; however, proven reserves are yet
to be estimated. 
In 1974, exports of oil and phosphates were esti­
mated at $350 million.
 

Current economic data on the Syrian economy is limited and the
economic data contained herein are based on 1973/1974 IBRD and
 
IMF Reports.
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During the mid-1960's Syria went through a period of nationalization
which extended government control over most non-agricultural pro­duction. 
 Government fiscal. and monetary policies were expansionary
and attempts were made to off-set the resulting price increases

through subsidies and controls. 
Having assumed ownership or con­trol of the manufacturing sector, the Syrian government attempted
to negate market forces by fiat pricing. Rising input costs,
annual price fluctuations, increasing defense outlays and a low tax
base caused large, growing public sector deficits. The resulting
growth in nggregate demand was not reflected in domestic prices
because of government intervention and the balance of paymei~ts thus
 came under pressure. Exchange reforms enacted in 1971 included
devaluation and import liberalization, and have caused an improve­
ment in export performance, but these reforms were not sufficient
to solve structural problems in the nation's balance of payments.
The damage Syria sustained from the 1973 war with Israel was 
con­
centrated in the petroleum and power industries. Rapid reconstruction
efforts financed mostly by unrequited transfers aided by what appears
to have been a good crop year in 1974 anparently have offset these
 
losses.
 

The policy of gradual economic liberalization, unrequited trans-fers
from other Arab states, rising world prices for commodities Syria
exports and declining reliance on food imports have caused the
9yrian balance (fCpayments outlook to improve considerably over the
very poor 1969-1971 levels. 
 Barring unforeseen weather conditions
or the outbreak of warfare, Syria's balance of payments should con­tinue to improve, assuming the transfers continue. (See discussion
 
on Balance of Payments below.)
 

The Syrian government's third Five-Year Plan ends in 1975. 
A
successor plan is 
now under preparation. 
The plan for 1971-1975

gives top priority to the integrated Euphrates Basin development
project, second priority to irrigation and reclamation, third
priority to agriculture and fourth to industry and mining. 
Virtually
all expenditures in the first three categories were related to the

Euphrates pr.ojoct. 

The Syrian economy appears to have relatively good potential for a
developing country, and seems so 
far to have made good developmental

use of the resources available. 
It requires additional financial
inputs to continue increasing production and improving income
distribution. 
Assuming the Syrian agricultural and industrial
sectors continue to have access 
to necessary levels of production­related imports, real growth levels for Syria in the range of 7 
- 10
percent throughout the remainder of the decade would appear reasonable.
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II. U.S. ASSISTANCE OBJECTIVES 

A. Political and Economic Considerations
 

The U.S. is planning to provide assistance to the Syrian Arab
Republic in order to encourage the further development of U.S.-
Syrian bilateral relations, including economic aid, and to assist
Syria's development programs. 
The assistance will be used to aid
Syria in its economic development efforts and thereby help bridgethe wide gap which has separated the U.S. and Syria the last severalyears. U.S. willingness t , participate in S-.yrian development is one
of the most effective ways of achieving improved relations.
 

In a broader context, the U.S. objective in the Middle East is to
help Syria and other nations in that area follo-, a peaceful course
toward working out their probJems. 
A just and lasting peace will
benefit all the peoples of the region as 
well as the interests of the
United States. Conversely, the absence of progress toward peace
could lead to a deteriortion of the situation in the Middle East
with serious consequence,, for our overall national interest in
building a stable structure of global peace and economic stability.
 
A crucial part of our effort is the U.S. diplomatic role innegotiations for a just aud lasting peace. 

promoting 
Syria has been a keyfactor in this neotiated effort,

U.S. and Syriai 
,Lnd the relRtionls between theconstituL n significant and necessary support for


it. The planned 
aid to Syria is intendedthe U.S. is to show the Syrians thatserious about Litrengthening anC. sustaining our
in all areas cooperation
of mutual concern.
 

The Syrians are genuinely interested in accelerating the pace of
economic development in order to meet the expectations of their
people, and are 
searching for ways to accelerate their economic
growth. 

extensive. 

Syria's needs for social and economic development are
However, Syria is ct an oil-rich country. 
The nation's
development requirements are beyond the capacity of Syria itself or
any one foreign doror. The Syriani are seriously interested in U.S.technical cooperation and wou1ld welcome U.S. participation in capital
projects related to development. 
 We also believe they are prepared
to open the door to at least 
some degree of private sector parti­cipation as well. 
Based on our findings so far, 
we know that the
Syrians have an interest in technical exchanges in agriculture,
geology, industrial development, participant training of Syrians in
the U.S., feasibility studies and the import from the U.S. of
essential commodities primarily
duction. 

in support of agricultural pro-U.S. assistance ciui also help to re-establish U.S.-Syrian
commercial relationships, which had been severed to a great extent
the last several years, and can assist in the promotion of U S.
 
exports.
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B. 
ProPosedFY 12LLU.- Assistance Program
 

In view of the above-described background, AID has proposed to use
most of t~le -$10)milion MLdd1l, ,tst Special RequirementsSyria in FY I9'5. Fund for!1o ftr, $45million of this total has been ear­marked for an Agricultural Input,, aild Production Loan ($20 million)to supply from the U.S. essentLial commoditlot needed primarily toassist the nation's agricultural roectnr (spc- below); a General Parti­cipant Training Project ($1. million) to fJnp, ce training in theU.S. for toup 100 Syrian graduate stude!,c! in such fields as agri­cultural credit, engineering, medicine, geology, irrigation manage­ment and related ;ubject.i; aid a Technical Services and FeasibilityStudies Projni:t ($4 milliou) to provide technical advice, feasibilityand preinvestment studies and r'e-.ated anPsJ.trnce in priority develop­ment areas, such as agrivdllurr.[ productinn, arid land technolngy,irrigation, use of f'ertJ*Lzerp and perticides, rurnl roads, plantdisease control, industrial processing of agricultural products,mechanization of agriculture, mineral -,urvey techniques and animal 
husbandry.
 

The remaining funb; available for 13yria in FY 1975 will be used to
finance ;tdditional t.echnic-l assistance and capital projects which
prove to be e!eojorria.llv viable. The Syrians have expressed aninitial intere:nt 
in All fno-,,io, of the following general types ofactivitie..: .- rfli , ) ,n r :.,Mmunicatlons satellite, irrigation,eLe( trio w,,, r eaeral iou ac1/r 'J.itribut inn, highway improvement,grain ul;or'. jt< IW, [tI.,,, 
,nd 

w-ter and q'werage treatment facilities,agricuJLuwal credit 
an 

a,.,1,nd health fiacelities. There i.,; nowAID teanoi iii re,.,,Wipwn these nnd other project possibilities
for later Loan Ind &rr'a1l. f1 L'IIc In{. 

The U.S,. has ,lio pivid, d TL-h0 assistance in the amount of$22.5 aillin for 'i ,O0 MT of wheat and 25,000 MT of rice. 

III. LOAN JUSTIFICATION 

A. TheProposedi,otm 

The proposed $Li. milLi,)o loan wil] usedbe primarily to financeimports of agrJiulturr~l m.f.hiiery, raw materials and spare partssupport agricultural div,21opment. From to 
to 

time time, if requested,
AID would also he proprd to finance selected industrial machinery

to increase induLStrilt crprLcity"
 

Emphasis in SyrLa's r .ricultriel development program has been placedon increasing irrigation and the use of machinery and fertilizers.The highe.st priority Lrriviwtion
Euphrates Has ii. I,, 1,1,it(n 

project is the development of theL,,o ,h h t., 5 irrigation projects,other agricultural projects related to increased food productionwill require machinery and commodities. 
 Some or all of the following
 

http:highe.st
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activitien, are Pxpected to require selected machinery, equipment 
and .raterit.ls, ad are likely to benefit from imports under the 
loan. Cost, of these requirements annount to considerably more than 
the $20 nillion loan. 

A ew livesgock project for Lie prodotnioi of both meat and 
dairy animals -uppi rted by the deveJolmert of 100,000 
hectares of new Euphrates Valley land which will be planted
 
to fodder crops, primarily oat and hay.
 

--	 Specific equipment needed in support of fodder production 
includes various types uf plows, fertilizer distributors, 
grain d-ills, roiler,:, th-rrows, mrwers, rakes, trailers, 
trucks, 'udl end w',t,e," Ltarikrs, and trucks. 

--	 Trucks are neednd in cownie.-tion with the operation of Syria's 
modern network of grain 7torage silos. These trucks would
 
transport barley ruid hn.rd wheat between production areas 
and 	silos, and between silos and consumption areas or export
 
points. 

--	 Equipinrt is needed for the maintenance of irrigation net­
works. Requirementr nc]lde drag :ines, excavators, back­
hjotes id( htll-di7ir
 

nrun 	 equipment--	 'b! 'at.; PUph !,l;iLsry 1s in needl of (e.g.,
earL h-Iflovh:[: Ii LIJOry , Coln reLe ml,-ers, and concrete­
laying equLpment) for the construction, extension and
 
maintenance of r-jadL and cnnals.
 

A wide variety OC .!'tP-jIovi.T, equipment in needed for use 
in the coanstrtctiDi it' feeder roads to service the agricultural 
areiis opciid up or beinu more intensively farmed n. a result 
of irri tati.n projects. 

--	 2uppnrting equipment will be needed in connection with 
pruposeo, expanded f;-ais for the production of maize and soybeans. 

A need has been rported for light planes, portable hangers
 
and portable landing mats for use in insect control and
 
aerial fertilizirg.
 

With S;yria's incre ising -creage of land under irrigation,
 
there are growing requirements for imports of fertilizer,
 
including phosphatic fertilizers. 
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B. 	 Balance of Paents and D,,bt Service
 

.. Balan'oe oIavnts 
 Like other economic data on Syria, balance­of-payments datl. ,-re ncomplete. ilitary imporcs and major portionsof foreign financing appear to be omitted or disguised. 
The data
that are availaible, however, show that yria's balance-of-payments
position is sound and tolikely imFrove greatly over the next fewyears. Syria ran heavy balance-of-payments deficits during the1968-1971 periol primalily due to a large, widening trade deficit.Exports:; rose only margirnally 1.,it imports roc_ e at ,in annual rate of9%. Reserves fell almost $80 million over the perio as a result ofthe deficits. In 1971, import restrictions were relaxed and exchangereforms enacted while income from oil pipeline transit fees, unrequitedtransfers and capital inflows grew. The deficit was tocut $11.6
million even though imports had increased neajly 20%.
 

Since 1971, 
 the baln.ne ,f payments has improved consi, -ably dueprimarily to uriroiteid t,rnisfers and improved agricultural weatheirconditions. Prnliminqry estimates of 1973 data indicate a largesurplun bc primarily W war-relate] transfers. Estimates for 1971,which assume unreoqutd trarsfers at "400 million, indicate Syria
will have a surplus of about 
 T280 11!il.Zon. 

Syria Pes i]tted n ly Aicr:: ,ed OPEC aid in 1974 and waspledged even mom'. I ThUi ,U , ince . Its ow-n earninhs , fiomoil pipeline .,yal in : sn, ofrom L'iL -ilds and phosphate depositsony now being exq o1' ,', hnva Mr<w and ar, expecLed to increasegreatly between muw and 190. Fn lYJO, exports of oil and phosphates
are expected to r'each q.ivel nf W.1 billion. 

The following table shows Syvia's balance of payments in 1971-1974. 



1974 
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SYRIA BALANCE-OF-PAYMENTS SUMMARY 
l/
 
(End of Period) (US $ Millions)
 

Goods & Services 

Exports (f.o.b.) 

Imports (c.i.f.) 

Trade Balance 


Receipts from Services 

Payments for Services 


Net Services 


Transfer Payments (net) 


Non-mcnetary Capital (net) 


Net Errors & Omissions 


TOTAL 

SDR Allocation 

Surplus or Deficit (-) 

1971 1972 1973 


-83.0 -78.0 -73.3 -120
 
21-2 21.7 
 700
 

-447.0 -485_9 -631.6 
 1000
 
- -204.2 -263.2 300
 

196.3 177.4 n.a. 225
 
- -51.2 n.a. -4
 
i15 7 126.2 19.5 0
 

54.4 82.7 421.1 4/ 400 4/
 

34.0 14.4 ­ -


-22.9 -18.6 -7_
 

z .5 268.4 280
 

5.9 5.8 ­ -


-11.6 6.3 268.4 280
 

Source: IMF Report of 3/13/74, "Syrian Arab Republic
 
- Recent Economic Developments" and IBRD.
 

2/ IBRD Preliminary Data.
 

Estimated. 

4/ Combines Transfers and Capital Account. 



Syria's foreign reserve position was weak until 1973 when war
 
related transfers were very large. 
As a result of trade deficits
 
during the 1968-1971 period, Syria's gross reserv-s declined, ad
 
by the end of 1970 only totaled $55 million and represented 1.5
 
months of imports. As a result of other donor assistance and
 
Improving agricultural production, Syria's September 30, 197 1
 
reserves were estimated at $755 million representing about 16 months
 
of imports.
 

Destruction of sulphur reducing facilities 
at the Homs refinery

during the October 1973 war made it temporarily impossible for
 
Syria to use its own high-sulphur oil with the result that it had to
 
purchase low-sulphur crude from Iraq while exporting its 
own. This
 
caused a temporary leap ir imports of about $300 million and a lesser
 
amount--perhaps $250 million--in exports. 
 The Homs facility is now
 
repaired and imports should return to their normal growth path.

Exports, however, should increase due to increased oil and phosphate
 
production. We estimate the current account deficit in 1975 at
 
about $100 million, with OPEC and other aid increasing to well over
 
$500 million. Syria should, therefore, experience a further
 
substantial foreign exchange reserve increase in 1975.
 

2. Debt Service. Syria's gross external non-military debt situation
 
at the beginning of 1974 was estimated at $232 million by the IBRD
 
with over one-half owed to the USSR and Eastern Europe. 
 Of this,
 
about $17.4 million was in short-term suppliers credits, $8.5 million
 
in I.D.A. loans and $206.6 million in government loans. Debt servicing
 
costs in 1974 were estimated at $44.3 million, $24.7 million is
 
projected for 1975, $30.4 million for 1976, $22.3 million for 1977,
 
$19.2 million for 1978 and $18.4 million for 1979. 
The debt service
 
ratio at present is about 5% and is likely to remain under 10 percent
 
over the next few years. However, in view of Syria's low per capita

GNP, its continuing efforts to spur gro% h and U.S. interest in
 
having a stable, prospering Syria, AID's normal concessional loan
 
terms are proposed--40 year maturity including a 10 year grace

period with interest at 2% during the grace period and 3% thereafter.
 
With these terms, the repayment prospects for this $20 million loan
 
appear reasonable.
 

C. Other Donor Assistance
 

Syria's largest receipts of foreign aid come from the wealthy Arab
 
oil exporters and Iran. 
Other donor aid, the USSR $120 million
 
through 1972, East Germany $50 million, other Eastern European

countries $26 million, China $18 million, is minor in comparison.
 

The amounts and status of Arab OPEC countries' assistance are
 
unclear; however, the commitment amounts and transfers, according
 
to reports, are substantial. According to reports received, Rabat
 
Conference commitments from Arab OPEC countries are now estimated
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at about $500 million a year for three years, including commitments
 
from Saudi Arabia, the UAE and Iraq. In addition, it was just

reported ttat Saudi Arabia is providing an additional $250 million
 
in loans and grants for unspecified purchases. Iran reportedly
 
commited $150 million in early 1974. 
Details on the composition and
 
disbursement timetable of the above assistance are limited. 
However,

it is reported that substantial transfers were made following the
 
Rabab Conference and such transfers are continuing.
 

Between 1965 and 1973, Syria received $37 million in loans from IDA.
 
In FY 1974, the first regular IBRD loans were furnished and the
 
IBRD/IDA loan total grew to $98 million, a level expected to continue
 
through the next five years. 
 Of the total FY 1974 commitment, $88
 
million was IBRD and $i0 million IDA.
 

IV LOAN ADMINISTRATION
 

A. Syrian Government Import Procedures
 

Administrative arrangeients under this loan will inevitably be 
influenced by the major role played by the Syrian Government ir the
 
country's economy. All importa.t industries are owned by the
 
Covernment and are organrized into three "unions of industries":
 
'The Union of Engineering and Chemical Industries, the Union of 
Textile Industries, and the Union of Food Industries. Annual
 
production and investment plans are coordinated by the unions and
 
then reviewed by the Ministries of Industry, Planning and Finance.
 

The private sector is composed mainly of small-scale enterprises
 
producing or selling consumer goods and services.
 

While import licenses are issued to private firms and indivieuais 
for certain types of Impcrts, a large part of Syria'- fCoreign trade 
is conducted by public !sector trading agencies. In addition,
 
Government departments or the unions of indu.;triev may also have
 
authority to make imports. Of the half dozen or so public trading
 
companies, the ones most likely to be importing under this loan are
 
the Fnreign Trade Organizqation Cor Chromicals and Foodstuffs (Tafco"),

which imports such commodities as fertilizers, pesticides and other
 
agricultural chemicals, and the Foreign Trade Organizations for
 
Machinery and Equipment (Aftomachizie), which handles must machinery

other than agricultural machinery. The Ministry of Agriculture
 
has its own purcnasing group and authority to import agricultural

machinery. Tractors, however, are imported by the Union of Engineering 
and Chemical Industries, which also produces and distributes tractors 
under a joint-venture arrangement with a Spanish organization. 
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grain drills, rollers, narrows, rakes, fuel and water tankers, trucks,drag lines, excavatc , back-hoes, buJdozers, earth moving equipment, 
concrete mixers, tractors and phosphatic fertilizers. Further dis­
cussions with the Syrian Government will continue to further refine
 
the SARG priority import interests. Outside of agriculture, AID
 
would be prepared to consider on a case-by-case basis priority

machinery and equipment requirements in other sectors, e.g. industrial
 
machinery and transportation equipment.
 

D. Implementation Procedures
 

Since there has been no previous AID commodity import program in

Syria, SARG officials will, of course, have to become familiar with
 
AID's established rules end requirements. As suggested above, this

should pose no great problem because of the relatively small number
 
of importers involved, atl 
the fact that they have had considerable

experience in complying wlth goverrimnntal procurement procedures--not

only those of the Syrian Governmerit, 
but also those of other assistance
 
donors.
 

AID's standard commodity financing procedtures, as set forth in AID
 
Regulation 1, !hall be applicable. The public sector buyers will
 
normally be required to procure through formal invitation-for-bids
 
procedures. This requirement may be waived in favor of negotiated

procurement when procurement of a proprietary item is 
involved,

when procurement on an 
omerg-!ncy basis is necessary, or when it
 
would be impractical or inconsistent with the purposes of the loan
 
to require formal pr.,curement procdures. 
 The Syrian public sector
 
organizations likely to be importers under the loa, are already
using formal procurement procedures as 
a matter of routLne, or at
 
least have established formal procedures which are available for
 
use. 
There may, however, be jome need to reconcile customary Syrian

procedures with AID's approved standards for conducting formal pro­
curement.
 

In view of the volume of work contemplated, it will be desirable
 
that the ATD staff in Damascus include a supply adviser experienced

in the type!s of commoditiesi to be financed under the loan. 
5uch 
an adviser can holp the buying organizations in determining require­
ments, estaLishing specit*_cations, developing invitations for bids,
communicutiri wiLh Potential U.S. suppliers, assuring that procure­
ment is conducted in accordance with accepted U.S. procedures and
standards, and foll.owing throligh to ascertain that there is proper
end-use of commoditieo ,ind equipmcit financed under the loan. 

Individual i,ransactions fiuuanced shall not be financed for Less than 
$10,000 in amount, but individual items less than $10,000 may be
 
combined and treated as one transaetion if they involve procurement
 
from the same supplier.
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Responsibility for shipping arrangements, in the case of procurement

by Syrian public agencies, lies with the Syrian Maritime Authority.

Marine insurance is normally placed vith the state-owned insurance 
company, which is under the J,,"isdiction of the Ministry of Economy.

When informed or IlIe provirion of - te Foreign Assistance Act dealing
with discrimination against U.1;. marine insurance companies, the 
Deputy Minister of Economy and Frr-ign Trade indicated that there
 
would be no prolellfm for purposes of the AID loan in making an 
exception to the n!;ua] 
Syrian practice of local placement of marine 
insurance. Buying would be permi tod on a CI or CIF basis, with 
choice of insurer I-eft to the supplier.
 

Because of the role of the ryrian Maritime Authority, no problem
is foreseen in the administration of cargo preference requirements. 
Whether it will be feasib.Le to apply AfD's policy against financing
local port chargrs vi_1. be determined after rurther discussions 
with the Syritt i',vernnmunt. It. is anticipated that funds not 
chargeable to this lugit utgre'oment will he used t( finance the 
differential, if any, otw,-en U.S. flag and foreign flag shipping 
rates in accordance with ,iD's pcliry in implementing Section 640 (C) 
of the Foreign Assistance Act. 

E. Disbursement
 

In Syria there is it Central Bank and a Comnercial Bank (with 
numerous branches), both goverrnment owned. The letter of credit 
system is the most u4uut metho , of financing imports, and there 
appears to be no problem in disbursing .loan funds through use of 
AID's rgular bank LetLer of Commitment procedure. Either the 
Central BGank or the 'ormacr-ia] Pcuik would be designated Approved
App! ci,,t. Bulk shiprnentL !idgl,t 1,..financed through direct letters
 
of coxmitnient Lo supPiliers.
 

The proceeds of this loan are experted to be fully disbursed within 
18 months after the date of the loan itgrnement signing. However,
because of possible dolays in delivery of equipment involving long 
lead times, the terminal disbursement date will be set 24 months 
after the date of loan signing.
 

V. OTHER CONSIPE AT 1ONS 

A. Impact on U.S. Balance of j' ,ynLs
 

The long-term impact on U.S. B!dance of Payments will he favorable 
because this loan will be spent ,n U.S. u oods and sorvjceS. This 
loan will permit U.S. supp.]Urs/exprte~-n to re-establish old trade 
relationships and reate new ones ror agricultural machinery and 
commodities essential for increa:3ed agricultural production, and
 

http:feasib.Le
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will greatly enhance the expansion of the U.S. export market in
Syria. Furthermor), future follow-up orders for machinery and
spare parts will result in additional U.S. exports on a commercial
 
basis.
 

B. 
Use 	of U.S. Government Excess Property
 

Because of the nature of the assistance being provided--raw materials,
machinery and spares to assist the agricultural production, it is
unlikely the U.S. Government excess property would be appropriate
for 	this loan. 
However, given the large amounts of U.S. Government
excess property available, SER/COM is being asked to look at possi­bilities for using such excess property.
 

VI. RECOMMENDATIONS
 

It is recommended that you authorize a loan to the Syrian Arab
Republic of $20 million for financing imports of selected agricultural

machinery on the following terms:
 

A. 	Repayment in United States dollars in no more than forty (o)
years after the first disbursement, including a grace period of
 
not to exceed ten (10) years.
 

B. 	Interest in U.S. dollars of two percent (2%) per annum during
the grace period and three percent (3%) per annum thereafter.
 
C. 	Procurement with loan funds shall be of United States source and
 

origin.
 

D. 
Such other terms and conditions as AID may deem advisable.
 



ANNEX: STATUTORY CHECKLIST
 

Will be dinftrlbited separately 




