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of not to exceed ten (10) years at an interest rate of two percent

(2%) per annum during the grace period and three percent (3%) per
annum thereafter.

2. Other Terms and Conditions

(a) Unless AID otherwise agrees in writing, commodities and related
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exceed ten (10) years at an interest rate of two percent (2%) per
annum during the grace period and three percent (3%) per annum
thereafter.

2. Other Terms and Conditions

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

(b) The Loan shall be subject to such other terms and conditions as
A.I.D. may deem advisable.
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I. BACKGROUND

A. Political and Economic Considerations

The U.S. is providing assistance to the Syrian Arab Republic
(SARG) in order to encourage the further development of U.S. -
Syrian bilateral relations, and to assist Syria's economic
and social development. A detailed economic background of
Syria is contained in Annex 1.

U.S. willingness to participate in Syrian development is one
of the most effective ways to achieving improved relations
while also assisting in the nation's economic growth. In the
broader context, the U.S. objective in the Middle East is to
help Syria and other nations in that area follow a peaceful
course in working out their differences.

The Syrians are searching for ways to accelerate the pace of
economic development in order to meet the expectations of their
people. While some progress has been made in recent years, Syria's
needs for social and economic development are extensive. Financ-
ing Syria's development requirements beyond the capacity of

Syria itself or any one foreign donor. The Syrians are seriously

Tnteresteq in U.S. technical cooperation and technology and welcome
U.S. participation in projects related to development. The Syrian
Goyernment is also prepared to open the door to some degree to
private sector participation. U.S. assistance also helps to re-
estqb1ish U.S. - Syrian commercial contacts which were severed
during the break in diplomatic relations (1967-1974)

B. U.S. Assistance Program, FY 75-78

The purpose of the A.I.D. program in Syria is to assist Syria in
pursuing its economic development program and to help in improving
U.S. - Syria relations and the cause of peace in the Middle East.

In FY 1975, the A.I1.D. program totalled $83 million, consisting of
a $48 million loan for the improvement and expansion of the

Damascus water supply system; a $30 million commodity import loan
for agricultural and construction equipment; a $4 million grant to
finance technical services and feasibility studies; and a $1 million
grant to fund technical training in the U.S. for Syrian Government
officials. The FY 1976 and Transition Quarter program totalled $95
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million consisting of: A loan for the construction of the Damascus-
Deraa Highway $45.9 million); a second loan for the further improve-
ment of the Damascus water supply system ($14.5 million); a loan

for contract services and commodities for a Euphrates Basin
Irtigation Maintenance Project ($17.6 million); a grant of $1.25
million finance training in the U.S. for SARG officials; a grant

of $0.4 million for the development of health services; a grant

of $0.35 million to establish an English language training program;
and $15 million for the Basic Inputs and Production Loan used to
finance commodity imports such as tires, medical equipment and
sanitation equipment.

0f A.I.D's $80 million FY 1977 Loan/Grant program for Syria, a
$40 million loan was authorized to help finance Syria's commodity
import program. Loan proceeds are being used to procure machinery
and equipment necessary to support agricultural land development,
crop production, processing and marketing, and other sectors of
the economy related to overall food production. The balance of
the FY 77 program consisted of a loan for Rural Electrification
(834.7 million); a grant of $3.5 million to finance further
technical services and feasibility studies, including agriculture
and transport sector assessments; a grant of $0.983 million to
fund training in the U.S. for additional SARG officials; a grant
of $.482 million for English language training; a $.335 million
grant for health services; and a $25,000 disaster relief grant

to help combat the cholera epidemic last September 1977.

The FY 1978 program is currently planned to include, along with this
proposed program loan, a project loan $60 million for the design and
construction of a major coastal highway, as well as the following
grants: soils survey/land classification, technical health
institute, English language training, development of health, tech-
nical services and feasibility studies III, and general participant
training. Future activities will increasingly emphasize rural
services (roads, water, electricity, health) to benefit the

nation's rural poor.

C. Utilization of Previous Commodity Import Type Loans

There have been three previous commodity import type loans to
Syria. A $30 million FY 1975 loan - The Agricultural Inputs and
Production Loan, No. 276-J-007; a $15 million loan FY 1976 Transitional
Quarter Loan - The Basic Inputs and Production Loan, No. 276-K-013; and

a $40 million FY 1977 loan - Agricultural Machinery and Production
Inputs II, No. 276-K-015.
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Agricultural Inputs and Production Loan No. 276-J-007

The SARG originally allocated the available foreign exchange

of $30.0 million exclusively to the Agricultural Machinery
Distribution Company (A.M.D.C.). Invitation-for-Bid (IFB) No.l
through 3, if all items had been contracted for, would have
committed all the funds for the items specified in these tenders.
However, A.M.D.C. decided to purchase plows, planters, fertizers
spreaders, hand planes, tractors and traxcavators valued at
$2,070,000 under IFB No. 3. Letters of Credit for the total
amount were issued in the second half of CY 1976 and before the
end of the year the first thiee shipments arrived in Syria. All
of these commodities cleared customs prior to April 30, 1977

and have entered the Syrian economy.

Subsequent to the cancellation of the proposed procurement under
IFB's 1 and 2 and some items of IFB 3, the SARG decided to make
the remainder of the loan funds available for the purchase of
heavy construction equipment. The public sector Foreign Trade
Organization for Machinery and Equipment (Aftomachine) was
designated as the eligible importer. Aftomachine issued IFB

No. 4 in July 1976 and signed contracts for a total of over
$26.2 million (on a CIF basis) for equipment and spare parts
with five U.S. suppliers. The equipment included loaders, tractors
graders and mobile work shops for use by the public sector
construction companies working on major irrigation facilities.
Letters of Credit were opened in February 1977 and all the
contracted for imports, arrived in Syria prior to the end of
October 1977, with the exception of a quantity of spare parts
which were shipped in the first half of calendar year 1978.

The remainder of the funds of approximately $1.7 million was
used for shop equipment, both mobile and stationary, and for
special tools.

Basic Inputs and Production Loan No. 276-K-013

A FY 1976 loan of $15 million for financing commodity imports
was signed by the SARG and USAID on September 30, 1976. The
conditions precedent to disbursement of loan funds were met

by the SARG in January 1977. The funds were made available to
finance imports from the United States of the same type of
commodities as were authorized in the earlier loan. The

State Planning Commission received requests for utilization

of funds, from a number of ministries and state import companies
and organizations far in excess of the available dollar amount.
USAID received a formal request to use this loan to purchase
tires and equipment for a cardiovascular surgical center and
IFBs were issued. Bids for the tires and tubes were
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opened in mid-July 1977. $6.5 million worth of offers for

tires were received which met the bid specifications

but the majority of these bids were rejected because of high
prices and $1.2 million worth of tires were purchased. L/Cs
were opened in late December 1977 and shipment of these

tires and tubes was completed ir June 1978. Another Letter

of Credit financed by this loan was opened in January 1978
covering the equipment for the cardiovascular surgical center.
The ordered commodities are expected to arrive in Syria prior to
the end of FY 1978.

For the remainder of loan funds, IFB 013-2 was issued on

March 13, 1978 and bids were opened on May 4, 1978 for
compactors, containers of different sizes, mechanical
sweepers, landfill compactors and steam cleaners for use in
sanitation. The SARG procurement committee made the technical
evaluation of the offers and submitted its recommendation

to the higher economic committee for approval. After such
approval is giver, AFTOMACHINE will finalize the purchase of
the equipment mentioned aboved including spare parts from

four U.S. suppliers. The mechanical swveeper: will have to be
financed with Loan 015 funds because insuffj:ient funds remain
in Loan 013. To speed up the procurement o/. tré equipment under
this IFB, for which the SARG has much interzss, both AID/W and
the SARG agreed to use direct L/COM to U.”. s.u»pliers rather
than using L/CS through banks. Because </ the SARG high
economic committee has not yet approve the ::commendation of
the procurement committee the first wiits wi/.l be delivered in
the fall of 1978 or later.

Agricultural Machinery and Production Inpuc Loan II 276-K-015

This loan of $40 million was signed September 20, 1977 and

the conditions precedent to disbursement of loan funds were

met early in January 1978. The Ministry of State for Planning
Affairs received requests for funding of equipment needs from
the USA for various ministries, public sector construction
companies, Damascus University, and many more public sector
entities, exceeding half a billion dollars. After a screening of
these requests by a number of committees in January 1978 the
Prime Minister's office decided what commodities would be
purchased with the proceeds of the loan. IFB 015-1 for 30

rear dump trucks was announced on May 9th with a bid closing

day of June 22; and IFB 015-2 for comstruction equipment such

as track-type tractors and wheel-type front-end loaders was
announced May 22 with a bid closing date of July 8. The
remainder of the funds of this loan will be utilized to purchase
equipment such as hydraulic cranes, motor graders, triming and




Page 5 of 18

lining machines, excavators and combines. IFBS will be
announced upon finalizing preparation of technical
specifications for this equipment by the SARG.

In summary, the status of the three commodity import loars
is as follows:

Loan 007 Essentially fully disbursed

Available from Loans 013 and 015 $55,000,000
L/C issued $ 2,164,584
Bids evaluated, awaiting awards $13,348,188
Reserved for banking charges $ 20,000
IFB's issued $ 26,000,000 (est.)
Balance remaining: $13,467,228
Firm requests rec'd from SARG $ 31,000,000 (est.)
Present shortfall $17,532,772

Current disbursement data fc: t.e previous three loans'1is as
follows: Loan 276-J-007, $28,257,000 disbursed; Loan 276-K-013,
$1,171,000 disbursed; Loan 276--K-015, no disbursement as yet.
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II. LOAN JUSTIFICATION

A. The Proposed Commodity Import Loan

Development in Syria is partially dependent on the importation
of commodities such as machinery, equipment and the associated
mechanical technology, all of which are available from the United
States. The proposed loan of $21.5 million will finance development
imports including equipment, machinery, and spares which the
Syrians need to procure from the United States to assist in their
development programs.

In order to improve and expand the entire agricultural sector,
machinery will be needed to build roads, irrigation structures

such as dams and canals, and t5 clear and level lands. 1In spite

of the SARG's general ban on imports of motor vehicles and trucks,
truck importation will be permitted under this loan. SARG has
requested financing, (under Loan 276-K-0l5 for FY 1977) for thirty

35 ton heavy-duty off-highway dump trucks, and is expected to request
additional heavy-duty trucks to further the country's infrastructure
development, to be financed with funds from this proposed loan.

A firm request for financing of equipment and supplies for six
faculties of Damascus University, has also have been forwarded to
AID. Two engineering faculties, tne faculty of medicine and
sciences, as well as agriculture will receive needed modern
training equipment aids.

Equipment, such as automatic bakery lines to process agricultural
products, have been requested for financing under this loan.
These bakery lines, designed for producing Syrian bread, popular
with the urban poor, will enable the SARG to keep the price of
bread at a level the poor can afford and assure that sufficient
bread will be available at all times.

It is also expected that equipment and supplies for a marine
biology labratory will be financed from funds frou' this loan as
well as air pollution monitoring equipment for one stationary
unit and two mobile units. The latter is especially welcome as
it indicates that the Syrian Government is beginning to be zon-
cerned with environmental deterioration.
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B. Balance of Payments and Debt Services

Balance of Payments data for Syria is difficult to obtain,
incomplete in many respects and generally out of date. Military
imports and some foreign financing may be disguised or omitted.
Receipts outside of official channels, largely unrequited remitt-
ances from Syrians working abroad, are substantial, but until
1977, unestimated. The table below is based on a June, 1977 IMF
Report and a May, 1978 report prepared by the AID Missjon. It
does no more than provide general trend lines which indicate that
Syria's need for foreign exchange will continue for some time
into the future.

Syrian Arab Republic: Balance of Payments Summary
(Mill1ions of Syrian Pounds) *

1/
1973 1974 1975 1976 1977
Goods and Services -266 -1,095 -2,268 -4,768 -5,700
Exports (F.0.B.) 1,339 2,914 3,441 4,147 3,920
Imports (C.I.F.) -2,341 -4,176 -5,697 -8,826 -9,420
Trade Balance -1,002 -1,262 -2,256 -4,685 -5,500
Receipt from Services 1,033 1,338 1,420 1,224 N/A
Payments for Services -298 -1,171 -1,432 -1,307 N/A
Net Services 735 167 -12 -83 -200
Transfer Payments (Net) 1,506 1,714 2,612 1,766 2,730
Private 140 167 195 205 230
O0fficial 1,366 1,547 2,417 1,561 2,500
Nonmonetary Capital(Net) 95 -2 -35 1,048 700
Private -99 63 68 280 -100
0fficial 194 -65 -103 768 800
Net Errors and Omissions -185 -27 -19 50
Overall Surplus or 2
Deficit(-) 1,150 590 290 -1,904 -2,270
Monetary Movements 2/
(increase in Assets =) =-1,150 -590 -290 1,904 2,270

1/ Estimated
2/ Estimated receipts outside official channels of SP 1,450 million
reduce this amount to SP 820 million.

* 1 U.S. Dollar = 3.9 Syrian Pounds.
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Syria has consistently experienced a balance of trade deficit
which has grown greatly over the years as the pace of development
increased the need for imports at the same time the growth of
exports, primarily crude oil, cotton and phosphates has slowed
due to changes in the world market. Through 1975, however, Syria's
overall balaince of payments and its reserve position appeared
favorable because of receipts for services and transfer payments
from the Arab 0il producing countries and Syrians working abroad.

In 1976, two events occurred which revealed the fundamental
weakness of Syria's balance of payments position. Firstly, Syria's
0i1 transit agreement with Irag terminated and was not renewed
due to a lack of agreement on transit payments from Iraq and the
price Syria would pay to Iraq for crude oil. This deprived Syria
of a source of receipts for services and the preferentially priced
crude oil which it needed to blend with its own heavy, high sulfur
crude to permit the distillation of gasoline and other l1ight
distillates. Additionally, Syria became involved in Lebanon which
both caused a large out flow of foreign exchange, and at the same
time may have been responsible for a decline in transfer payments
to Syria from the Arab oil producing states. Also, the flight of
Syrian workers from Lebanon had an impact on receipts outside
official channels as well as on private transfers through official
channels.

Faced with a deterjorating balance of payments situation, the
SARG imposed severe impor restrictions in early 1977, These
restrictions consisted of limiting issuance of Letters of Credit
to public sector organizations and not selling government owned
foreicn exchange to private sector organizations. The Syrian
Government relies on such restrictions rather than tariffs, quotas
or devaluation to discourage imports. It does attempt to discourage
the demand for imports through fiscal means, but it does not manage
the fiscal tools available to it for this purpose fully nor does it
attempt to compensate for the current accounts deficit by attracting
capital through raising interest rates or bond sales. This lack of
flexibility in choosing the means by which the SARG tries to
balance accounts and its generally limited fiscal management stem
from political constraints, the inflexibility of its centrally
managed economy and administrative problems due to oversized,
cautious and tradition bound bureaucracy.

By the last quarter of 1977, import restricting measures had
taken effect with the monthly average value of imports falling from
SP 924 million (%237 million) for the first 9 menths of the year
to SP 365 million (%94 million) for the tenth and eleventh month.
Exports fell 31ightly in 1977 due to a decrease in crude oil
production. This produced an overall deficit of the balance of
trade of SP 5,500 million ($1,410 million). The full impact of
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the termination of the Irag transit agreement was felt in 1977
with such receipts falling to zero and representing a loss of
SP 120 million ($31 million) as compared to 1976. Transfer
payments improved somewhat presumably reflecting the trend
toward peace in Lebanon. The private part of these transfer
payments increased a little, coming from Syrian workers,

some of whom returned to Lebanon but most of whom passed
through Syria to the oil producing states. Public transfers
from the 0il producing states increased by SP 1 billion

($256 million). Capital flows were down somewhat because the
temporary inflow of private capital due to the Lebanon
situation reversed itself and slow project implementation
affected public flows negatively with disbursements of public
capital estimated at SP 1,400 million ($359 million) and
repayments of public capital estimated at SP 600 million
($154 million).

The Mission report includes an estimate of receipts outside
official channels for 1977. This figure is not available for
other years. These receipts are believed to be the remittances
of Syria workers abroad. Since the SARG has liberalized its
control of these remittances and private sector imports, the
remittances provide a source of foreign exchange for private
sector imports. The Mission estimate of this flow is SP 1,450
million ($372 mi1lion). If it is taken into account it reduces
Syria's net deficit from SP 2,270 million ($582 million) to
SP 820 million ($210 million).

Looking to the future it is difficult to predict what will
happen in 1978 and 1979. The nature of Syria's major exports,
crude 0il1, cotton and phosphates, do not lend themselves to
rapid expansion and are vulnerable to world market conditions.
Since Syria is planning to increase refining capacity to permit
it to use more of it's crude production for domestic purposes
leaving less cruce available for export, we believe exports
will continue to show small declines over the next several
years.

On the import side, if Syria were to maintain the controls
it imposed in 1977 into 1978 and 1979, then imports would be
about half the 1977 level. It is highly unlikely that Syria will
continue to maintain the stringent import controls imposed in
1977, since tic maintenance of such severe restrictions would
seriously 1imit the overall growth of the economy and more
importantly have a direct negative impact on the implementation
of Syria's economic devalopment plans. The restrictions fall
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most heavily on public sector enterprises which are largely
involved in implementing development projects. The private
sector, as noted above, has an alternative source of foreign
exchange,

Assuming all other elements of the balance of payments
remain essentially unchanged, including official transfer
payments, with exports declining slightly and imports beginning
to rise, Syria's balance of payments position will show an
improvement in 1978 as a result of the restrictions imposed in
1977. However, the improvement will be at the expense of
growth and development since it will be achieve lairgely by
cutting development imports. We expect the pressure for
development on the SARG to result in a loosening of restrictions,
resulting in an increase in the trade deficit in late 1978 and
1979, and on balance, we conclude that Syria will require
additional foreign exchange in 1979, the year this loan will
be disbursed, to finance development imports. The propcsed
AID Loan of $21.5 million will permit Syria to increase its
imports for development.

Syria's reserves declined in 1976 to an amount equal to
about 2% months of imports or about $471 million. In 1977,
the change in net assets due to the balance of payments deficit
was actually a change in gross liability rather than a decline in
gross assets. Syria is borrowing to cover its deficit. The
SARG's Ministry of Finance records of external public debt,
excluding debt of less than one year maturity and debt related
to national security, show a rapid increase between 1970 and
1975 from $258 million to $453 million. Debt repayments
increased from $33 miliion in 1970 to $133 million in 1976.
Repayments are believed to have been about $250 million in 1977
and are expected to remain at that Tevel until 1981 for debt
already incurred. Since Syria's balance of payments deficit
will continue to grow, additional debt will be incurred if
the deficit is not covered by transfers from the oil producing
states. Given Syria's sharp increase in external debt and
AID's interest in supporting Syria's development effort, the
proposed loan should be made at concessional or near concessional
terms. Congress has fixed the amount of loans which may be
made at 40 and 30 years maturity and thus Syria will receive a
small portion of the proposed loan at 30 years maturity. The
amount, $9 million, is in proportion to Syria's share of total
SSA assistaince in the Middle East. Finally, given the generally
favorable long term prospects for the Syrian economy, we conclude
that the repayment prospects on these terms are reasonable.
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C. Other Donor Assistance

In recent years, Syria received considerable financial assist-
ance from international donors, principally from the Arab oil export-
irg nations. The composition of the donors changed substantially
between 1968 and 1975. In the first phase (1968-1970) Fast
European governments and the U.S.S.R. in particular, were the main
donors, providing 70-90 percent of Syria's external concessional
financing, or a total of about $200 million excluding military
Joans. During the second phase (1971-1973) the Socialist Bloc
share declined to between 50 and 70 percent with an increased
constribution from international organizations, DAC governments,
and Arab oil countries. In the third phase (1974 onward) social-
ist bloc loans declined further in percentage terms, and there
has been a significant increase from the Arab oil-producing
countries, beginning with commitments made at the 1973 Rabat
Conference, estimated to be about $500 million in grants, of which
Saudi Arabia, Kuwait and Abu Dhabi provided the largest part. Public
transfers, such a budget support, have consequently increased
dramatically. In 1970-73 they averaged about $35 million per year,
while in 1974-77 they have averaged about $500 million per vear.

At present, the U.S. provides about ten percent of the as.istance
provided Syria.

The risks of relying so heavily on foreign transfers to finance develop-
ment expenditures became strikingly evident in 1976, when such

transfers fell to about $225 million. The inflexibility of

development expendituras caused Syria to draw down reserves by some

$400 million, and to incur substantial short-term debt. Transfers
during 1977, were used to repay this debt, leaving reserves at a

low, but acceptable level.

Loans from bilateral scurces and international organizations, which
increased after 1971, and further after 1973, began to be disbursed
in significant amounts in late 1973 and 1974 (about $100 million per
year). This increased dramatically in 1975 to about $260 million,
and were up to about $350 million in 1976 and 1977.
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I1I. LOAN ADMINISTRATION AND IMPLEMENTATION

A. Syrian Government Import Procedures

The majority of Syria's imports are handled by public sector
trading agenices. The public sector trading agencies are organized
as the focal point for imports of specific groups of commodities.
Public sector agencies include the following:

1. The Foreiygn Trade Organization for Machinery and
Equipment (Aftomachine) Aftomachine is the exclusive
importer of tourist cars, ambulances, buses (both inter-
and intracity), microbuses, vans and tires. Other
imports in this sector such as trucks, tankers, pick-
up trucks, mounted cranes and loaders and traxcavators
for industry can be imported by both Aftomachine and
the private sector, but private sector importers must
secure an import license from Aftomachine and pay it
a commission. Spare parts can also be imported by
Aftomachine and the private sector.

2. The Agricultural Machinery Distribution Company (A.M.D.C.)
AMDC is the exclusive importer of agricultural tractors
and implements, harvesters, combines, and other agri-
cultural machinery and equipment. Other equipment used
in agriculture such as front-end loaders and traxcavators,
etc. can be imported by A.M.D.C. as well as the private
sector with the license being issued by A.M.D.C. and
receiving a commission payment.

3. The Foreign Trade Organization for Metals and Building
Building Supplies (Aftometal) Aftometal is the exclusive
importer or building supplies, cement, wood, iron and
steel products and their distributor is Intermetal.

4. The Foreign Trade Organizational for Chemical and Food
Products (TAFCO) TAFCO imports such commodities as industrial
chemicals, fertilizers, pesticides and other agricultural
chemicals plus foodstuffs.

In addition, individual ministries and agencies within
ministries can also import commodities. An example of a ministry
which is permitted to handle its own imports is the Ministry of
the Euphrates Dam which imports heavy construction machinery for
road and canal building and maintenance, as well as agricultural
and irrigation machinery and supoplies.
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As with past loans the State Planning Commission (the Ministry of
Planning) will have the coordinating responsibility for implementation
of the loan, assuring the allocation of loan funds in accordance
with the SARG's developments priorities and passing A.I.D.'s pro-
cedural requirements on to the purchasing organizations. While
requests from various government agencies for financina have exceeded
and are expected to continue surpassing the availability of funds,
delays have teen and probahly will be encountered in the SARG's
estenlisning the priority use ¢ these runds.

The loan proceeds are expected to be utilized by the SARG
for public sector imports only. Private sector imports consist
generally of small value transactions and it is doubtful that
any meaningful utilization of the loan by the private sector

will occur. Except as otherwise stated above, the SARG does not
encourage procurement by the private sector at present since

foreign trade is still considered a public sector monopoly.

However, some liberalization of this position can be expected in the
future. In fact, we understand that Aftomachine now plans to make
private agents/dealers responsible fer maintenance of equipment.

It is not advisable to push the issue of increased
private sector participation with the SARG at present,
other than making private sector imports eligible for A.I.D.
financing. For some commodities imported for distribution to
the private sector such as farm tractors and implements, pick up
trucks etc. we will try to persuade the SARG to make some loan
funds available to local distributors of American manufacturers
for financing of the equipment they can sell. This financing
method would assure utilization of the AID financed imports and
the distributors would be made responsible for their maintenance
and repair.

B. A.I.D. Commodity Import Procedures

This loan will operate with an expanded commodity eligibil-
ity listing. Items eligible for financing will include those

items normally eligible for A.I.D. financing, as defined in
A.I.D.'s Commodity Eligibility Listing, in the following categories:
Road building and heavy construction equipment, transport equip-
ment, agricultural equipment, industrial machinery required to
process agricultural products and medical and educational equipment
and supplies. In addition, a broad range of other industrial
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machinery needed for Syria's economy will be eligible. The list
of eligible items is provided as an attachment to the Commodity
Procurement Instructions which is transmitted to the Borrower
with the first Implementation Letter. SARG's decisions regarding
the types of equipment it will import will be reviewed in terms
of this list of eligible items.

A.I.D.'s standard commodity financing procedures as set forth in
A.1.D. Regulation I, shall apply to all transactions under this
loan. Procurement of commodities and commodity-related services
will be restricted to U.S. source and origin as defined in A.I.D.
Regulation I.

The Loan Agreement will contain a provision 1imiting to $1 million
the amount of commodities or commodity related services for use

in constructing expanding, equipping, or alterating a single
physical facility or related physical facilities without prior
A.I.D. approval.

As the loan proceeds are expected to be mostly utilized by the
public sector, formal competitive bidding procedures in accordance
with Section 2.02.22 of A.I.D. Regulation I will apply. USAID wil)
recommend waiver of these procedures in favor of negotiated pro-
curement only when procurement of a proprietary item is involved,
when procurement on an emergency basis is necessary or in special
situations when it would be impractical or inconsistent with the
purpose of the loan to require formal procurement procedures.
Assistance of an A.I.D. Supply Management Advisor has been avail-
able to the Syrian Government since the inception of A.I.D.'s
procurement loan in FY 1975 and the USAID Mission will continue

to provide this service during the implementation of this new loan.
The USAID Supply Management Advisor will help the buying organization
determine requirements, establish specifications, develop IFBs,
communicate with potential U.S. suppliers and generally assure that
procurement is conducted in accordance with A.I.D. procedures,
standards and practices. Short-term contract services can also be
arranged for specialty items 2s has been done in the past.

The State Planning Commission has now been thoroughly briefed on
reporting requirements for arrival, customs clearance and utilization
of A.I.D. financed commodities. They have accepted all of USAID's
recommendations on this subject and have passed them on to the
designated importers with their instruction that these reports be
maintained in proper form and made available to USAID on a twice
yearly basis.
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C. Implementation Procedures

Experience with the FY 1975 Agricultural Inputs and Production
Loan (276-J-007) has shown that there are several obstacles to the
smooth operation of a commodity import program. One problem is
the need for the various importers to have all their implementation
decisions approved by higher levels of the SARG bureaucracy. For
example, AFTOMACHINE very professionally executed the following
importing procedures under IFB #4 mentioned above: issued the
tender; administered the opening of the bids; established two
committees to evaluate the offers from a technical point of view;
complied with procedural tender provisions; and made the final
awards. However, all these actions had to receive approval from a
higher government authority. The signed contract awards ultimately
had to be sanctioned by ‘.he Supreme Economic Council. This approval
process will continue to je a problem for American suppliers because
of the many delays before they can receive a workable Letter of
Credit for their awards. However, the State Planning Commission,
as well as other implementation agencies and ministries, are becoming
more familiar with AID procedures and the lengthy SARG approval
process will hopefully be reduced.

While it is not certain what SARG entities will handle the implement-
ation cf the proposed loan, the heavy equipment (trucks, etc.) will
probably be handled by AFTOMACHINE; automatic bakery lines probably
by the Ministry of Supplies; and the educational equipment for the
University faculties more than likely by the Ministry of Education.
USAID's (supply advisor) who manages the import loan has informed
AID/W that these SARG entities should be able to implement the

proposed loan and disburse funds within two years following
meeting Conditions Precedent.

Those Agencies familiar with AID procedures such as AFTOMACHINE
work more rapidly. Organizations, such as the Ministry of Education,
which have not used AID commodity import loan funds before will

require more time and the assistance of AID's supply advisor and
his staff.

It appears more than likely, based on the extent of requests for

A.I.D. financing of imports received by the State Planning

Commission that a considerable number of new import organizations

will get allocations of the new program loan funds. This will undoubtedly
cause new delays in implementation until these entities which are
unfamiliar with A.1.D. rules and regulations get themselves

organized to effect rapid drawdown of the loan. A disbursement

period of at least two years from the date conditions precedent

are met must, therefore, be anticipated.
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D. Disbursements

In Syria there is a Central Bank and a Commercial Bank (with
numerous branches), both government-owned. The Letter of Credit
system is the most common method of financing imports, and there
appears to be no problem in disbursing loan funds through use of
A.1.D.'s regular Letter of Commitment procedure. For the FY 1975
loan, the Commercial Bank was designated as the Approved
Applicant. The same was done for the 1976 loan but it turned out
that one importer, the Ministry of Higher Education could only
open letters of credit through the Central Bank. The approved
applicant for this loan and subsequent ones will therefore be
changed to the Ministry of State for Planning Affairs with all
Government owned Syrian banks being authorized to open L/Cs.

Bulk Shipments and awards for more than $100,00C to a single
supplier will be financed through direct Letters of Commitment
to suppliers, saving both time and money.
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IV. OTHER CONSIDERATIONS

A. Impact on U.S. Balance of Payments

The long-term impact on U.S. Balance of Payments will be
favorable because the proceeds of this loan will be spent on U.S.
goods and services. This loan will help U.S. supplier/expcrters
to continue to re-establish old trade relationships and create new ones for
all the commodities financed under this loan and will greatiy
enhance the expansion of the U.S. export market in Syria. Further-
more, future follow-up orders for machinery and spare parts will
result in additional U.S. exports on a commercial basis. In 1974,
it is estimated that the U.S. exported slightly less than $40
million in goods and services to Syria. This trade figure increased
dramatically in 1976 to $275 million (including $105 million for
the sale of Boeing aircraft).

B. Use of U.S. Government Excess Property

Because of the nature of the assistance being provided and the
limited Syrian maintenance capability it is unlikely that U.S.
Government excess property would be appropriate for this loan.
However, given the large amount of U.S. Government excess property
available, SER/COM is asked to continue to look at possibilities
for using such excess property.

C. Use of Local Currency

Although some of these public sector agencies commodities may be for
resale to farmers or for use by the various public construction
companies, it is not anticipated that significant amounts of local
currency will be generated. For that reason and the unnecessary
complications wnich would arise if a system of formal or informal
A.I.D. involvement in the use of lecal currency proceeds were
developed, it has been determined that a local currency control
mechanism is inappropriate for this program.
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V. RECOMMENDATIONS

It is recommended that a $21.5 million loan to the Syrian Arab
Republic be authorized to finance imports of selected machinery,
aquipment and other commodities subject to the following terms:

1.

For $9 million of this $21.5 million loan, repayment in
United States dollars in no more than thirty (30) years
after the first disbursement, including a grace period
of not to exceed ten (10) years at an interest rate of
two percent (2%) per annum during the grace period and
three percent (3%§ per annum thereafter.

For $12.5 million of this $21.5 miliion loan, repayment in
United States dollars in no more than forty (40) years
after the first disbursement, including a grace period

of not to exceed ten (10) years at an interest rate of

two percent (2%) per annum during the grace period and
three percent (3%) per annum thereafter.

Procurement with loan funds shall be of United States
source and origin.

The terminal date for disbursement shall be twenty-
four (24) months following satisfaction of conditions
precedent. The SARG will be allowed 120 days to meet
the conditions precedent.

USAID will not attempt to exercise commingling control
over CIP commodities import>d by SARG public sector
trading companies for commercial resale or other

transfer to Syrian public or private entities. USAID
will, however, exercise control to assure that bloc
projects or companies will not be designated by the

SARG as the importer of CIP-financed commodities. It is
anticipated that some loan-financed commodities or
equipment would be added to the inventory of Syrian public
sector companies and, therefore, could be used in support

of numerous activities some of which wéuld qualify as
bloc projects.

Such other terms and conditions as A.I.D. may deem
advisable. '



ANNEX I

SYRIA: ECONOMIC BACKGROUND

General

The Syrian Arab Republic covers an area of 71,000 square miles
(185,000 square kilometers). About four-fifths of this area is
mountainous, semi-arid or desert. The population totals 7.2
million and is about half rural and half urban. More than 50
percent of the population derives its income directly or indirectly
from agriculture. Per capita income is estimated at about $8nQ

in current prices.

Public Sector Role

The Syrian economy is dominated by the public sector. Until the mid-
sixties, Syria had a largely laissez-faire economy, the principal
elements of which were commerce and large-scale agriculture. In
1963, following a change in leadership, a program of land reform

was initiated and about one-quarter of Syria's cultivated land

was expropriated and redistributed among state farms, cooperatives,
and private farmers. Syria's commitment to a publicly-owned
agricultural sector has waned, however, and at present less than

2 percent of the cultivated land is owned by the State. 1/

During this same period, there were widespread nationalizations of
medium - and large-scale industries, including oil and textiles,

and the private sector was severly limited in its range of activities.
While public ownership remains the rule for industry (and all large
industries are publicly owned), the private sector still accounts

for approximately one-half of the total GDP. The private sector

has made its greatest contribution to the Syrian economy in
construction and services.

Agriculture

About 6 million hectares, or about 32 percent of the total land

area, are cultivable in Syria. Of this amount, only about 3.7
million hectares are under cultivation at any given time with

the remainder fallow. Less than one-tenth of the total cultivable
land is irrigated. Because of irreguiar raintfall and the limited
irrigation, agricultural production is subject to severe fluctuations.

1/ PubTic ownership in igriculture remains important. Most poultry
production and similar "agribusiness" enterprises are state-owned.
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The agricultural sector contributed 19 percent of Syria's GDP in
1976. Mining and manufacturing yielded about 20 percent, while
services (communications and transportation, trade and finance,
public administration) produced 56% and construction 4%, The.
1elative importance of Syrian agriculture nas been geclining in
recent year due to a relatively successful economic diversifi-
cation program. Agdriculture, nonethless, retains a predomiant
importance in the Syrian economy becuase it is the livelihood of
a majority of the population and because it accounts for about
one-third of total expart earnings.

Prospects for growth in Syria's agricultural output are very good
if the Euphrates River Basin development program is completed. This
program is a massive undertaking involving the construction of a
large dam across the Euphrates River at Thawra with the eventual
addition, over the next 15-20 years, of 640,000 hectares of irr-
igated land. This will more than double the total of Syria's
present irrigated land area and significantly reduce the import-
ance of weather conditions on agricultural output. This under-
taking, coupled with Syria's efforts to increase crop yields
through new techniques, should make a substantial contribution to
Syria's economic development.

Petroleum

While Syria is not an oil rich country, revenue from crude production
and refining and from transit charges on 0il flowing to East Mediter-
ranean ports from Irag and Saudi Arabia reached about $750 million,
or about 30 percent of foreign exchange earnings, in 1975. The
transit charge revenues are highly variable, however, and, in the
case of Iraq, subject to recurring political disagreements.

Iraqi shipments have been suspended since March of 1976, with

a resultant loss of $100 million in annual revenues. Production of
crude tegan in 1968 with 1 million metric tons and rose to 10.5
millior metric tons in 1976. Prospects for crude production at

about this level through 1980 seem good. Reserves are declining,
however, and it is difficult to judge the 1ikelihood of reversing

the decline through new finds.

Refinery revenues have been reduced some $300 million per year
because of the complete stoppage of lraqicrude. Syria has had to
import crude from the United Arab Emirates amd Saudi Arabia to keep
the refineries operating. This crude must be purchased at market,
while the Iragi crude was priced at $3.05 per barrel -- substantially
under market.

NE/PD, J.R.DeSousa:gb:5/31/78:EXT. 21123
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SYRIA -COMMODITY IMPORT LOAN

e criterfa listed in Part A z2re z:zlicedle cener
irrespsctive of the procrim's .er.nc szurce, In

criteria applicedle to Sezurity Supzarting Assisten
rssistance.

CrUSS-REFERENCES: IS COUNTRY CHECKLIST UP TO DATE?

Salection of the appropricte critzria will

y to FiA furds, znd should be usad
t 5 a distinction is rade betwzen the
and tra criteria applicable to Devalsrmant
desznd on the funding source Tor the program,
IDENTIFY., HAS STANDEXD ITEM CHECKLIST BEEN

AEVIEZD?  COUNTRY CHECKLIST IS UP TO DATE. STANDARD ITEM CHECKLIST:
HAS BEEN REVIEWED.

GENERAL CRITERIA FOR hJNPROJECT ASSISTANCE

App. Unnumberad; FAA Sec €33(b)

(a) Describe how Cormittees on Appropria-
tions of Senate and Kcuse have ta2zn or
will b2 notified concerning tra nonprcject
assistance;

(b) is assistance within (Cperzticnal
Year Budget) country or internetisnal
orcanization allocation regortad to the
turgress (or not raore than $1 miilicn
cver that figure p1us 10%)7?

FAA Ssc, 611(a)(2). If further legis-
Tative action is required within recipient
country, what is bzsis for reascrable
expectation that such action will be
ccmpleted in tine to parmit orcerly
accerplishmzent of surjose of the
assistance?

FAA Sec, 209, Is assistance more
eiticiently and erre:tixely given through
regicnal or multiléteral orcenizations?
If so why is assistznce not so given?

Information znd ccnclusion wheiher assist-
ance will encourzce rzzicnal cavsioprant
orograts, [T 2ssjzserze is “or rawly
1r‘:;:“:1t COURETY S sl ponisiled
t.r:u- multiletars l creanizaticns or in
2zzordence with ruiziizseral zlins to

the maximum extent ;;;royr.c~e?

FAA Sec. 601(a); (end Sec. 201(f) for
dev=1opAent loans). Information énd
corciusions whether ass1st znce will
encourage efforts of the country to:
(2) increase the flow of intarnational
trzde; (b) fostzr orivate initiztive
and competition; () 2ncouraza davelaz-
r=rt 2ndlUse O coczzretives, .r--lt
uniors, and savincs 2nd loen assccistions;
(4) ¢isccurage mcrosolistic ,.hc.‘cas.
(e) irprove technical efficizncy of
UStry, z§! .cu.<.r=.=nﬂ s¢omzrzay znd

Sy =4
N

J
) strencthan Tree lasop unisns.

A

(a) Advice of Program Change will be
forwarded to Congressional Committees.

(b) Yes.

No furtner legislative action is required.

No. There is no indication that assist-
ance will encourage regional development
programs., Syria is not a newly indepen-
dent country.

The assistance by financing the importa-
tion of commodities needed by the Syrian,
Arab Republic (SARG) for their develop-
ment projects will contribute to efforts
to increase international trade and to
improve the technical efficiency of agri-
culture and industry.

e T T s
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5, FAA Sec. 801(b). Information ard c
clusion cn how assistance will zrcou

U.S. private trzde and jinvestrant &
and sncourece private U.S. zirtici:z
in foraign assistance gpregrams (inclu
use of privete trade chernals arnd the
services of U.S. private enterprise

T2A Sec. 612¢ b), Sac 636!h Describe
steps taken to assure that, to Lne

maximum extent possible, tha cauntry is
contributing local currsncies to mest

the cost of contractual zrd o%har ssrvices,
and foreign currencies owned by the Unit
States are utilized to meet tke cost of
contractual and other services.

FoA Sec. 612(d), foes the United States

own excess foreign currency énd, if so,
what arrangements have been noHe Tor its
release? .,

FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1.

Nonproiect Criteria for Sscurity
Sugﬂoru.qg Assistance

a, FAMA Sec. 531. How will this assistance
susport oresote ecow0uic or political
stab11i’j7 Is the country amang the 12
ccuntries in which Supzcrting As d

may be provided in this fiscal y

hongy

"
Assis

oizct Criteria for Tzvalocment
tince

whnich activity wiil (l; ei

F84 Sec, 102(c); Sac. 111; Sec. 2
nt to i
1y irvo1ve the ;oor in davelo:
A

-
L.

cr Mo
> o

te
Ve
o

1
eX

aﬂ_?rbar\.

flpn g
Tent

103,71 G3A, 124,155, 1 Co,
tance teing made avaiizbie:
applicasle paragranh --
tC. == waich ceryesocrds
.o scurcaes of funds used. If m2ra =nzn
cne fund source is used Tor 2ssistznce,
incluage reievant paragrapnh far czch fund

source.]

All commodities financed by the assistance
will be provided by U.S. private enter-
prise,

The Loan Agreement will so provide.

Syria is not an excess currency country.

(a) The assistance will support the
economic stability by financing the
foreign exchange costs of imported com-
modities necessary to the Syrian economy.
Syria is among the twelve SA countries.

N/A.
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r8-e8) DEPARTMENT OF STATE

AGENCY FOR
INTERNATICNAL DEVELOJPMENT

PROGRAM ASSISTANCE
APPROVYAL DCCUMENT

PAAD

1. 2a49 NO.

MT_79-1
2. TOUNTRY
Svria
1. CATESQRY
Commodity Financing Standards Procedures
4. SATE

3. T2

.odert H. Nootsr. —— --
_deputv. Administrator—.

3. 9v3 CHANGE NO,

I 3. 9Y3 INCRZASE

Toser \A,A,Z/(>J/
Josgpn C. .vne?.ler TO BE TAKEN FROM:
Assistant Acdministrator
Sursay Sor MNear East
3. ASFAD /AL AESUESTED FOA SOMMITMENT OF: 19, APPAOPRIATION ~ ALLOTMENT
©$20,000,700 ESF
11 TYRZ TUNCING l 12, @JCAaL CURREINCY ARRANGEMENT 113. ZSTIMATED DELIVEAY PERIQO [ 14, TAANSACTION ZLIGIBILITY
DATE
Toloany TUs2anT TTinFCAMAL T FORMAL T NCNE 106/01/73-06/01/81 EAAD Authorization Tate,
18, COMMOICITIES FINANCEID
Heavy duty off hignway machinery and equipment and sparss, eguirment training aids for
Zamascus University, medical eguipment and other eligible import items as specified
in Imglemantaticn Letters.
16, PERNMITTEIZ 520URCE 17. ESTIMATED SOURCE
11,5, =n'v: 520,000,000 U.s.: 329,000,000
Limites F.4.: E Incustriaiized Countries:
Sree Norig: Local:
Cash: Cther:
18, SUMMARY TESCRIPTION
This lcar is part cf a continuing U.S, assistance cgrogram to Svria o encourace Surcher
develorment of U,5.-3yria bilateral relations. U.S. particizecion in Svrian acorcaic
develormart is zone of the more effective ways to achiaving imrroved relacicrs and —on-
tribuiing to a gpeaceful settlement in the Miidle East.
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Unitad States Dollars interest at the rate of two percent (2%) per
annum during the grace period and three percent (3%) thereafter on

the outstanding undisbursed balance of the Loan and on due and un-
daid interest.

2. Other Tarms and Conditions

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

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



1. BACXGROUND

1.1 Political and Zconomic Considerations

The U.S. is providing assistance to the Syrian Arab Republic
(SARG) 1in order to encourage the Iurther development of U.S.~-Syrian
bilateral relations and to assist Syria's =concmic and social develop-
ment. A detailed econcmic backgrouné of Svria is contained in annex 1.

1.2 U.S. willincness to participate in Svrian devzlocrment is orne
o the most effectiva ways of achieving improved relations while also
assisting in the nation's economic growth. In a broader context, the
U.S. objective in the Hiddle East is to help Syria and other nations in
that area Zollcw a peaceful course in working out their differences.

1.3 The Syrians are searching for ways to accelerate the pace of
econcmic development in order to meet the expectations of their people.
Wnile some 2rogress has been made in recent vears, Syria's needs for
social and econcmic develorcment are extensive. Financing Svria's
develozment requirements is bevond the capacity of Syria itself or any
one fcreign doncr. The Syrians are interested in U.S. participation in
develorment projects. The Syrian Government is also prepared to> open
the door to the private sector. U.S. assistance also helped to resstaklish
U.S.-Syrian commercial contacts which were severed during the break in
dipolomatic relations (1367-1974).

1.4 U.S. Assistance Prcgram, FY 75-73

The purzose of the A.I.D. program in Syria is to assist 3vria

in pursuing its econcmic dewvelopment program ané to help in improving
U.S.-Syria r=lations and the cause of peace in the Middle Zast. In 7Y
1975, the A.I.D. preogram totalled $83 milliion, censisting of a $48
million loan for the imrrovement and exzansion of the Damascus watar
supply system; a £30 million commodity import loan for agricultural and
construction eguicment; a $4 million grant to finance tachnizal services
and feagibility studies; and a $1 millicn grant to fund technizal training
in the U.S. Zcr Swvrian Govarament offizials.

1.5 The FY 1976 and Transizicn Quartsy zrogram totalled $35 million
censisting of: a locan for the construction of the CTamascus- Tera'a Hizhway
(345.9 million); a second lecan fcr the furthar improvensent of the Danassus
water suprly svstam (314.5 million); 2 loan Zor contract services and
cemmeditizs Zor a Tughrztas Zasin Irrigatica Maintsnanca Sroject (317.5

a € of 81.25 million %o finance 4raining in the U.3, Zor
: e, )
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1,6 ZZ A.I.D.'s $20 million ?Y 1977 Loan/Grant program for Syria, a

240 million loan was autherized to help finance Syria's commodity import

cgram. Lcan proceseds are being used to procure machinery and equipment
necassary o suprort agricultural land davelopment, crop production, pro-
essing and marketing, and other sectors of the economy related to overall
food production. The kalance of the FY 77 program consisted of a loan for
Rural Elsctrification $34.7 million); a grant of $3.5 million to finance
further technical services and feasibility studies, including agriculture
and transccrit sector assessments; a grant of $0.983 million to fund training
in the U.S. for additicnal SARG officials; a grant of $0.432 million for
English language training; a $0.335 millicn crant for health services; and
a 325,000 disaster relief grant to help ccmbat the cholera epidemic in
Septemter 18977.

1.7 1In Fiscal Year 1978 a Develorment Imports Loan in the amount of
$20 million was authorized and signed in Rugust of 1978. Nine million of
this loan nhas a maturity of thirty years and the remaining $11 million has
one of forty wvears. 2 project lcan of 360 for the design znd construction
of a majicr coastal highway was the other FY 73 loan obligation. The

a

remzirder c¢? thz $90 million earmarksd Zor the Syrizan Ar apublic con-
sist2d o7 ¢rants. One of $2 millicn was for additicnal technical serrices
and feasibili*y studies. Cthers wsrs for ccntirvation of on-going projects
for English Lanﬁuace Training ($360,200C); General Particigant Treining
($820,020) ne 1-h Services ($319,390). Tw0o nawWw crants
ware signe 3 r 2 Tzchnical Health Instituts nrolect
and one Io S Land Classification prolisct.

1.3 ntly elannsd £ includz, aleng with
this zrez , loans Zor zrovincizl water
supplies nd aporomximately $15.8 willion in
grants, n-going rejsccs in Inglish
Lanzuasg2 airirg andé the Tzchniczzl Hzalth
Instituta, cricultural =zZducation and Ras=2arch,
a Rzmcit2 Sz addizional frant for Tsachnical
Services

impcrt tyre lzcars to
3y \rouzh Jcioher 1978,
zzn 15 22 =azh a3z a2
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Loan Numbeoer
ate Signed)

SUMMARY - UTILTZATION OF PREVIOUS CIP TYPE LOANS

UNDTSBURSED BALANCE

27G=Jd-007
(02/25/71%)

270-1-013
(DU-29-771,)

276-K~01 "
(0B/29777)

Do-k-ulr
(o8/21,.03) 3/
TOTAL

Value of

1./Com's Dis- Unligui- Uncom-
Amount Issued bursed dated nmitted Total
30 30 29.90 .09 0 .09
15 14.95 2.02 12.93Y/ .04 12.97

2/

40 18.32 0 18.32 21.67~ 40
20 0 0 0 20 20
1OY ©3.27 31.92 31.34 41.71 73.06

1/ Shipuents underway -
2/ 18ty with estimated

9-11-78 and
bec/adan

_3_/ Not yel ratiticd by SARG.

12--18-78.

expected to be drawn down by March 1979.
value of $15.35 million were issued with BOD's between

L/Com's are expected to be issued for most by

SOURCE:  SER/COM/AID/W 12-11-78



'1]

LOAN SUSTIFICATICH

2.1 The Provoszd Commodity Import Lean

Develorment in Syria relies on the import
such as machinery, equipment and the associated mec
all of which are awvailable Ircm the Unitaed States.
$20.0 million will Zinance develorment imports incl
machinery, and spares wnich the Syrians need to gro
Statas %o i their development crogram
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Syrian Arzb Republic:

Balzance of Payments Sumzary

{(In milliorns of G.S. dollars)

74 1976

/

1977/

R

Gocds and services
Trade Halaace
Ixzeres (£.0.9.)
zporzs (c.i.f.)
iza2s Salance
ceints
voenis

=294 =621 -1.2 -1,411
-3 -618 -1,2 -1,548
(733) (943) (1,0 )7/ (L,077)
(-1,122) (-1,381) (-2,270)="(-2,525)

137
(3€5)
(-243)
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which has grown 3Jreatly over the vears as the pace of develogment in-
crsased the need for impor:s at the same time the growth exports,

orimarily crude oil, cotton and phoschates and has slowed due %o changes in
the worlé market. Through 19753 however, Svria's overall balance of pay-
ments and its reserve position apreared favorable because of receipts

for services and transfer payments from the Arab oil producing corncries
and Syrians working abroad.

2.5 Syria has consistently experierced a balance of trade deficit

2.6 1In 1978, two events occurred which revezled the fundamental
weakness of Svria's balancz of payments position. First, Syria's oil
transit agreemant with Irag terminated and was not renewed dus to a lack

of agra=ment on transit payments from Irag and “he prics Syria wculd pay
to Irag for crude cil. This deprived Svria of a source of receipts for
aerv1: s and the preferentially priced crude c¢il which it needed to blend
£s own heavy, high sulfur crude to vermit the distillation of gaso-
nd other light distillages. t 1s still too early to tell whether
the volitzical raconciliation between Svria and Irag in Cctober 1378 will
to a new oil agreement ketween the two countries or what its =concnic
impac% would ke 1f such an agrsement ware concluded., Additicnally, Syria
tecama involvad in Lebancn whizh might nhave zaused a large outflow of

foreizn =2xchange, and at the sare time mav hava keen respensible for a
decline in transfsr pavmen®ts %o Syria Zrom ths Arab oil zproducing statzs.
Alzo, the flignt of Syrian workers Zrom Lebzanon had an impact cn receigts
outside official channels as well as on private =Zransfsrs throuch official
channels
2.7 rfaced with a deterxiorating balance of paymeants situaticn, the
SARG imrosed ssverz impor: restrictions in earlv 1977. These restrictions
consistad of limiting issuzance of Lekters of Cradit tc zublic sactor
oruanlzat ons and not selling goveramant owna2d Zfcoraign exchange to frivate
: The Syrian Sovernmart relies con such restrictions
i cYy dawvaluation =0 3disccurages imports. It
the dsmand I2r imcer+s throuzsh fiscal means,
fiscal %tools 573;1 12 ko it for thils zurross
2 ccmpansaz2 Isr = current acccunts Zfeficitc
Gh rzising inter-mst rzzas cr kond salas. This
means by which the 33RS tries to balance accounts
iscal management stem from gpolitical censktraints,
ntrzlly nmanzged aconcny and administra-zive
&, zautions and tradicicrn tound bursaucracy.




2.3 B8y the last quarter of 1977, impor: restricting measures had
taken effect with the monthly average value of imports falling from SP 924
million (3237 million) for the first 9 months of the year to SP 365 million
($94 million) for the tenth and eleventh month. Exports fell sligh%ly in
1977 due to a decrease in crude o0il production. This produced an overall
deficit of the balance of trade 2f SP 5,500 million ($1,410 million). The
full impact of the termination of the Iraqg transit agreement was f=2lt in
1977 with such receipts falling to zero and representing a loss of SP 12C
million ($31 million) as compared to 1976 and of S? 320 million ($100
million) as compared to 1975. Transfer cayments improvad somewhat pra-
sumably reflecting the trend toward reace in Lebancon. The private part
of these transfer payments increased a little, coming from Syrian workers,
some of whom returnad to Lebanon tut most of whom passed througn Syria to
the oil producing states. Public transfers from the oil producing states
increased by SP 1 billion ($256 million). Capital £flows were down somewhat
because the temporary inflow of private capital due to the Lebanon situation
reversed itself and slow project implementation affacted public flows
negatively with disbursements of oublic capital estimated at SP 1,400
millien ($359 million) and repayments of public capital estimated at SP 6J0
million (3154 million).

2.9 The Mission report includes an estimate of receipts outside
official channels for 1277. This figure is not available Zor other years.
These recsipts are believed to be the remittances of Syrian workers abroad,.
Since the SARG has liberalized its contrel of these remittances and private
sector imports, the remittances provide a source of foreign exchange for
private sector imperts, the remittances provide a source of foreign exchange
for private sector imports. The Mission estimate of this flow is SP 1,450
million ($372 million). If it is taken into account it reduces Syria's
net deficit from SP 2,270 millicn ($582 million) to S2 £20 million ($210
million).

2.10 Not even partial data are yet availadble Zor 1278, and it is
Gifficul% to zredict what will hapven in 1979. The natura of Syria's
maicr exporis, crude oil, cotton and cthesgha<=2s, do not lend themselves
to rarpid 2xpansion andé arz vulnsrable <o world marks:t condizicns. Since
Syria is planning to increase refining capacity to permit it *o use more
of its crude production for d&cmestic purposes lz2aving less crude available
for sxroxrt, we beliesve sxzZorts will continue to show small declines over
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severe restrictions would seriously limit the overall growth of the economy
ard mors imgortantly have a direct negative impact on the implementaticn of
Syria's econcmic development plans. The restrictions fall most heavily on
public sector enterpris's which are largely involved in implementing ‘
develccment proiects. .he private sector, as noted above, has an alternative

source of foreign =xchange.

2.12 Assuming all other elements of the balance cf payments remain
es=ent*al v unchangad, including official transfer payments, with =xports
declining slightly and imports begirning to rise, Syria's balance of pay-
ments position will show an imprcvement in 1978 as a result of the re-
strictions imposad in 1977. However, the improveasnt will be at the expense
of growth ard development since it will ke achieved l:rgely by cutting
development imports. We exrect the pressure for develorment on the SARG

to result in a loosening of restricticns, producing an increase in the

trade deficit in 1979, and on talance, we conclude that Syria will require
additicrnal foreign exchange in 1979 and 1980, whan this lcan will be dis-
pursed, to firancs develorment imports. The prorosed AID lecan of $20

million will rermit Sy~ia to increase its imports for devslorment.

2.13 Svria's .:zserves declined in 1976 to an zmcunt egual tc akout 2k
months o imports or about $471 million., In 1977, the chanmse in net asssts
due to the balance of pavments deficit was actuallv a chanse in gross
liability rather than a decline in gross assets. Syria Is bborrewing to
cover its deficit. The SARG's Ministry of Finance records of ex:ernal »nublic
debt, excluding debt cf less than one year maturitv and debt relatad to
national security, shcw a rapié increase ketween 1370 and 1 rem 5258
million to $453 million. Debt repayments incrsased from 33 1
1970 to $133 million in 1976. Fepayments are kelieved tg hav
$250 million in 1977 and are exnected tc remain at that lev:sl

dabts alrszdy incurrad., 3ince Syria's balznce of tzvmenzs deficiz wi
continue 0o sreow, additional debts will e incurrzd L7 the Zeficit is not
coversed by transfars frcm the o0il rreducing stataes. Given Syria's sharp
increasse in extsrnal debt arnd 3ID's intsrest in suzoortirg Syria's
development efforz, the prorosed loan should e made a2t concessional or
nsar concessional terms. Finally, civen the gensrally Zavorable long tzarm
nroscects Zor ths Svrian ecorcmy we conclude that tha repayment Drosgects

on these terms are rsasonable



2.14 Cther Donor Assistance

In recent vears, Syria received considerable financial assistance
from international donors, principally from the Arab oil exporting nations.
The composition of the donors changed substantially between 13968 and 1975.
In the first phase (1968-1970) East European governments and the U.S.S.R.
in particular, were the main donors, providing 70-90 percent of Syria's
external concessional financing, or a total of about $200 million excluding
military lcarns. During the second zhase (1971-1973) the Socialist Bloc
share declined to between 50 and 70 percent with an increased contribution
from international organizations, DAC geovernments, and Arab cil courntries.
In the tnird chase (1974 onward) socialist bloc loans declined further in
percentage tarms, and there has been a sicnificant increase from the Arab
oil-producing countries, beginning with commitments made at the 1973 Rabat
Conference, estimated to be about $500 million in grants, of which Saudi
Arabia, Kuwait and Abu Dhabi provided the largest part. Puklic transfers,
such as a budget support, have consasquently increased dramatically. In
1970-73 they averaged about $35 million rer vear, while in 1974-77 they
have averaged akout $500 million per vear. At present, the U.S. provides
about ten zercent of the assistance prowvided Syria.

2.13 The risks of relving so he=avilv on foresign transfers to
finance develcrment expenditurss became strikingly evident in 1276, whan
sucn transfers fell to akout $22% million. The inflexircility of develop-
ment expenditurss caused Syria to draw down reserves by some $4CC million
and to incur substantial short~term debt. Transfers during 1977, were used
to repav this debt, leaving reserves at a lcw, but accertakle level.

om bilateral sources and international orgarnizatiocns,
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3. LCAN ADMINISTRATION AND IMPLEMZINTATION

3.1 Svrian Zcvernment Import Zrocadureas
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1. The Foreign Trade Organization for Machinerv and Equirment
(Aftemachine) is the exclusive importer of automobiles,
ambulances, buses (both inter- and intracity), microbuses,
vans and tires. Aftomachine also imports all kinds of
construction equipment. o

2. The Agricultural Machinerv Distribution Ccmpany (A.M.D.C.)
is the exclusive importer of agricultural tractors and
implements, narvesters, combines, and other agricultural
machinerv and equipment. Other eguipment used in agri-
culture, such as front-end loaders and traxcavators, etc.,
can ke imported by A.M.D.C. as well as the private sector
with the license being issued by A.M.D.C. which receives a
commission payment.

3. The Ministry of Higher Zducation has already been the
importer of AID financed commodities for on2 of the hos-
pitals under its administration. Additional medical equip-
ment is expected to ke gurchased, and the reguested procurement
for equirment Zor Damascus University and the Marine Biology
Laboratory will ke handled by the Ministry,

4. The Ministry of Hesalth will »nurchase a preiakbricated warehouse.
5. The Svrian Arab Irrigation Construction Company (SARICC)

which oprerates under the inistry of Public Works was desig-
nated by the Prime Minister as an importer of equirment used
in their construction contracts, ané received an allocaticn

cf loan farnds ky the Stats Planning Commission.
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3.4 The loan funds are expected to be utilized by the SARG for public
sector imports only. Private sector imports consist gererally of small
wvalue transactions, and it is doubtful that any meaningful utilization of
the loan by the private sector will occur. Except as otherwise stated above,
the SARG does not encourage procurement by the private sector at present,
since foreign trade is still considered a public sector monopoly. However,
some liberalization of this rosition may occur in the future. In fact,
Aftomachine now plans to maka private agents/dealers responsikle for maintenance
of equipment. It is not practicable to push the issue 0f increased private
sector participation with tihe SARG at present, cther than making rrivate
secter ;r:o**s eligible for AID financing. Ffor some commodities imported fer
distribution to the private sector, such as farm tractors and implements,
pick up trucna, etc., the Mission will try to persuade the SARG to maks scme
loan funds available to local distributors of Rmerican manufacturers for
financing of the equipment thev can sell. This financing method would
assure utilization of the AID financed impcrts, and the distributors would
be made responsible for their maintenance and repair.

3.5 AID Commoditv Impor* Procedures

This loan will operate with an eypandad commodity eligibility
listing. 1Items eligible for financing will include those items normally
eligible Zor aID financing, as defined in AILD's Commodity Eligibility Listing,
in the follcwing categories: Rcad kuilding and heavy construction equip-
ment, transport eguipment, agricultural equipment, industrial machinery
required to process agricultural products and medical and educational equip-
ment and supplies. In addition, a broad range of other industrial machincry
needed for Syria's eccromy will be eligible. The list of 2ligible itzms is

rovided as an attachment to the Commodity Procurement Instructions which is
awsmlt*ed to the Borrower with the first Implementaticn Letter. SARG's
cisions regarding the types of equipment it will impcrt will te reviawad
in zerms of this list cf 2ligible itams.

(a3

3.6 AID's s:zandard ccrmmodity financing grocedurss as s2t forth in
AID PRegulation 1, shall arcly to all transactions urdar this lcan. Procure-
mernt of commedities and commcdity-related services will te restricted to
U.5. source and origin as defined in A.I.D. Regulation 1.

3.7 The Loan Ac¢rzemant will contain : cwisic initing to $1 million
<he amcurt ¢f commcditias or commodity re : ia zomszructing
exzanding, eguigcing Terin in ralated
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3.8 As the loan funds are expected to be mostly utilized by the public

sector, formal competitive bidding procedures in accordance with Section
201.22 of AID Regulation 1 will apply. USAID will recommend waiver of these
procedures in favor of negotiated procurement only when procurement of a
propriectary item is involved, when procurement on an emergency basis is
necessary or in special situatiens when it would be impractical or inconsistent
with the curpose of the loan to require formal procurement procedures.
Assistance of an AID Supply Management Advisor has been available to the

vrian Government since the inception of AID's procurement loan in FY 1975,
and the USAID Mission will continue to provide this service durin g the
implementation cf this new loan. The USAID Sugplv Management Adviser and
nis Syrian staff will help the buving organization detarmine requirements,
establish specifiications, develop IFBs, ccrmmunicats with potential U.S.
supvlier, make and use checks, and generally assure that prccurement is
conduc+ted in accordance with AID procedures, standards and gractices., The
servicas of the Regional Legal Advisor in Damascus are also available.
Shor=z-tarm contract sexrvicss can also be arranged for reviewing the nesd for
and establishinc specifications of specialtyv items, as has keen done in the
past. The State Planning Commission has now besn thcroughly briefed on
rezorting reguirements for arrival, customs clsarance ard utilization of
odi

AID firanced ccm CEA

rr(f:!()

ies. They nave acceptad all of USAID's recommendations
on this subject and have passed them on to the designated importers with
their instruction that these reports be maintained in progper form and made
available %o USAID on a twice vearlv basis.

3.9 Implementation Procedures

Experiance with the FY 1975 Agricultural Inputs and Production

Lean (276-J-007) has shown that there are sevzral obstacles tc the smeccth
operation of a commodity import program. OCne 2roblem is the nead Zor the
various impcr:cers to have all their implementation decisicns azprovsd by
higher lewsls of fhe ZARG fureaucracy. For emxampls, Aftcmachine very cro-
fessicnally exscutsd the Iollcwing imzorting grocedures issuai the tendar;
admiristarad th=2 ctening of ths bids; estarlisned Lwe commiztees to 2valuate
the oIlfers Zrcm & technical zeint of view; ccmzlised wizh frocedural zendsr
provisicns; and made the Zinal awards. However, all these acticns had to
receive apprcval from a higher govarnment authority. The signed contract
awards ul=zimatzly had 4o he szancticrned v -he 3ugrame Tcoonomiz Council.
Thiz azoro will : zoblam Zzr Xmerican sugpliars
secause oI calive S r o=
Crediz Izr *lanning

oSy Imzl ire z=C
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with AID procedures and the lengthy SARG approval process will hopefully
be raduced. While it is not certain which SARG entities will handle the
implementation of the proposed loan, the heavy equipment (trucks, etc.)
will probakly be nandled by Aftomachine; and the educatirnal egquipment
for the University faculties more than likely by the Ministry of Higher
Education.

3.10 Those SARG agencies familiar with AID procedures, such as Afto-
machine, work more rapidly. Crganizations, such as the Ministry of Education,
wnich have not used AID commodity import lcan funds kefore will require more
time and the assistance cf AID's supply advisor and his staff.

3.11 It appears more than likely, based on the extent of recuests for
AID financing of imrorts received by the State Planning Commission, that a
considerable number of new import orcanizations will get allocations of the
new program loan funds. This will undoubtedly cause new delays in imple-
mentation until these entities, which are unfamiliar with AID rules and regu-
lations, get themselves organizad to effect rapid loan diskursement. A
disbursement pvericd of two years from the date conditions precedent are met
nust, thereiore, be anticipated.

3.12 ©Disbursements

: In Syria there is a Central Bank and a Commercial Bank (with
numerous branches), both government-owned. The Letter of Cradit system
is the most common method of financing imports, and thare arpears to be no
problem in dispursing lcan funds tnrough use of AID's regular Letter of
Commitment crocedure., For the FY 1975 loan, the Commercial Bank was
designated as the Approved 2Applicant. The same was done for the 1976 lcan,
but it turned cut that one importe the Ministry of Hicher Education,

-
-7

could cnly cren Letters of Credit through the Central Bank. The arproved

apclicant Zor <he 1977 and 1973 loans, tnerafore, was changed to the

Ministyy ¢f State for Planning 2ffairs with all Government owned Syrian

banks keing authorized to open L/Cs. This lcan will follcw the same zpro-
X shizments and awards for mcre than $100,000 to a single

1 te financed through Direct Letters of Commiitmert to

aving both time and money.



4. OTHER CONSIDZRATIONS

4.1 Impact on U.S. Balance of Pavments

The long-term impact on U.S. Balance of Payments will be favorable
because the proceeds of this loan will be spert on U.S. goods and services.
This locan will help U.S. supplier/exporters to continue to reestablish old
trade relaticnships and create new ones for all the commodities financed
undar this loan and will greatly enhance the axpansicn of the U.S. export
market in Syria. Furthermore, future follow-up orders for machinery and
spare parts will rasult in additional U.S. exports on a commercial basis,
In 1974, it is estimatad that the U.S. exported slightly less than $40
million in goods and services to Syria. This *trade figure increased
dramatically in 1976 to $275 million (including $105 million for the sale
of Boeing aircrafi). The U.S. Department of Commerce reports that in 1977
this was $133.6 million and through Cctoker 1978, $103 million.

d.2 Use of U.S. Government Ixcess Property

Although some cf these public sector agencias commodities may ke

for reszle to Zfarmers or for use bv ths various zublic construction
companiss, it is not anticipated that significant amounts of local currency
will be generated. TFor that resason and tha unnecessary complications which

would arise if a system cf Zormal or informal AID involvement 'in the use of
local currency proceeds were developed, it has been determined that a local
currency control mechanism is inappropriate for this crogram.

5. RECOMMENCATIONS

5.1 It is recommended that a $20.0 million loan to the Syrian Arab
mepuklic ze auvthorized to ifinance imports of selected machinsrv, equipment
and cther commcdities subject tc the following tarms:

1. tatas dollars in e mors +than Ioriv (40)
disburssament, including a grace period
(10) vears at 2n intarest rate of two

“ e
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The terminal date for disbursement shall be twenty-four
(24) months following satisfaction of Conditions Precedent.
The SARG will be allowed 120 days to meet the Conditions
Precedent.

USAID will not attempt to exercise commingling control over
CIP commodities for commercial resale or other transfer to
Syrian public or private entities. USAID will, however,
exercise control to assure that Socialist Bloc projects or
companies will not be designated by the SARG as the importer
of lcan financed commodities. It is anticipated :hat some
loan-financed commcdities or egquipment would be added

to the inventory of Syrian public sector companies and,
therefore, could be used in suprort of numerous activities
some of which would qualify as block projects.

Such other terms and corditions as AID may deem advisable,
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SYRIA: ECONCMIC BACXGROUND

General

The Syrian Arab Republic covers an area of 71,000 square miles (185,000
square kilometers). About four-fifths of this area is mountainous, semi-
arid or desert. The population totals 8.1 million and is about half rural
and half urcan. More than 50 percent of the population derives its income
directly or indirectly from agriculture. Per capita income is estimated
at about $800 at current prices.

FPublic Secter Role

The Syrian ecoromy is dominated by the public sector. Until the mid-sixties,
Syria had a largely laissez-falre economy, the principal elements of which
were commerce and large-scale agriculcture. 1In 1963, Zollowing a change in
leadersniz, a program of land refcrm was initiatad and abcut one-guarter of
Syria's cultivated land

exgropriated and redistributed among state farms, cooperatives, and private
farmers. Syria's commitment to a tubliclv-owned agricultural sector has
waned, howevsr, and at present less than 2 percent of the cultivated land
is owned bv the State. Public cwnership in agriculture, nevertheless, re-
mains important. Most_ poultry production and similar "agribusiness" enter-
prises are state-owned.

In the 1950's and mid-1960's, there were wideszpr=ad naticnalizations of

medium- and large-scale industries, including oil and textiles, and the

private sector was saverely limited in its range of activities. While

oublic ownership ramains the rule for indusirv (and all large industries are

cublicly owned), the private sector still accounts for aproximately one-

nalf of the total ZMP. The grivate sector nas nmade its graatest contrirution
2 str r

the 3Syrian eccncmy in con uction and services.

ot
O

7]

Acriculture
total land area, are

About 6 miliion nhectares, or akout 32 percent of the
t, only azout 2.7 million hectares are
A

cultivable in Syxia. 9Of this amcunt,

uncer cultivation at any given time with the remainder fallow. Less than
one-~zenth of the +tcotal cultivable land is irrigatzad. 2ecause ¢ irregular
....... 1 the limis irrizeticna, agriculturzl zroducticon is sublest o
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1he agricultural sector contributed 18 percent of Syria's GNP in 1977.

Mining and manufacturing yielded about 22 percent, while services (including
public administration) produced 51% and construction 9%. The relative
importance of Syrian agriculture has been declining in recent years due to

a relatively successful economic diversification program. Agriculture, none-
theless, retains a predominant importance in the Syrian economv because it

is the livelihood of a majority of the populatiecn and because it accounts

for about one-third of total export earnings.

Prospects for growth in Syria's agricultural cutput are good if the Euphrates
River Basin development procram is ccmpleted. This program is a massive’
undertaking involving the construction of a large dam acrnss the Euphrates
River at Thawra. Design and implementation zrchblems hiave been encountered.
The eventual addition, over the next 20-25 vears, of 640,000 hectares of
irrigatad land is planned. If this occurs, the total of Syria's present
irrigated land area will double, reducing the importance of weather conditions
on agricultural cutgut. This undertaking, coupled with 3vria's efforts to
increase crop yields through new techniques, should make a substantial con-
tribution to Syria's economic development.

Petrolaum

While Syria is not an oil rich ccuntry, revenue from crude production and
refining and from transit charges on oil flowing to East Mediterranean por:s
from Irag and Saudi Arabia reached about 3750 million, or about 30 percent

of foreign exchange earnings, in 1975, The transit charge revenues are highly
variable, nhowever, and, in the case of Iraz, subjact tc racurring political

?

disagreements. Iragi shipments havs keen suspended since March 1976, with

a resultant loss of $100 million in arnual revenuss. DZcmestic production of
cruda began in 13€8 wicth 1 million mezric tons, rose %o 10 million metric

, and ceclined %o 9.1 million tens in 1977. Prospect

crude zroductien at about this leval zhrcugh 1280 seem zcod. =
ceclining, however, and it is difZicult £ judge the likslihcod o

the cecline thrcougn new Iinds. Thsarse ars zctive enploration crocrams keing

carriad out in Svria, notabklv by aAmerican firms.

rRefinerv revenues nave keen reduced scme $300 willicn rer vear tecause of the
comzlete stofrage of Iraci crude. Syxia 2as had oo import crude from ihe
Tnited Arab Zmirates and 3audi 2rabia tc keser the rafineries crerating,

This crude must ks nurchased 2% market, while the Irasi cruds was ized at
$3.23 par kzarrsl,
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UTILIZATICN CF PREVICUS COMMODITY IMPORT TYDPE LOANS

There have been four rrevious commodity import type loans to Syria. A $30
million FY 1975 loan - The Agricultural Inputs and Production I Loan,

No. 276-J-007; a $15 million FY 1976 Transitional Guarter Loan - The Basic
Inputs and Prcduction Loan, No. 276-X-013; a $40 million FY 1977 Loan -
Agricultural Machinery and Production Inputs II, No. 276-K-015; and a

FY 1978 Development Imports I Loan, No. 276-K-017, in the amount of $20
million.

1. Agricultural Inputs and Production Loan, No. 276-J-207

The SARG oricinally allocated $30.0 million to the Agricultural Machinery
Distribution Company (A.M.D.C.). Invitation-for-Bids (IFB) No. 1 through 3,
if all items had been contracted for, would have committed all the funds for
the iteams specified in these tenders. However, A.M.D.C. decided to purchase
only plows, planters, fertilizer srreaders, land planss, tractors and trax-
cavators valued at $2,070,300 under IFB No. 3. Letters of Credit for the
total amount were issued in the second half of CY 1976 and cefore the end of
the vear the first three shipments arrived in Syria. All of these cormodities
clearsd customs prior to April 20, 1977 and have entered the Syrian economy.

Subsagquent to the cancellation of the proccsed grocursment under IFB's
1 and 2 and scme items of IFB 3, the SARG decided to make the remainder of
the loan funds available for the purchase of heavv construction eguirment.
The public sectcr Foreign Trade Crganization for Machiner ané Eguipment
(Aftomachine) was designated as the eligible importer. Aftcmachine issued
ITB No. 4 in July 1976 and signed contracts for 2 total of cver $26

million (on a CIF basis) Zor equipﬂent and spare parts with five U.S.
suppliers. The equipment included loaders, ctcrs, graders, and mobile
work shers for use &y tublic sector ccnstructlon comtanies worxing on
maior irrigztion facilities

v
o3

bcraarv 1277,
o t e end of Cctobe
tv of srpars parts which were snizr
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financed eguipment. They are considersd very useful additions to their
equipment pool. Six self-propelled workshops also arrived prior to

June 30, 1978, and are now in operation. After the arrival of all ordered
comrnodities a balance of less than $100,000 remains in one L/Com and will
be used for the purchase of additional spare parts. The locan is now almost
entirely disbursed.

2. Basic Inputs and Production Loan, No. 276-K-013

A FY 1276 loan of $15 million was signed on September 30, 1976. The
Conditions Precedent to Disbursement 3£ loan funds were met by the SARG in
January 1977. The funds were made available to finance imports from the
United States cf the same type of commodities as wers authorized in the
earlier loan. The State Planning Commission received reguests for utiliza-
tion of funds from a number of ministries and state impor%t ccmranies and
organizations far in excess of the available dollar amount. USAID receiwved
a formal request to use this loan to purchase tires and equipment for a
cardiovascular surgical center, and IFBs were issued. Bids Zor the tires
and *“ubes were opened in mid-July 1977. $6.5 million worth of offars for
tires wers received which met the bid srecifications, but the majority of
the bids were rejected kecause of high orices, and onlv $1.2 million worth
of tires were purchasad. L/Cs were opened in late December 1977 and shipment

of thess tires and tubes was completed in June 1978. Another Letter of
Credit financed by this loan was opened in January 1978 covering the equip-
ment for the cardiovascular surgical center. The commodities arrived in

Syria in August 1978.

rfor the remainder of loan funds, IFB 013-2 was issued on Marczh 13

!

1973, and bids wers openad on Mavy 4, 1373, for comrpactors, containers of
diffarznt sizes, mechanical sweegers, 1andfill ceomrac-ors and steam cleaners
for use in sanitaticn. 7To szeed ud the crocurement of ti2 eguirment undey
this IFB, in which the 3ARG had a gr=at interest, zcth AlD/W and the SARG
agreed to use dirsct L/Coms to U.3. suprlisrs rather than using L,/Cs through
zanks.

The nd a
ze shizcs ol
snculi o3 2l o
2 322,82 cr 2r scme
20lluzion zed kv the end zI thz caleniar rzar.
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3. Agricultural Machinery ard Production Input Loan II, No. 276-K-015

This loan of $40 million was signed September 20, 1977, and the
Conditions Precedent to Disbursement of loan funds were met early in
January 1978. The State Planning Commission received requests exceeding
half a billion dollars for funding of equipment from the U.S. for various
ministries, public sector construction companies, Damascus University, and
many more public sector entities. After a screening of these requests by
a number of committees in January 1978, the Prime Minister's office decided
what commodities would be purchased with the loan funds. IFB 015-1 for
30 rear dump trucks was announced on May 9th, with a bid closing date of
June 22. A Direct Letter of Commitment in the amount of $4,512,497.77 was
established in favor of Euclid Inc. This past August a competition was
neld for the procurement of crawler tractors and a Direct Letter of Commit-
ment to Caterpillar Overseas was established for $8,042,707.52. A
September tender covered 30 rough terrain cranes, and an award was reccmmended
by the procurement committee to Grove in the amount of $2,869,350.

There were two tenders in Octcber, ons for wheel loaders with expected
awards of $6,254,385. The second tender is for the suprly of excavators,
expected to amount to $1,573,493. Aftomachine is the imgorter fcr all
commodlties purchased as a result of these tenders.

In addition to these formal terders, AID approved s proprietaryv pro-
curement waiver fcr the supply of thirty five Caterrillar hulldozers and
spare parts, and a contract for $4,213,225 was signed on Octoker 23, 1978.

Cne award in the amount of $627,5560 under the garbage collection
equipment tender is also financed from this loan.

Two additional tenders for motorgraders will te anrounced in the near
future, and several negotiated rrocurzsment actions are alrsady anncunced or
in the final stages of preraration., They inc

- *

-
as

de ezuipment for air zollution

{

u
monitoring, a marine biolcogy lab, zan uninterruzted gower supplv for Samascus
airport, and 2 crafabricated warehcuse. The rsmainder of the funds urnder
this lcan will most likely e used for eguirmsnt for six faculties of
Damascus Universitv. A team of four U.S. exterts 1s expected to arrive in
Syria befocrs the end of ‘Yovember 1375 zo pragars the list of needed instru-
ments and method of procurement arfter

ecuiziiont and to determire the
identification of the specifications.


http:8,042,707.52
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It is not clear whether the previously expected financing of canal
trimmirg and lining equipment will be AID funded. The equipment to be
purchased will be mainly employed in a section of the Euphrates Basin for
the development of which a World Bank loan is available, possibly including
funds for purchase of this equipment. We are, however, continuing to urge
Syria to consider an American purchaser.

4. Develooment Imports Loan, No. 276-K-017

This FY 1978 loan for $20,000,000 was signed on August 21, 1978.
The Conditions Precedent are in the process of being satisfied. The SARG
has advised us that it will be primarily used for the importation of U.S.
manufactured vehicle chassis. Procurement will be handled by Aftomachine,
and the chassis will be delivered to Metalco, a government company which
is equipped with modern machinery, for the production of truck and bus
bodies and their assembly onto imported chassis.

The following types of chassis are to be imported:

Commodity Capacity QTY
1. Pick ups 1-3 tons 416
2. Trucks 5«15 tons 308
3. Dump trucks 10-15 tons 116
4. Microkuses 20-23 passengers 309
5. Water tankers 15000 liters 91
6. Buses 50 passengers 100

As the procurement of all these chassis will ccst more than the funds
available in loan 017, either the residual funds under loan 015 will be used
or funds under the zrorosed loan will be earmarked for the balance that cannot
ce accomodatad under the two earlier loans.
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2271(%Y, Infsrmation ind coo-

sien cn rcw ass1s:arc= #il1l enczuyrage
ar rade and inveswrment adrzad
enc aurage _r‘v=t= U.S, sarsicipgation
in foreign assistance Zrograas (ineluaing
use ﬂf srivate trade channels and the
sarvices of U.S. grivats 2nt *arorisa).
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and foreign currencies owned by the United
States are yzilized <o meet the cOst of
cantriceual and other sarvizas.
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All commedities financed by the
assistance will be provided by CUnited

Stazes privats enterprise.

The Loan Agreement will so provide.

not an exXcess currency country

Yes.

The assistance will suprors
by financing the fereicn

z

the ecconcay
excnange ccst
of imzerted ccomedities necessary %2 &
Syrian eccnenmy. )
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