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its development objectives, while at the same time providing for improving the standar:
of living in the country, and maintaining political stability. ‘ -

* The proposed loan will assist Egypt with its balance of pavments deficit during the
coming two years. The loan proceeds will finance imports of fcod, agricultural and in-
dustrial machinery, equipment, spare parts and other essential commodities and related

« services. The loan will assist Zgypt in its program to utilize full production capacit
of exis tan industrial enterprises and for new industrial expansion and to provide
agpricultural inputs essential to increase agricultural production. The timing and
magnitude of this loan are in specific response to an urgent request for increcased
balance of payments support to ecnable a neccded program of economic reform (cont'd p. i
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to be begun while at the same time maintaining domestic stability.
It s recommended that vou authorize a loan to the COE o1 8440 mitlion
$440,000,000) for financing fmports of sclected commod{ties on the

tollowing terms:

1. Iuterest and Terms of Repayment

Borrower shall repay the loan to AID in United States dollars within
forty (40) years from the date of the first disbursement under the
loan, including a grace period of not to exceed ten (10) years. Bor-
rower shall pay to AID in United States dollars interest at the rate
of two per cent (2%) per annum during the grace period and three per
cent (3%) per annum thereafter on the outstanding disbursed balance
of the loan and unpaid interest.

2. Other Terms and Conditions

(a) Unless AID otherwise agrees in writing, commodities and related

services financed under the loan shall have their source and origin in
the United States.

(b) The terminal date for disbursement shall be twenty-four months
following the satisfactory meeting of Conditions Precedent.

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

-
-



I. BACKGROUND

A. Political Background and U.S. Objectives

A major objective of United States foreign policy is to facilitate a just
and lasting peace in the Middle East. The cooperation of Egypt, principal
Arab country, is essential for this purpose. Under the leadership of
President Sadat, Egypt has embarked on a policy of moderation at home and
abroad. It has rejected the once dominant Soviet influence and has worked
cleosely with the United States in seeking to bring a new era of peace to
the Middle East. Fresident Sadat, personally, has demonstrated courage and
statesmanship in signing the Sinai I and II disengagement agreements with
Israel and in seeking to promote further progress toward a just and lasting
peace. The continuing ability and willingness of Egypt to proceed toward
this goal will depend on (1) domestic political stability and the strength
of the moderate Sadat Government; (2) avoiding short-term deterioration in
the standard of living of the population; and (3) obtaining sufficient
foreign assistance to permit an accelerated development effort.

As stated in the 1977 submission to the Congress, the overall objective of
U.S. assistance to Egypt is to foster economic and social development which
will facilitate and encourage the establishment of a permenent peace.

The overriding short-term U.S. policy objective in Egypt is to provide the
support necessary to the Sadat Government to enable it to continue in power
and to be a force in the Middle East for moderation and a source of area
leadership in achieving a permanent, just peace settlement between the Arab
countries and Israel. The critical importance of this objective, together
with the fragile state of the Egyptian economy and its heavy dependence on
foreign assistance, at least over the next few years, not only justifies
and necessitates the exceptionally high level of present and proposed U.S.

assistance to Egypt, but also largely dictates the form and content of this
assistance.

To a large extent, continued domestic political support for the moderate
policies followed by the Sadat Government will depend on its ability (1) to
meet the basic economic and social needs of the population which, among other
things, will require a more rapid expansion of productive employment oppor-
tunities than has been occurring, (2) to assure the continued availability,
at relatively stable prices, of basic focdstuffs and other essential consumer
goods, and (3) to demonstrate a greater movement toward economic and social
goals than has occurred recently.

Egypt is sufferinc from a critical foreign exchange shortage, and, conse-
quently, is unable to meet its import requirements without a high level of
external financing. With severe limitations on its borrowing ability on

the private international mcney market, Egypt has beccme increasingly de-
pendent on balance of payments assistance form foreign governments. Failure
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to provide such assistance probably would force the GOE to take drastic
economic measures which could have politically dangerous domestic consequences,
such as causing a shortage of basic consumer needs or a sharp rise 1in ths
price level. Since priority would be given to the import of food and cther
essentials for the low income majority, imports of intermediate goods would-
be severely curtailed with a consequent cutback in domestic industrial pro-
duction. Thus, it is clearly in the interest of the U.S. to provide sub-
stantial balance of payments assistance to Egypt and to encourage other --
donors to do so, in order to forestall a balance of payments crisis which
would not only constitute a threat to political stability, but would render
impossible the implementation of the program of economic reform that is es-
sential for satisfactory longer-term economic and social development.

The sharp increase proposed in the U.S. FY 1977 CIP program is a reflection

of these objectives. 1In January 1977, on IMF and USG urging, the GOE an-
nounced an accelerated program of economic reform - one element of which
resulted in increases in some food prices. The widespread urban rioting

that resulted on January 18-19 forced the GOE to adopt a more gradual approcach
to reform. This loan will demonstrate our support to the GOE leadership in
its continuing commitment to economic reform and permit greater steps than it
would otherwise be prepared to attempt.

The U.S. assistance program is based not only on the short-term objective of
promoting economic and political stability, but also the longer-term ob-
jective of encouraging sound, moderate, development-oriented Egyptian Govern-
ment policies. Therefore, U.S. assistance to Egypt must also assist the
government in its efforts to reduce its dependence on short-term foreign
borrowing and balance of payment assistance and to lay the eccnomic founda-
tions for long-term economic growth and political stability. In line with
this objective, the U.S. is supporting a major program of capital project
investments that will assist in laying the base for more rapid future
economic growth. Although the FY 1977 U.S. capital project program has been
reduced tc enable us to respond to the GOE's urgent request for additional
CIP financing, the GOE and the U.S. have agreed this is an exceptional
situation and should be reversed next year.

B. Economic Background and U.S. Objectives

In the long run, Egypt's economic potential has promise. Egypt, with a o
population of 38 million, has a large internal market, a reasonably skilled .
population compared with other LDC's, low wages, varied raw materials, a

Key geographic location, and less internal transportation problems than most
IDC's, given the concentration of the population along the navigable Nile
River. These features make Egypt suitable for industrial development both

for the domestic and the growing Arab market. In addition, Suez Canal

revenues, now that the canal has been reopened, are estimated to reach at



least §500 million by 1980; petroleum production is already coptyibat ing
over $300 million annually to the BOP, with significant growth likely in
the near term, tourism contributed almost $250 million in 1976 and consid-
erably more is anticipated for the future as new hotels are completed;
considerable potential exists for higher returns from existing agricultural
lands; and there is a flow of remittances from some 500,000 Egyptians
working in the richer Arab countries of the region that provided a major

portion of the financing for the "own exchange" imports that totalled $450
million in 1976.

The most _zvere constraints on Egyptian development are: (a) the heavy
defense burden estimated at 25% of government expenditures; (b) the pressing
shortage of foreign exchange; (c) the external debt burden; (d) a poorly
organized economic decision-making process; (e) an overwhelmingly large and
inefficient public sector; and (f) the rapid population growth, increasing
the problems of food supply, unemployment, underemployment, and urban con-
gestion. The first three of these factors, directly, and the last three
indirvectly, limit the funds available for the development effort. Domestic
savings have been substantially less than 10 per cent of GDP. Until 1974,
the modest level of foreign resources available and the low level of domestic
savings permitted gross investment levels only slightly in excess of 10 per
cent of GDP. As a result the economy stagnated. However, since 1973 the
rapid increase in foreign assistance has directly and indirectly permitted
the investment level to jump to 25 per cent of GDP. The foreign financing
has directly increased the resources available for investment and, through
the higher rates of growth in production that foreign-financed raw materials
have made possible, has expanded domestic production and the amount of this

production that can be allocated to investment.

The realization of Egypt's long-term potential and the allocation of greater
domestic resources to the development effort hinges upon a number of compléex
factors, some of which are not entirely within Egypt's control. The most
important of these is a definite movement towards an equitable and permanent
peace settlement in the Middle East. Moreover, the attainment of Egypt's
prospects requires the transfer in the medium term of large amounts of capital
from abroad; this, in turn, must be preceded by a considerable investment in
the necessary infrastructure and careful work in preparing a portfolio of
projects suitable for the consideration of potential investors (whether
private or official). And finally, it requires fundamental changes in economic
policies and institutions.

Given the nature of Egypt's economic problems and overall U.S. political
objectives, U.S. strategy must encompass dual objectives:

a. maintenance of a large net inflow of U.S. and other foreign
resources in the short run, and
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b. achievement of a lower need for foreign resource inflows over
the medium and long run through expansion of Fgypt's productive capacity
and the relaxation of tensions in the Middle Kast,

The U.S. assistance strategy is to support the priority objectives of Igypt's
medium- and long-term development program through capital project financing i
and the short-term economic and political requirements through commodity
import financing. As is discussed in more detail later, U.S. assistance -
is only one element in the foreign support Egypt is receiving, Major com- g
mitments have been made by other Western bilateral donors, by multilateral
organizations, and, in particular, by other Arab countries. At the present

time the U.S. is supporting the establishment of an IBRD sponsored con-
sultative group.

Given the current and projected high levels of economic assistance to Egypt
and, more specifically, the substantial proportion of that assistance ear=-
marked for balance of payments support, it is only reasonable to ask whether
provision of such assistance should be linked to GOE commitments to take
specific measures directed at improving the critical balance of payments
situation. When assessing the amount of leverage afforded by U.S. assistance
to Egypt, one should keep in mind the fact that the high level of U.S. as~
sistance is intended primarily to demonstrate our support for the moderate
forcign and domestic policies followed by the Egyptian Government. This,

of course, has not precluded us from encouraging the GOE to implement specific
measures required for the success of their own domestic policies (e.g.,
liberalization of the economy), but since the annual Supporting Assistance

and PL 480 Title I levels are politically determined, it is obviously difficult
to link these levels directly to specific GOE economic policy commitments.

In the past year, the GOE has taken measures which constitute partial imple-~
mentation of the economic reforms advocated by the IMF and supported by the
U.S. and other donors (for instance, raising the parallel market exchange
rate, shifting a major share of the Government's foreign exchange expendi-
tures from the official to the parallel rate of exchange, raising import
duties on luxury goods, etc.). 1In addition, the GOFE is studying the revision
of the investment code governing foreign investment to make it more attractive
(and less bureaucratically cumbersome) for foreign private firms to invest

in Egypt. However, it is clear from the January disturbances that the -
economic measures regquired to cope with the critical balance of payments .
situation (such as major exchange rate adjustments and reduced domestic .
subsidies) have the potential for serious political repercussions on the
domestic scene and must be introduced carefully and gradually. Despite the
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disturbances, the GOE appears committed to reform and now appears to under-
stand better the nature and magnitude of its economic problems. The availa-
bility of the $500 million U.S. assistance package ($60 million in PI 480
Title I and $440 million in CIP) is intended to make it possible for the GOE
to go as far as it can on reform without provoking public reaction that could
threaten the moderate Sadat regime.

The proposed program loan in conjunction with an increase of $60 millicn

in the P1 480 program responds directly to the prime objectives of the U.S.
in Egypt. PFirst it will provide a direct and immediate support response

by the U.S. Government to an urgent request by the GOE. Second, it will
enable the GOE to better obtain critically needed consumption imports {needed
for short-term domestic stability and popular support for current moderate
GOE policies) and producticn imports (needed to support the economic develop~-
ment effort). Third, it will better enable the GOE to proceed with a program

of economic reform necessary to achieve Egypt's medium- and long-term develop-
ment goals.

C. Status U.S. Assistance Programs

i. Commodity Import Program

The FY 1975 commodity import program was funded with $150 million. This is
100 per cent committed and is 54 per cent disbursed. AID provided $250
million in FY 1976. This is now 30 per cent committed, and 3 per cent dis-
bursed. A $65 million Transitional Quarter loan, signed September 30, 197¢,
is currently being committed. Thus to date (February 1, 1977) a total of
v465 million has been obligated of which $181 million is in issued letters
of credit to U.S. suppliers and of that $91 million has been disbursed
(12/31/7¢ data). An additional $47 million in purchases have been announced
and are nearing completion. The remaining $237 million has been allocated
by the Egyptian Government to several essential sectors and preliminary
purchasing effort is underway by many different Egyptian authcrities, Thus,
the CIP funds obligated to date have been fully allocated.

Program status is summarized in the following table:

FPROGRAM LOAN STATUS
{$ Millions)

CY 1974 CY 1275 CY 1975 CY 1977+* TOTAL TO DATE*

Obligated - 250.0 215.0 - 465.0
Allocated - 250.0 215.0 - 465.0
Committed - 102.7 123.3 a7 323.0
Disbursed - 10.0 81.2 - 9] . 2*%*

*as of 2/7/77. **as of 12/31/76.
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ii. Capital Projects

From FY 1975 through the 1976 Interim Quarter, AID obligated $541 miliion -
to the GOE to support eleven rather large capital projects. Four of these
(totalling $233 million) were on a grant basis to the GOE, destined to assist
the reconstruction of the war-torn Suez Canal area, including twe (involvihg
§44 million) which are being handled largely as commodity loans. Seven

other projects ($308 million) are loans to the GOE aimed generally at in-
creasing either basic infrastructure or industrial production. In accordance
with our Congressional Presentations, AID is financing only the foreign
exchange costs associated with these projects. A detailed project listing

is provided in Annex Table I.

Disbursements under these prcjects total about $23 million as of the end of
CY 1976. This relatively low figure is a rerlcction of the newness of the

program and the inherent time involved in implementing major capital invest-
ments.

The FY 1977 capital assistance program, prior to the increase in the CIP
program from $250 million to $440 million proposed in this loan paper, was tc
have consisted of seven capital projects totalling $420 milliocn.

While the reallocation of funds available for capital projects must still

be discussed with the Egyptian Government, it is anticipated that this reductlon
of $190 million will be accomplished by:

a. Deferring the proposed Suez Power Plant tc FY 78 (S100 million):

b. Reducing the planned FY 77 project for electrical distribution
equipment from $80 to $40 million ($40 million);

¢. Reducing the Grain Storage II Project from $65 to $55 million
(810 million);

d. Reducing the planned Urban Water/Sewage Program in FY 77 from -
$60 to $40 million ($20 million); -

e. Reducing the Irrigation Canal Dredging/Pump Equipment Program from
$60 to $40 million ($20 million}.

By theilr nature, each of these last four projects can be expanded or con-
tracted by a substantial amount according to the availability of funding;
therc is no obvious "lumpiness" making technical or financial feasibility
dependent on a certain scale of investment.

iii.Technical Assistance Projects

From FY 1975 to date, AID has okligated about $4C million available to the
GOE to support seven non-capital grant projects of rather diversified natures.




ERRATA

Egypt, FY 1977 Commodity Import Program Loan Paper

I. Page 2. Delete the words 'and USG" from the second sentence
of the first full paragraph.

2. Page 25. Delete the second paragraph.

3. Page 27. Under paragraph VI, Recommendations, delete sub=
paragraph e.




ERRATA

Egypt, FY 1977 GCommodity Import Program Loan Paper

The following paragraph is added on page 27 of the loan paper
as paragraph VI and the existing paragraph VI (Recommendations)
is renumbered as paragraph VII,

VI. Use of CIP Generated Local Currency

Egyptian pounds generated by this loan will be utilized
for general GOE expenditures. As a matter of policy, AID does
not plan to involve itself in the Egyptian Governments budgetary
process by participating in the programming of the local currency
proceeds. AID looks to the IMF and IBRD with respect to recommend-
ing corrective monetary and fiscal measures. Egypt is an excess
currency country and sufficient funds are available for local USG
requirements. To date, the availability of local currency to support
AID projects and programs has been met by the Government of Egypts
In recognition of budgetary constraints, AID is working closely with
the GOE to zssure that local currency requirements for projects will
be provided on a timely basis,



Included are three special direct transfers ($18.4 million) to the Depart-
ment of Defense for clearance of the Suez Canal and of Port Said harbor
and for the transfer to Egypt of a Presidential helicopter.

Technical assistance activities have expanded considerably as project develop-
ment has progressed. The FY 1975 projects for technology transfer and
feasibility studies (later extended beyond FY 1975) were used to suvport
project identification and development. Disbursements on these procijects are
proceeding normally. Two major projects in rural health and in irrigation
water management and utilization were initiated late in 1976, and both are
expected to lead to projects of amplified scope and geographical coverage

The stated expansion of technical assistance projects to $30 million in

FY 1977 1s not affected by the realignment of the capital assistance program.
Major new activities are expected in several high priority fields, as shown
in Takle I.

iv. PL 480 Title I

Since 1974 the U.S. has obligated $510 million dollars inr PL 480 Title I
financing. The major portion of this assistance has been for wheat grain
and flour. Some financing has also been provided for tobaccu. The wheat
provided has been a critically important element in meeting the demand for
+his basic foodstuff by the growing Egyptian population. The $60 million

in additional Title I assistance that was recently agreed to, in combination
with this $440 million CIP loarn, 1is in response to the GOE's urgent reguest
for assistance following the January 1977 urban disturbances.

IT. ECONOMIC JUSTIFICATION

A. General Economy

i. Production

Available GDP data indicate that, after exceeding 4% during the two years
ending June 1972, the real growth rate of the economy dropped to about 3%

in 1973 and 1974. 1In 1975 this decline was reversed, with provisional
estimates indicating that a substantial jump in the real growth rate
occurred. This rise was caused mainly by the recovery of industrial, petro-
leum and construction activity. The 1975 growtn in agricultural producticn,
although greater than in 1974, at 2.4% only kept pace with population growth.
Complete data are not yet available on production trends in 1976. Prelimi-
nary information indicates that real growth of industrial production in 1976
was below that of 1975. This is in line with what one would expect, given
the one-time nature of the jump in capacity utilization in 1975. The secto-
rial compositicn of GDP is given in Annex Table II.
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(a) Agriculture

Agriculture accounts not only for upward of 3C per cent of GCP, but alsc -
for about 45 per cent of total employment and over half cf earnings from
exports. During the last three years real value added in agriculture has
grown by less than 3 per cent per annum, a rate which is only slightly b
highexr than the rate of population growth. This relatively poor performance
was due partially to the high level of yields already obtained and to the
physical constraints on the expansion of the cultivable area, which at present ~
totals about 5.7 million feddans (5.5 million acres). While yields on the old lan
of the Nile Valley are, on many crops, among the highest in the world, this

is due largely io highly favorable conditions of perennial irrigation and
climate. When compared to productivity in other parts of the world with

similar physical conditions, there remains scope for increasing Egyptian
productivity, although this requires mecre complex innovation than would

be true in countries of lower overall productivity. Problems of development

of the "new lands," being brought under cultivation as a result of the High

Dam, are even more complicated, given the extremely high cost of reclamation

and the long periods required for preparation of these lands. However, the
building of the High Dam at Aswan eliminated both drought and flood, permitted
the conversion of an additional 10 per cent of the cultivable area to peren-
nial irrigation, and allowed more flexibility in the distribution of water.

Or the other hand, it also blocked the annual deposit of soil-nourishing silt,
raised water tables, and increased scil salinity. As a consequence, heavier
applications of chemical fertilizers - many of which have had to be imported
from abroad - have been required and it has been necessary to develcop improved
water distribution and drainage systems. Moreover, while some 12,500 feddans

of existing farmland are being absorbed inteo urban areas annually, efforts

to reclaim new land have encountered recurring difficulties and delays.

In addition, incentives to farmers to increase producticn have been adversely
affected by the government's policy of maintaining basic food prices at a
constant level during a period when other prices have risen appreciably. As
a result, it can be estimated that the agricultural sector is providing some-
thing of the order of a LE 900 million annual subsidy, in the form of low -
prices, to the non-agricultural sectors. This figure can be compared with )
197€¢ gross value added in agriculture of about LE 1,500 million. The GOE .
recognizes the importance of reversing this trend so as to adequately en- -
courage agricultural production. The problems in doing so, however, are -
obvious - as the January 1977 urban riots follcwing an increase ir some food .
prices demonstrated. The financing provided through the U.S. CIP program is
directed, in part, toward both encouraging and supporting the GOE in under-
taking a politically realistic program of economic reform that includes
rationalizing the price system.

i



(b) Industry and Mining

Industry and mining account for in the neighborhood of 20 per cent n~f

GDP, and for about one eighth of total employment. 1In addition, industrial
products are the source of over one third of export earnings, if exports

of semifinished products, such as cotton yarn, are included. During the
past three years real value added in industry has fluctuated considerably,

declining by 9 per cent in 1973 and then rising by 13 per cent in 1974 and
by a similar amount in 1975,

Foremost among the factors accounting for the improved performance of the
industrial sector in 1974 and 1975 was the increased availability of foreign
exchange. The Ministry of Industry was allocated a total of LE 403 million
under the Foreign Exchange Budgets for 1974 and 1975, as compared with only
IE 132 million in 1973. Furthermore, foreign exchange from exports through
the parallel market, which was established in September 1973, began to be
received; this exchange could be used freely to import necessary production
inputs. Also imports financed under own exchange procedures have increased
rapidly - totalling about $450 million in 1976. With the greater availability
of foreign exchange and improvements in import procedures, imports of raw
materials and spare parts increased substantially. This allcwed a reduction
in the level of slack industrial production capacity, which had been estimated
at about 30 per cent at the end of 1973.

For the medium term, the continued provision of concessinnal commodity im~
port financing is an essential requirement for continued growth in industrial
production for two reaseons. First, such financing directly ensures the
adequate availability of raw and intermediate materials and spare parts that
are necessary for greater industrial production. Second, in the absence of
U.5. CIP loans and other similar financing, the Egyptian economic situation
would be sufficiently grim that the GOE would probably hesitate tc initiate
the reforms that are necessary for future industrial growth. 1In addition

tc a pressing need to restructure institutional relationships, the perverse
impact of imbalanced price relationships is as pervasive in the industrial
sector as in agriculture.

ii. Investment

Gross domestic savings have stagnated at about 8 per cent of GDP. Gross
investment hovered at around 13 per cent of GDP until 1974, when its

share began to shoot up. It is clear that the increase in the share of in-
vestmen: 1in GDP that has taken place was financed from abrocad, as there was

- no concurrent rise in the domestic savings ratio. The importance of the
increased inflows of foreign resources toc the development effort is discussed
in more detail below.
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The proportion of gross fixed investment carried out by the public sector
'has risen steadily in recent years, and reached over 90 per cent of the
total in 1975. GOE projections for 1977 indicate that private sector in-
- vestments may now be increasing as a per cent of total investments. TIf
s0, this would be in Kkeeping with recent GOE policy statements that the

government will concentrate on infrastructure and leave industrial investment
to the non-governmental sector.

~

As regards the sectoral distribution cf investment to date, while the com- ~
modity sectors received the largest proportion, the percentages going to ;
the distribution and service sectors increased. Among the commodity sectors,
the share of agriculture fell rapidly and now accounts for less than 10 per
cent of the total, while that of industry remained more or less the same
 (32-37 per cent of the total). The larger investments in the distribution

and service sectors occurred mainly in transportation and housing.

The poor performance of gross domestic savings in recent years is concen-
centrated in the public sector, where dissaving increased rapidly. The
inability of the public sector to generate an investable surplus is the
result of two main factors. First, and most importantly, the costs of direct
and indirect subsidies have increased abruptly; by 1975 these outlays amounted
to approximately 14 per cent of GDP. In large measure, the growth of the
subsidy biil has been due to the higher prices of imported foodstuffs and
fertilizers. However, there has also been an ircreasing reliance on higher-

- priced imports relative to domestic supplies, a tendency for selling prices
to rise even more slowly than domestic procurement prices, and some widening
of the subsidy base (until this policy began to be reversed in 1976). Second,
there have been major deficits in the Emergency Fund, from which a large part
of national defense expenditure is financed.

The Egyptian authorities recognize that a continuation of past trends would
~ jeopardize economic and social stability and damage the long-term growth
 potential of the economy. Therefore, efforts are being undertaken to raise
 domestic savings and strengthen the balance of payments. Within this context,
' the groundwork is being prepared for a five-year development plan to provide
a framework for economic policies to be followed between now and 1980.

~ The GOE 1is also making a major effort this year to reduce the budgetary N
deficit {as is discussed later), which, if successful would have a major -

beneficial impact on domestic savings. <

iii. Public and Private Consumption

The pattern of resource utilization in Egypt is weighted in favor of con-
sumption, which in recent years has absorbed over 20 per cent of gross domestic
product (GDP). Private consumption, which has been largely shielded from

- price increases by the policy of subsidizing essential items, has accounted



for about 65 per cent of GDP, with the remainder being made up of consumptior
by the government. Yet, private consumption utilizes a relatively low share

of available resources in comparison to other developing countries with the
same level of per capita GNP.

Eighty per cent of the countries with per capita incomes between $ZC0 and
$300 in 1974 (the most recent year for which data are available) had higher
shares of GDP going to private consumption than Egypt.

The information that is available on the distribution of private consumptiocn
in Egypt indicates that the Egyptian income distribution is quite egalitarian
by developing country standards, and has not deteriorated noticeably over
time. Annex Tables III and IV present preliminary estimates of the Egyptian
income distribution and the composition of private consumption at different
income levels. At the same time, however, there are indications that the
absolute level of well-being of the bulk of the population has not appreciably
~ improved in recent vears. Absolute levels of average per capita consumption
of various commodities is given in Annex Table V. This latter phenomenon
presumably is a reflection of both the relatively low past level of investment
and the capital intensive, long gestation nature of much of recent investments.

-+

iv. External Financing Requirement

The challenge to Egypt in this regard is clear: How to increase the level of
investment relative to consumption while avoiding a deterioration in the

level of well-being (consumption) of those least able to afford it. The GOE

is addressing itself to this challenge by (1) seeking to reach a just and
Jasting peace in the Middle East - thereby permitting a reduction in public
detfense expenditures; (2) holding other government operating expenses to the
minimum compatible with the provision of necessary public services; (3} seeking
to encourage foreign and domestic private investors to participate in Egypt's
investment program; (4) seeking interim support from foreign donors to enable
consumption levels to be maintained while investment levels are increased.

The relative success with which these policies have been followed is shown
in the following table:



Egyptian Resource Availabilities and Utilization/
{in % of GDP)

1970/71 1971/72 1973 1974 1975

Resources:

Haly 100.0% 100.0% 100.0% 100.0% 100.0% -

Net Imports otf Goods
amd Services 4.7 4.9 5.2 12.4 2C.6

Total Resources Available 104.7 104.9 105.2 112.4 120.6
Utilization:

Consumption { 91.7) { 92.0) ( 91.9) ( °4.6) ( 91.1)
Public 25.7 27.1 28.6 28.9 25.7
Private 66.0 64.9 63.3 65.7 65.4

Investment ( 13.0) ( 12.9) ( 13.3) ( 17.8) 29.5
Gross Fixed Investment 11.1 10.7 12.3 15.8 25.6
Stock Increases 1.9 2.2 1.0 2.0 3.9

Total Utilization 104.7 104.9 105.2 112.4 120.6
(Gross Domestic Savings)* { 8.3) ( 8.0) ( 8.1) ( 5.4) ( 8.9)

*(Fquals GDP less consumption or, alternatively, investment less net imports)

1/ Based on recent GOE and IMF data.

As can be seen from the above table, between 1973 and 1975, the portion of
GDP going to private consumption increased only slightly while that going

to public consumption decreased slightly. It has been possible to increase
fixed investment very substantially as a result of the sharp increase in net
foreign resource inflows. Although complete data are not yet available, it _-
is thought that rescurce allocations in 1976 were similar to those of 1975.
For 1977 the government is seeking to make a major effort to hold down con--
sumption. However, the political ramifications are such that changes in .
the short-term must be handled cautiously.

With regard to the medium- to longer-term trends, it appears clear that
maintenance of domestic stability precludes any reduction in the absolute
level of private consumption. Given the almost universal experience that
income distribution tends to deteriorate during the earlier stages of
economic development, it will probably be necessary, in order to offset
this tendency, for the overall national average level of real per capita



private consumption to increase. Given these considerations plus the
currently substantial population growth rate (2.4%), a rough but reasonable
- assumption is that private consumption must continue to absorb about the
same fraction of GDP. Thus it will only be as public consumption is de-
creased as a portion of GDP that domestic savings can increase and net
torcign inflows can decrease. 1n the short term, the only prospect for

a substantial decrease in public consumption lies in reduced military
cxXpenditures, which depends upon progress toward a peace settlement in

- the Mid-East. In the longer term, a currently high investment program

- should lead to more rapid growth in GDP and should permit the portion of
- GDP allocated to public consumption to fall.

For the next few years it is clear that substantial foreign donor financing
' will be necessary (1) to ensure that a substantial investment program
continues to be possible while domestic stability is maintainecd, and (2)

so that Egypt will be able to allocate enough of its own resources to
retiring short term, very expensive foreign debt. The effect of both of

these actions will serve to reduce the future gross need for foreign
assistance.
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B. Balance of Payments

i. General

Recent developments in the Egyptian balance of payments and projections
for 1977 are shown in Annex Table VI. -

Between 1973 and 1976, exports increased by 80% and imports more than
doubled, in current prices. Although a significant portion of these in-
creases is a reflection of price increases, there has also been substantial
real growth in imports and, to a lesser extent, in exports as well. Over-
all, 32% of the increase in the import bill was for greater payments for
basic food imports (wheat, corn, fats and oils, and sugar), 1l1% of the in-
crease was for other consumer imperts, and the remaining 57% was for other
primary, intermediate, and capital imports required more directly for the
development effort. The detailed composition of Egyptian imports is given
in Annex Table VII for 1975 - the last vyear for which statistics are avail-
able. This table read in conjunction with the statistics on U.S. CIP util-
ization in Section IV would indicate that no insurmountable problems will
exist in the timely utilization of the proposed $440 million FY 1977 CIP
leoan.

The net inflow of commodities (imports less exports) increased from

$668 million in 1973 to $2,460 million in 1976. The IBRD has projected

a further increase to $2,700 million in net commodity imports in 1977.

As discussed above, it is this massively expanded availability of foreign
commodities that has permitted Egypt to increase the level of investment
from 12% of GDP in 1973 to 25% currently.

With the reopening of the Suez Canal in July 1976, and a substantial in-
Crease in tourism earnings, Egypt has been able to dramatically increase

its own financing of this net commodity inflow. Net earnings from services
and transfers (excluding own exchange transactions) increased from $12 mil-
lion in 1973 to $844 million in 1976. For 1977 a further increase to

$950 million is projected. 1In addition to this, approximately $450 million -
in "own exchange" imports were financed largely through workers' remittances: -

ii. Foreign Financing .

Although Egypt increased its own financing of net commodity imports, the -
major portion of the increased inflow was made possible by large increases

in net foreign financing availabilities. This latter financing increased

from $655 million in 1973 to $1,616 million in 1976 (excluding financing

for military equipment). A further increase to $1,770 million has been
projected by the IBRD for 1977.

Because Egypt has made substantial use of relatively short-term and, in
several instances, expensive commercial financing to cover part of the
cost of increased imports, debt servicing has increased substantially.



~15-

This has increased the gross need for foreign financing above what wouid
have been the case had more medium- and long-term financing been available
in the early 1970's. The 1976 gross repavment of suppliers credits
equaled $311 millicon, while the net repayment of bank credits equaled

$300 million, for an outflow on these accounts of $611 million, compared
with 1973 outflow of $56 million. 1In contrast, between 1973 and 1976
amortization of medium- and long-term debt (excluding debt repayment

- under clearing accounts) increased from $131 million to $186 million.
Overall, payments on this account increased from $187 million in 1973 to
$797 million in 1976. For 1977 the World Bank has projected debt servicing
at $1.55 billi@nl,which presumacly includes a substantial reduction in the
- arrears in commercial payments that developed in 1976. Whether this total
debt payment of $1.55 billion will be possible, or whether some of the

- outstanding shorter term credit will have to continue to be rolled over,

' will be dependent on the amount of longer term foreign financing that is
available - particularly from the Arab countries.

The net result of the above was an increase in gross foreign financing from
$842 million in 1973 to $2.4 billion in 1976. An increase to $3.3 billion
will be necessary in 1977 if a substantial reduction in commercial debt and

arrearages is to be accomplished at the same time that a large inflow of

~ foreign imports is maintained.

iii. UHWeed for Balance of Payments Assistance

As discussed above, Egypt needs substantial foreign financing for the im-
ports needed to support the development effort while at the time maintain-
ing domestic stability. It is informative to review foreign financial com-
mitments to Egypt on the basis of currently active official loan agreements.

Outstanding Loans from Foreign Governments
and International Organizations*

Disbursed Undisbursed
Arab S 875w s 4200
u.s. 4522/ 7332/
Non-U.S. Bilateral 400 784
Multilateral 160 ) 451
Total $1887 $2388

*Data from IMF report.

%/Carried forward from 1976

2/1ncludes both AID and PL 480.

It is clear from this table, read in conjunction with the earlier balance
of payments table (which also includes grants and bank deposits from Arab

countries), that the major source of foreign financial support to Egypt
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has come from the Arab countries. In addition, the Arab financing has been
of a nature to have immediate impact on Egypt's balance of payments. A&Al-
though financing from non-Arab sources is substantial and growing, with

the exception of the U.S., only a small portion of this financing has been
for general import financing. -

As discussed above, in 1977 there is a need for a sharp increase in com-
modity import financing to enable Egypt (i) to import the consumer and in-
termediate commodities required to assure domestic stability, (ii) to main-
tain the large inflow of imports required to support the development effort,
and (iii) to reduce the arrears in import payments that developed in 1976,
as well as reducing the level of expensive short-teim commercial credits
currently outstanding. In addition, there are indications that in 1976

the GOE was forced to cut back somewhat on planned imports of industrial
raw materials and spare parts because of shortfalls in expected financing.
This means that in 1977 industry is starting from a weakened stockpile
position. This too contributes to the need for CIP financing in 1977.

Although the situation in 1978 can not be projected with any quantitative
precision, the brcad elements of the balance of payments can be qualita-
tively outlined. Commodity exports and imports should grow in a fashion
similar to that projected for 1977. Therefore, the net inflow of commodi-
ties in 1978 is likely to be only slightly greater than in 1977. Net ser-
vice earnings should also continue to grow, with the result that the net
foreign financing requirement in 1978 should be about the same as in 1977.
However, debt servicing should be sharply down following the one-time need
to reduce arrears and commercial bank credit that is projected for 1977.
As a result gross foreign financing needs in 1978 should be down sharply

from the level projected for 1977 - possibly somewhat above the $2.4 bil-
lion gross foreign financing estimated for 1976.

It is clear that the increase in U.S. CIP financing projected for 1977 and
1978 from this proposed loan will only be sufficient to help finance the
growth in net commodity imports needed for development and stability. The
desired reduction in commercial payment arrears and outstanding bank credits-
will only be possible if the Arab countries in particular, as well as the -7
industrial countries, increase the level of their assistance substantially

in 1977. The GOE is making a major effort to obtain this financing. Fol- -
lowing the January disturbances there are probably improved prpspects for -
their obtaining more of such financing than they did in 1976.

C. GOE Lomestic Budget

The Fgyptian budgetary system is complex, and substantial double-counting
due to interbudgetary transfers makes fiscal analysis difficult. The cover-
age of the various budgets has also changed with the progressive transfers
of responsibilities from the central ministries to the public authorities.
Moreover, in the interest of security, details are not released on the



operation of the Emergency Fund other than Global figures for ocutlays and,
in 1976 for the first time, the overall deficit. However, more information
is available now than in previous years, and a consolidated summary pre-
sentation of the State Budget, including the Emergency Fund, was attempted
by the IMF in its August 1976 report for the period 1973-1976. This in-
formation has been supplemented by recent GOE statements on the 1977 bud-
get and used in the discussion below. The 1976 data and the projections
for 1977 in particular must be considered tentative at this time.

In spite of the fact that the GOE has very successfully mobilized domestic
resources for govermment programs (Central Government tax revenues are
about 22% of GDP), the financial situation of the public sector in recent
Years has been characterized by a serious imbalance between revenue and
expenditure. Major problems have been caused by the need for continuing
heavy defense expenditure before and after the October 1973 war and the
decision to stabilize the prices of essential commodities through sub-
sidies from the budget. The main costs of subsidization have been met by
the General Authority for Supply Commodities, whose commodity trading losses
increased from LE 11 million in 1972 to LE 419 million in 1975. A separate
Special Fund for Subsidies was established in 1975 to consolidate all direct
subsidies in one fund; in that year the cost of these subsidies was LE 523
million. If the deficits of the public authorities and Public Economic
Organizations (the "public economic sector®) are also treated as subsidies,
subsidization can be said to have absorbed 30 per cent of tax revenue in
1973, 71 per cent in 1974 and 66 per cent in 1975. The increasing require-
ment for subsidies has been a major factor in the growth of the overall de-

ficit from 15 per cent of GDP in 1973 to 19 per cent in 1974 and to per-
haps 24 per cent in 1975.

Despite the problems caused by the war situation, there has been a pro-
qressive increase in public investment expenditure in recent years. Ex-
penditure in 1274 exceeded that of 1973 by 25 per cent and preliminary
figures for 1975 indicate a further increase of 17 per cent. Morecver, it
is reported that an additional LE 184 million was utilized from the Emer-
gency Fund in 1975 for reconstruction and development in the Suez Canal area.
In 1975, as in previous years, the main thrust of the investment program

was in the manufacturing sector with the very substantial investment in the
petroleum industry being to a large extent financed directly by foreign oil
companies. Priority was given to the completion of major projects such as
the extension of the steel complex at Helwan, the fertilizer plant at Talkha
and the aluminum complex at Nag Hamady. The 1976 investment program was
reviewed and revised in 1light of the overall financial situation. The
original budgetary estimate was for investment expenditure of LE 1,252
million of which LE 530 million was to be deferred pending the outcome of
negotiations for concessional external financing. In May 1976, however,

it was decided to approve allocations of a maximum of LE 1,000 million sub-
ject to the availability of adequate external financing on favorable terms.
Actual investment expenditures in 1976 are estimated at LE 950 million.
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in 1976 the provisional sectoral atlecations give areater emphanis than
previously to housina, where the main requirements are for the rebuild-
ing of the towns in the Suez Canal area, and to the transportation sector
which includes the oil pipeline from the Gulf of Suez to the Mediterran-
ean and the continuing development of the Suez Canal.

Despite the substantially increased provision for investment expenditure
and the higher budgeted deficit of the Emergency Fund, it proved possible
to prepare a financial program in 1976 which reversed the recent trend
toward increasing reliance on domestic bank financing of the budgetary
deficit. The budget as revised in May contains a bank financing require-

ment of LE 561 million, which is 22 per cent less than the 1975 level of
LE 715 million.

In January 1977, the GOE announced further measures to reduce the govern-
ment deficit through increased tax collection efforts, tighter restric-
tions on general expenditures, a further shift of imports to the parallel
exchange rate, and substantial reductions in price subsidies. The price
increases resulting from the subsidy reductions led to widespread urban
rioting. The GOE has temporarily rescinded several of the subsidy cuts
and is preparing a revised set of measures directed toward reducing the
public sector budget deficit without adversely affecting those in society
least able to afford it. Although the government's commitment to dealing

with its budgetary problems is clear, the prcblems in doing so are equally
clear.



IIX. SUMMARY OBJECTIVES FOR PROPOSED CIP LOAN

The objectives for the proposed $440 million program loan can be cate-
5orized among short and medium-term political and economic objectives.

The short-term political objectives are (1) to demonstrate U.S. support

to the moderate GOE leadership by responding promptly to an urgent GOE re-
quest for increased foreign financial aid, and (2) to help assure domestic
political stability through increasing the financing available for com-
modity imports. The medium-term political objective is to support a con-
tinuation of moderate, forward looking actions by the GOE as regards a just
and lasting peace settlement in the Middle East.

The economic objective of the CIP loan is to provide a portion of the foreign
financing that is necessary to permit a substantial Egyptian development pro-
gram to be mounted. Private consumption is already low (65% of GDP) and can-
not further be compressed. Public consumption levels are dictated by the un-
settled Mid-East situation and the need to provide essential government
services to the population. Egypt has recently been able to mount an in-
vestment program that totals about 25% of GDP - largely as a result of increased
foreign financing that has permitted a net inflow of foreign goods and services
equal to about 20% of GDP. Significant balance of payments financing, like
that provided under the U.S. CIP program, will be necessary until domestic
savings can be substantially increased. This latter development will be made
possible by progress toward a settlement in the Mid-East (permitting lower
defense expenditures) and by more rapid economic growth (which in turn is

being made possible by the currently high level of B/P financing and capital
project assistance).

Iv., LOAN IMPLEMENTATION

A. CIP Setting

The public sector dominates the economy. It accounts for about 90 percent

of total investment and 75 percent of industrial production. The government
either owns or shares ownership in nearly all financial intermediaries,
trading and wholesale firms, transportation and communications assets. The
government is the main determinant of resource allocation and domestic prices,
using administrative controls and direction with an emphasis more to income
distribution and resocurce mobilization for specifics than achieving short
term economic efficiency.

The principle policy instrument for allocating foreign exchange is the ex-
change budget, both the global budget of the nation and the individual bud-
gets of the various sectors. Coupled with the foreign exchange budget, at
the individual buyer level, is the concurrent local currency budget which
must provide sufficient local currency to purchase foreign exchange alloca-
tions at the time the allocations are spent.



CIP loans are government to government loans administered by the Ministry
of Economy and Eccnomic Cooperation (MOE). The MOE in collaboration with
the Ministries of Finance and Plann.ng allocates the CIP loan to varicus
economic sectors requiring foreign exchange at the time the loan funds
become available. The receiving sector or Ministry allocates its allot-
ment to those central controlling organization, authorities and indivi- -
dual industries or groups under that Ministry's responsibility umhrella

in accordance with the Ministry's priorities.

-

GOE procedures are nearly identical for all public sector users except for
layering and the attendant higher level approval and decision processes re-
quired of subordinated entities. The user's central controlling organiza-
tion initiates the procurement action, turning ongoing details over to the
user to resolve. The controlling organization maintains a purchasing com-
mittee composed cf the member users and controlling organization officials.
Separate technical and awards committees are alsc maintained. Once a pur-
chase is planned, these committees come into action, analyzing supplier
proposals, recommending awards and menitoring the purchase. Final decision
to place an order is made by the organization director or the sector's
Minister depending upon the nature of the purchase. There are some vari-
ations in this procedure. In some areas, the ultimate users form their own
buying group with Ministry approval and conduct purchasing similar to a
buying asscociation in the U.S. 1In other areas, the buyer is the single in-
dustrial user or an authorized distributor and purchase authority may be
delegated directly to the buyer after initial approval of the suballocation.

The majority of one-time purchases are by formal competitive bid procedures,
similar in appeararnce to AID's procedures. The essential difference is in
award determinations and post bid negotiations entered into by the buyers
to obtain the best advantage for Egypt. Many routine resupply purchases,
especially by public sector industrial concerns, are in accordance with
normal commercial practice for that commodity market. A simple solicita-

tion of offers by telex or public announcement and negotiated pricing,
delivery, etc..



B. Past Experience

A summary of CIP commitments and disbursement on previous loans is

shown in the v~1lowing table:

EGYPT PROGRAM LOANS AS OF JANUARY 31, 1677
(In Millions of U.S. Dollars)

LOAN NO. AMOUNT  L/COMs L/Cs DISBURSED UNLIQUI- UNCOM-  TOTAL

(date Agmt 12/31/76  DATED MITTED
signed)

(UNEXPENDED BALANCE)
263-K-026 80.0 80.0 74.5 51.1 28.9 - 28.9
(2/13/75)
263-K-027 70.0 70.0 38.6 30.9 39.1 - 39.1
(6/30/75)
263-K-029 100.0 100.0 61.6 9.2 91.8 - 91.8
(12/18/75)
263-K-030 150.0 73.0 6.4 - 73.0 77.0 150.0
(5/22/76)
263-K-036 65.0 - - - - 65.0 85.0
(9/30/76)

Total 465.0 323.0 181.1 91.2 232.8 142.0 374.8
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Progress under the CIP program has been good and is improving as both AID
and the Egyptians become more familiar with each other's operations and
procedures. Progress has been handicapped by four factors: the autono-
mous nature of the individual buyers, the vast dlfference in AID proce-

~ dures from those _being _applied by otner ‘major sources of forelgn exchange _
and the Egypt‘ans'uown procedures, the type of commodities being pro-
grammed; and finally, the inhérent drawbacks of a massive, layered Egyptian
civil service with fragmented authority and responsibility.

These handicaps are being overcome. To date there have been 35 separate
organizations participating in CIp, purchasing either as the ultimate user
or as a buying authcrity for several satellite members. Each loan has had
the major portion allocated to the same Ministries, but the purchases have
often been by new end users unfamiliar with AID rrocedures. For example:
the recent CIP Loan 263-K~036; $40 million of the $6% million loan is al-
located to end users that have never participated in AID-financing.

An AID procedure that has worked to inhibit loan utilization in the past
is the routine application of the formal bid regquirement for public sector
buyers - a procedure that requires mutually agreeable detailed purchase
contract terms and a step-by-step bid analysis permitting no deviation
from published bid invitations. This procedure was being applied to each
GOE purchaser because each purchaser was a government owned entity. As
AID became familiar with the situation in Egypt, it became obvious that
we had large segments of the "public sector" that behaved and operated

exactly as private commercial entities in other parts of the world and
the U.S.

Industrial concerns that had established supply contracts with U.S. firms,
and distributor/wholesaler concerns that had agency agreements to promote,
distribute and service a U.S. manufacturer's product were unable to par-
ticipate. Organizations charged with the responsibility of maintaining a
supply of resale commodities, such as office machines, ink and other non-
luxury items, were unable to negotiate for brands acceptable to the buying
public. It is anticipated that with recent reanalysis of the public sec-
tor's make up, these public-commerical organizations will have greater
opportunity to participate and additional users of this loan will evolve
in raw materials and distributorship type product imports such as spares,
trucks, tractors and machine tools, etc.

PP
Further, other major foreign exchange sources, the GOE owned FX, Saudi g"c
gredits and Arab nation contributions, simply fund the results of a nor- |
mal GOE procurement.’ Thus, the individual Ministries and their suborgarug-‘r
‘zations routlnely purcnase their requirements using long established prac-
tices, then issue purchase payment documents. This, of course, does not
mesh well with AID procedures that are designed both to notify the U.S.
businessmen well in advance of a purchase and establish formal contract
terms that are acceptable to both AID and the U.S. business community as
a whole. An effort is being implemented to brief organizations receiving

their first AID allocations and alert them to the preliminary work required
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C. Proposals for New Lcan

Emphasis will be on fundirg of large volume consumables and raw material .
purchases to effect a more rapid disbursement of the bulk of this loan

to provide foreign exchange budgetary support in the near term. Food "
staples and raw materials generally require less preliminary procurement =
lead time, are purchased in large quantities and have short (3-6 months)
delivery items. A small portion of the loan is expected to flow into -
capital goods such as plant machinery and construction equipment. It is
anticipated that there will be some procurements of equipment that will
require extension of residual portions of the lcan. This delay is inherent

in any CIP program where a large loan is spread over a large number of
buyers with diverse requirements.

Their remains some differences of opinion within the GOE on whether the
overall emphasis in utilizing this CIP loan should be directed toward
consumable food products or industrial raw materials, spare parts and
other equipment needed tc revitalize and stimulate overall industrial pro-
duction. USAID will take all necessary steps to close this gap prior to
loan negotiation so that firm allocations to purchasing Ministries can
then be promptly made. Pending that resolution, we are estimating that
the commodity composition under the proposed CIP loan will be approxi-
mately the following:

a. allocations for consumer requirements,
including vegetable oil, corn,

and tobacco $170 million

b. industrial raw materials and spare parts such as
tallow, kraft paper, wood pulp, iron and steel,
machinery spares, coking coal, etc. $170 million

c. capital goods of a relatively simple variety, for
which procurement can be readily expedited, including
trucks, electrical cables, construction machinery, -
compressors, welding equipment, etc. $ 75 million
d. allocations to private sector, primarily for build- -
ing materials and industrial spare parts $ 25 million

$440 million



25~

This loan, which is almost equal in size tc the entire previous CIP pro-
gram, will put emphasis on funding a largm volume food staples and raw

EEa i, s,

materials and will make increased use of negotiated procurement proce-

o e R

duxes where fea51bL§.m Furthermore, although there will be contlnulng R
“heed to fund some long lead-time capital goods, we intend to minimize long
duration capital goods purchasing by emphasing, where possible, repeat
purchases of equipment already defined and successfully purchased, thus
cutting procurement leadtimes. However, the terminal disbursement date
for this loan should be established 24 months from the date Conditions
Frecedent are met in order to give sufficient time to procure the capital
goods which will be bought. One of the most difficult drawbacks to pro-
curement of capital equipment has been that equipment needed to improve
production in almost any sector has a long procurement production delivery
leadtime. Much is custom manufactured or produced only on order. Buyers
with a need for equipment that requires 18 months for delivery are pre-
cluded from participating because the initial purchase preparation lead-
time, coupled with suppliers' delivery times, exceed loan terminal dates.
Although terminal dates are later extended, this additional time often is
provided too late to initiated long leadtime purchases or use residuals
when a planned purchase has to be cancelled and reallocated.

Our initial review of food staples that may be imported include frozen/
canned meat, fish and poultry, since continuing scarcities of fresh/
frozen local and imported meats have resulted in a national restrictive
sales program limiting meat sales to three days a week. Since these items
normally are ineligible except with preapproval by AID, we may request
that frozen and canned beef, mutton, poultry and fish be given approval

at the PAAD stage for inclusion in order to gain time at the implementa-
tion stage.

Previous loan restrictions limiting application and commodity eligibility
will be eliminated, thus broadening this loan to allow all AID Commodity
Eligibility List commodities to be rocutinely eligible.

Under the last commodity loan, Loan 263-K-036, the GOE began an effort to
make AID-financing available to the private sector. $10 million has been
allocated directly to the private sector for commodity imports, and pro-

cedures are being restablished to provide the greatest possible latitude

to the private sector consistent with AID Regulations.

The GOE indicates increasing interest in providing additional funding for
the private sector. Future allocations are being contemplated and we an-
ticipate that $25 million of this loan will be allocated solely for private
sector uyse. Discussions with the GOE point to a positive and practical
attitude among officials to furthering private sector participation. En-
trepr¥eneurs indicate needs for dealer stocks of spare parts, off-the-shelf
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cquipment, tool:s, raw materials, and industrial machinery. 'The GOE ad-
visces that allocations should include construction materials and hardware
necessary to assist the expansion of the private sector industrial and a

service facilities. The principle GOE gquideline for private sector loan
usage will be development of production and essential services with a o
marked interest in assuring allocations do not stimulate luxury imports. =

Initial planning on private sector implementation is that AID letters of
commitment will be established through normal commercial banking channels.
Purchase proposals will be reviewed by a central office within the GOE and
when the buyer receives GOE approval the purchase will be conducted along
nermal AID Regulation I procedures with prepurchase advertisement, solici-
tation, selection of a supplier and issuance of an AID financed letter

of credit. Subject to the normal controls and requirements of AID eligi-
bility and price review at the Form 11 stage a minimum of $10,000 per
ransaction will be Waintained. ‘ T T

T e e S o1

- i

<

D. Required Steps to Expedite Utilization

It is estimated that $100-200 million can be disbursed and have substantial
effect by December 1977.

Anticipated utilization of this loan and prior CIP loans (on a letter of
credit basis) is projected in the following table:

CY 1977 CY 1978 CY 1979
Prior Loans $150 million $174 million $ 50 million
This Loan $150 " $225 " S 65 "
Total $300 million $399 million S115 million

This utilization and its budgetary support =ffect will not be possible if
the loan itself or its preliminary approval by AID and the GOE are slowed T
by lengthy administrative procedures. Thus,

a. the loan paper and PAAD require immediate approval; -

b. the GOE must sort out its priorities and should allocate the loan
prior to implementation to enable users to begin processing
purchases;

c. the GOE must speed ratification of the loan by the People's Assembly,
a GOE requirement prior to completing Conditions Precedent, must be
accomplished;



d. the GOE must establish a system to review all applications for

foreign exchange to assure that imports are financed through
the CIF wherever pessible;

€. USAID must expand the Eligible Commodity List to include all
AID eligible commodities; and

f. AID must expedite purchase requests and waivers, especially
relative to new classes of purchases requiring clearances and
approvals from other U.S. Government Agencies.

V. Impact on U.S. Balance of Pavments

The long-term impact on the U.S. balance of payments will be favorable be-
cause this loan will be spent on U.S. goods and services. This loan will
continue to pErmit U.S. suppliers/exporters to re-establish old trade re-
lationships and create new ones for industrial raw materials and materials
and commodities essential for increased agricultural and industrial pro-
duction, and will continue to enhance the expansion of the U.S. export mar-
ket in Egypt. Furthermore, future follow-up orders for machinery and spare
parts will result in additional U.S. exports on a commercial basis.

As an indication of the potential impact, Egyptian imports from the U.S.
in 1976 (net of PL 480) were about $650 million. The provision of this
loan for $440 million will enable U.S. exporters to expand significantly
the range and magnitude of commodities exported to Egyut.

VI. Recommendations

It is recommended that a loan to the GOE of $440 million ($440,000,000) be
authorized for financing imports of selected agricultural, industrial,
and consumption commodities and related services on the following terms:

a. 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) vears.

b. Interest in U.S. dollars of two per cent (2%) per annum during
the grace period and three per cent (3%) per annum therecafter.

c. Procurement with lcan funds from the United States.

d. The terminal date for disbursement shall be twenty-four months
following the satisfactory meeting of €onditions Precedent.

e. Frozen and canned beef, mutton, poultry and fish, in addition to
the items appearing on the AID Commodity Eligibility Listing,
Schedule B, shall be eligible for financing.
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SUPPORTING ASSISTANCE

Technical Assistance Projects

Technology Transfer & Manpower Development
Tecihinical and Feasibility Studies

Water Use and Management

Improvement of Rural Health Services
Development of Rural Villages

Integrated Social Work Training Center

Family Flanning

Suez Canal Clearance

Port Said Minefield Sweep
Scientific Research Mgmt.
Ag. Development Systems
Poultry Development

Rice Research

Helicopter Transfer

TOTAL

Capital Assistance Projects

Ismailia Power Plant (G)

Suez Cement Plant (G)

Heavy Road Construction Equipment (G)
Electric Power Distribution Equipment (G)
Grain Storage and Distribution

Grain & Vegetable 0il Storage & Distr.
Accelerated Tile Drainage

Cavgo Handling Equipment (Port of Alex.)
Gas Turblne Power

Bank of Alexandria /Industrial Credit)
Mahalla Textile

Water and Sewage Systems

Irrigation Canal Maintenance Equipment
Synthetic Fiber Production (Rayon)
Synthetic Material Production (DMT)
National Energy Control Center

TOTAL

Commodity Import Program

TOTAL SUPPORTING ASSISTANCE PROGRAM

PL 480 PROGRAM

A. Title I

Interim FY 1977
FY 1975 FY 197€ Quarter Proposal
1.0 2.0 2.5
1.0 8.0 7.0 12.0
1.5 1.0
1.8 2.1
1.0
1.0
3.0
14.5
2.7
3.9
2.5
0.6
0.4
1.2
17.7 16.0 7.0 30.0
99.0
90.0
1.6 4.0
30.0 40.0
44.3
55.0
31.0
31.0
50.0
32.0
95.0
40.0
40.0
15.0
40.0
24.0
84.3 429.0 28.0C 230.0
150.0 250.0 65.0 440.0
252.0 695.0 100.0 700.0
112.0 173.1 28.6 197.2



TABLE II. GROSS NATIONAL PRODUCT AT CURKRENT PRICES
BY KIND OF ECONOMIC ACTIVITY

(In millions of Egyptian pounds)
(Current Prices)

- 1973 1974 19751/
Commodity Sectors: 1914.8 2305.7 2704.1
Agriculture 10€2.4 1280.0 1406.9
Industry, Petroleum and Mining ©689.5 842.8 S94.8
Electricity 44.8 48.0 71.9
Construction 118.1 134.9 230.5
Distribution Sectors: 507.9 633.9 762.7
Transportation, Communication
and Storage 158.6 167.4 224.2
Trade and Finance 349.3 466.5 538.5
Service Sectors: 992.3 1050.8 1142.1
Hous ing 124.0 127.1 130.0
Public Utilities l16.1 17.4 17.8
Other Services 852.2 S506.3 995.3
GDF at factor cost: 3415.0 3990.4 4609.9
Net indirect taxes: 341.8 78.4 43.5
GDP at market prices: 3756.8 4068.8 4653.4
Net factor income: -27.9 -35.0 +16.2
GNP at market prices: 3725.9 4033.8 4669.6

3 1/ provisional estimates.



TABLE III. EGYPTIAN

SHARE IN

90-100%

INCOME DISTRIBUTION
INCOMES RECEIVED BY DIFFERENT
INCOME STRATAS

Share of Income Received

Rural Urban
5.0% h.0%
6.5 5.0
6.5 6.0
7.0 6.5
8.0 7.0
8.5 8.0
8.5 9.5

10.5 10.5

12.5 16.0

26.0% 27.5%

Best Available Copy

TABLE IV. PATTERNS OF CONSUMPTION FOR EGYPTIAN HOUSEHOLDS

rains and Starches

ther Food

lothing

ousing & Consumer Durables
ealth, Education & Culture
ther

Total

Twenty-Fifth Percentile

Seventx-Fifth Percentile

Rural
22.3%
Ly,
10.
1k,
1.
9.

O =\ W

100.0%

Urban Rurgl

13.4% 17.1%

L1.L 41.1
12.9 10.7
17.9 12.2

3.2 2.2
11.2 16.7

100.0% 100.0%

Urban



TABLE V.,

ESTIMATES OF STAPLE FOOD CONSUMPTION PER CAPITA

(Kilograms)
Items 63/64 64/65 65/66 66/67 €7/68 68/69 69/70 70/71 71/72 1973 1974 1975
Wheat S™i17.7 115.5  106.1  109.4 107.2 110.3 111.3 118.2 120.3 114.1 115.3 119.¢
Flour 8- 15.4  11.3  17.
Nili Maize o 74.8 71.5  69.7 76.4  68.3 70.1  63.7  67.5  64.0 69.3 77.4  80.:
Maize % 24.0 18.8  25.4 26.5  26.2 25.1  12.3  23.2  22.2 21.6 20.4  20.°
Barley C_U 1.7 2.0 1.3 1.5 2.3 2.6 1.8 1.4 2.0 1.5 1.3 1.3
Fice E 31.1 35.2 25.6 20.8 22.1 25.0  18.4 31.4 30.6 33.5  35.3  36.:
Beans é 7.5 8.4 7.4 9.6 3.5 4.8 6.4 4.6 7.3 6.9 7.9 9.2
Lentils ‘IJ; 1.5 1.6 1.9 1.4 1.1 1.1 1.1 1.7 1.5 2.2 1.8 2.2
Sesame £ .1 .1 .1 .06 .06 .03 .1 .1 .1 1 .2 .2
Meat & Chicken  10.3 6.3 6.5 7.6 7.5 7.2 10.9  10.9  11.0 12.6 13.8  13.3
Fish 5.0 5.5 5.5 5.5 4.5 2.9 3.4 3.3 3.2 3.5 3.7 4.1
Eggs 1.3 1.2 1.2 1.2 1.2 1.3 1.4 1.4 1.5 1.6 1.7 1.7
Jegetables 174.9 140.6 147.5 135.5 133.5 153.5 148.9 140.3 137.0 153.4 158.8 158.1
ruits 31.2 25.2 25.6 24.0 27.7 24.9  26.6 21.1 34.9 37.0 39.3  39.9
ca 9.0 1.1 1.0 1.1 .7 .7 .7 .7 .7 7 .7 1.0



3/
Financing Requirement 1973 1975 1976 1977
Trade Balance -668 -2,768 -2,460 -2,700
Exports, fob 1 1,010 1,523 1,840 2,300
Imports, cif 1/ -1,678 -4,341 -4,300 -5,000
Net Services and Transfers 13 370 844 930
Service Receiptsl/ 424 1,080 1,664 T1,97%
Service Payments -417 -800 -89¢6¢ -1,120
Net Private Transfers 6 90 76 75
Current Account -655 -2,398 -1,616 -1,770
Debt Servicing -187 ~-911 -797 -=1,550
Long Term Amortization -131 ~-287 -186
Suppliers Credit =279 -280 -311
Credit Lines (net change) +223 ~-344 -300
Financing Need -842 -3,309 -2,413 -3,320
1/

TABLE VI.

Balance «f Payments
(¢ Million)

Does not include own exchange imports or their financing -

largely through workers' earnings abroad.

Both Arab and non-Arab loans are included under
non-Arab assistance in 1973.

Based largely on recent IBRD estimates.




TABLE VI. (Cont.)

Balance of Payments
($ Million)

3
.I. Financing Available 1973 1975 1976 1977—/
Arab Financing 785 2,850 1,250 2,060
Direct Grants 730 986 580)
Bank Deposits 55 1,366 200) 1,810
Loans to Government and Central Bank 2 498 100)
GODE Loans and Guarantees - - 250 250
Other /Unaccounted For - - 120
Non Arab Financing 2172/ 306 531 860
AID 16 115 350
PL-480 55 182 200
IMF -30 144 150
IBRD 30 40 85
Other 235 50 75
Commercial Credit lel 363 703 400
Suppliers Credit 16l 363 339
Other ' 64
Increase in Arrears 300
Other -311 ~-233 -88 0
Total Financing Available 852 3,286 2,411 3,320
Errors and Omissions -10 +23 +3 ]

1/ poes not include own exchange imports or their financing -
largely through workers' earnings abroad.

j:/ Both Arab and non-Arab loans are included under
non—-Arab assistance in 1973.

3/ Based largely on recent IBRD estimates.



TABLE VII.
COMMODITY COMPOSITION OF IMPORTSW

(1o millions of doliars)

1975
Fuels $266
Crude petroleum 183
fetroleum products 8
Coke and coal 75
Primary commodities $738
Wheat 542
Tobacco 52
Maige : 69
wWool 16
Sesame 6
Other 51
Intermediate commodities 51578
Animal fats and vegetable oils 345
Chemicals, n.i.c. 253
Unwrought, waste and scrap metals s
Iron and steel 260
Dvestuffs and coleoring 47
wWood 117
Faper and paper products 140
Fertilizers a5
Flectrical products 53
Rubber and rubber products 35
Oils and wax 23
Other 163
Capirtal commodities $664
Automobi les 247
Other transportation 33
Textile machinery 49
Electrical products 656
Earth moving equipment 38
QOther 230
Consumer commodities $680
Durables 126
Automobilies and motorcycles (77)
Radio and television (15)
Other {34)
Nondurables 554
Wheat flour {119)
Sugar (105)
Tea (32)
Cotfee and cocoa {10)
Meat, fish and poultry (58)
Beans and lentils (37)
Medicines (17)
Disinfectants and insecticides {85)
Paper and paper products (34)
Other {57}
Total $3,925

*These data are based on customs records, and hence differ from the halance

-



)| oot | aovemeer L. i3/0 JOLi -1

6C{1) - COUNTRY CHECKLIST

below are, first, statutory criteria applicabie generaily to FAA funds, and then criteria
ible to 1ndiv1dua] fund sources: Development Assistance and Security Supporting Assistance

VERAL CRITERIA FOR COUNTRY

FAA Sec. }16. Can it be demonstrated Not all conter ated assistance will
that conterplated assistance will directly directly benefit .ne needy. The Department

benefit the needy? If not, has the : ;
, St as made . 1ination that
Department of State determined that this of State has made no deterninet ]

aovernment has engaged in consistent the GOF has engaaced in a aross vioclation
pattern of gross violations of inter- of human riahts,
nationaily recognized human rights?

FAA Sec. 481. Has it been determined that No.
the qavernment of recipient country has

failed to take adequate steps to prevent
narcetics drugs and other controlled

substances {as defined by the Compre-

hensive Drug Abuse Prevention and Contro)
Act of 1970} produced or processed, in

. ;
whole ov in part, in such country, or B t A I bl ‘ : py
transported throuah such country, from es val a e O

being soid illegally within the juris-

diction of such countrv to U.S. Government .
persennel ¢ their dependents, or from

entering the U.S. unlawfully?

FAA Sec. 70 a). Does recipient country No instance of any such present course
*”P\Q‘dix{ﬂﬁntefO Cuba or fail o of conduct is known.

(ke anpropriate steps to prevent ships

or aireraft under its flag from carrying

careoes to or from Cuba?

FAA Sec. t70{b). If assistance is to a The Sccretary of State has se determined.
qoverneent. has tne Secvetary of State

dotersiined that it 3s not controlled by

the ‘nfernut1ona1 Communist movement?

. 000y, If assistance is to None of the known claims c©f anv US citizen
n\u:nmrt 1s the cavernment liable as asserted acainst the GCE meets the criteria
Aentey teconditicenal cuarantor
cebtor or wecenditional fuw antar onoany of this section. In anv event, Eqypt part-
cebi to a UVUS) citiren for goods or D ST T
sorvices furnished or ordered wheve {a) 1c1patec with the USC in & 10int commission
scn cm‘:m*haaexhumtmfavaﬁab1e to discuss debts of Eavpt teo US citizens
3 A - N + 3 - 3 < - : —~
eadd o rere.aes ana by dedt s not denied and has aareed with the USCG on an amount
or contested by such government? L. . . -
or contested by such g which the GOE will pav to settle these
FAS Sec. sod(e) (11, If assistance is %o debts. )

a aovernrert, has it {including government
agencies cor subdivisions) taken any action
which has the effect of naticnalizing,
expropriating, or ntherwise seizing

The Secretarv of State has determined
that Eaypt's agreement to estaklish a

ownership or control of property of U.S. Joint Commission to discuss compensation
citizens or entities beneficially owned of American nationals constitutes taking
by them witnout taking steos to discharge appropriate steps for the purvose of this
its ohiigations toward such citizens or )
; section.

entities?



il.

t AN N f\.‘dg;?); ,ﬂ'\;\i!. S T, is
reg {-'p!l'f'r’ a-\‘-n‘n{r,\‘ A Compunicd countr 1
WilT assaistance be provided ta the
Jemacratic Republic of Vietnam {North

Vietnam), Scuth Yietnam, Cambodia or Laos?

FAA Sec. 629%11: Is recxﬂweﬁt country in
any way involved in (a) sulversion of, or
mlitary agqressign aga.“gt, the United
States or any country ro ceiving U.S.
assistance, or (b} the planning of such
subversion or aggression?

. _€20(11. Has the country per-
g ¢, or faried to take afequate
meastures to prevent, the damage or
gestrinotion, by meb action, of U.S.
properiy?

FAAL Sec. 0'1421- if the country has

fatied to 1nstitute the investment
guaranty prouram for the -recific ricks
of expropriation, inconvert: bility or
confiscation, has the AID Administrator
within the past year considered denying
assistance to such yovernment for this
reason?

SN JFishermen's Protective
. if country has soiz ed, or
Cam peralty or sanction ~nainst,
! tosinng activities in inter-

n!‘] waters,

oL hasoany deduction requived by Fisher-
men’s Protective Act been rade?

o has compiote dental of assistance
been considered by AlD Adminisztrator?
FAA Sec. 6J0ia); App. Sec. S04. {a) Is
the qovernment of tre recipient country
in cefault on interest or principal of
anmy ALG lear to the countryv? {p) Is
counrtrr an derault exceeding cne year an
miorest oy secdingirai o on oL, loan under
yroraras for o utach Ann o et arprenrriates
ariter 67~ﬂut9d

tunds, unless debt was
el

. .
or apyropriate steps taken to cure defau1t7

FAL _f‘z . j What porcentane of
country ( 1s for military expendi-
tures:  How ruch of 'oro;gw €achange

YPCOJY(0§ <pert on r Titary oauipment?
How much

Spent tor the purcnase of
sophisticated weacﬁns systems?  (Considera-
tion of these points is to he coordinated
witn the Bureay for Prograrm and Folicy

q

coordination, Reaicra. Coordinators and
Military Assistance Staff (PFC/RC).)

Best Available Copy

AR I S E R ST A S ST S L Y

The Tresident has not determined tha
the recipient countrv is involved :in
such conduct. -

The President, in accordance with th
requirement of section 62C(3), has

considered terminating assistance to
Ecypt and has determined that nc suf
reason exists not tc furnish the ass
Eavnpt has reactiviated its Investmen

P

Cuaranty Aagreement with the .S,

Ne instance of anv such seizure or
imposition of such penalty or f
sanction is now known.

Not applicable.

Not applicable.

4

Yo such default exists., Reconciliat

ic
taking palce between the bocks of AI

o)

the Government of Eaypt in regard to
very minor amounts.

The Tresident has taken into account
of the listed considerations as toc o
militarv expenditures bv the COE and
determined that these do not inhibit
aid to Egvpt but rather that the pro
program contributes to the underlvin
of the FAA which seeks t0o reduce arm

and to stimulate economic developmen



ERRATA

Egvpt, FY 1977 Coumodity Import Program Loan Paper

The following paragraph is added on page 27 of the loan paper
as paragraph VI and the existing paragraph VI (Recommendations)
is renumbered as paragraph VII.

VI. Use of CIP Generated Local Currency

Egvptian pounds generated by this loan will be utilized
for general GOE expenditures. As a matter of policy, AID does
not plan to involve itself in the Egyptian Governments budgetary
process by participating in the programming of the local currency
proceeds. AID looks to the IMF and IBRD with respect to recommend-
ing corrective monetary and fiscal measures. Egvpt is an excess
currency country and sufficient funds are available for local USG
requirements. To date, the availability of local currency to support
AID projects and programs has been met by t'e Government of Egypt.
In recognition of budgetary constraints, AID is working closely with
the GOE to assure that local currency requirements for projects will
be provided on a timely basis.



ERRATA

Egypt, FY 1977 Gommodity Import Program Loan Paper

I+ Page 2. Delete the words 'and USG'" from the second sentence
of tne first full paragraph.

2. Page 25. Delete the second paragrapli.

3. Page 27. VUnder paragraph VI, Recommendations, delete sub=-
paragraph e.
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) MANDBOOK 3, App 6C ' 3: tiovember 10, 1976 6C{1)-3
Y4, FAA Sec. 620(: Has the country severed 1 uvpt severed Jiplomatic relations with
D EE. SO At . . . t - - 3
gipiomatic reiations with the United the U8, in 1967, Diplomativ relations

States? if so, have they been resumed . Cy .
; T ’ W e canymed. New birlateratl
and have new bilateral assistance aqree- have now been resumes *

15.

16.

17.

18.

19.

FUND NG o

.

ments been negotiated and entered into
since such resumption?

FAA Sec. 620{u). What 1s the payment
status of the country's U.N. obligations?
If the country is in arrears, were such
arrearages taken into account by the AID
Administrator in determining the current
AID Qperational Year Budget?

FAA Sec. B20A. Has the country granted
sanctuary from prosecution to any indivi-
dual or group which has committed an act
of international terrorism?

FAA Sec. oub. Does the country object,
on basis ot race, religion, national
origin or sex, to the presence of any
officer or employee of the (.S. there

to carry out economic development program
under FAA?

FAA Sec. c6S. Has the country deliverad
or recewved nuciear reprocessing or
enrichment equipment, materials or
technology, without specitied arrange-
pents on safequards, ete,?

FAA Gec. an1 0 Has the country denied its

«:tizens the right or opportunity to
emigrate?

RITERIA_TOR COUNTRY

Develepment Assistance Country Criteria

a. FAA soc. 102{c), {d}. Have criteria
been estatlished, and taken into account,
teoassess commitment and progress of
country an effectively involving the

poor in development, on such indexes as:
{17 small-“arm labor intensive agri-
cuiture, (2} reduced infant mortality,

(3} population growth, {(4) equality of
1ucoime distripution, and (5) unemployment.,

b FAA secl 208{B)(5), {7) & (&),
2on, Ay, )
which country is:

Sec.
fJescribe extent to

(1) Makinn appropriate efforts to increase
foed production and improve means for
food storaqe and distribution.

Creating a favorable climate for
foreign and domestic private enter-

et Y 2% 2 wnrd v em ks e e

hitve boeen ontereoed

into since such resumption.

assistance aareement s

qupt‘has paid all of its cutstanding
U.N. obligations.

No.'

No.

No.

Not aprlicable.

‘Best Available Copy
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1b
(3) Increasing the public's vole in the
developmental process.,
{4) (a) Allocating available budgetary
resources Lo development.,
{(h) Diverting such resources for
unnecessary military expenditure and
intervention in affairs of other free
and independent nations,
(5) Making economic, social, and political
reforms such as tax collection improve-
ments and changes in land tenure
arrangements, and making progress
toward respect for the rule of law,
treedom of expression and of the press,
and recoenizing the importance of
individual freedom, initiative, and
private enterprise.
(6) Utherwise responding to the vital
economic, political, and social con-
cerns of its peop1e. and demonstrating '
a clear determination to take effective
self-help measures.
C. ./\f\ bt’(’ ’_;_C?_Lt ]}i_a Is the
country amony the O <ount;1es in which )
development assistance loans may be made .
in this fiscal year, or armong the 40 in
which development assistance arants
(other than tor self-help projects) may
be made?
.
d. 1AM §£&.,lj’ Will country be
furni<hed, in same fiscal vear, either
securily Supporiing dassistance, or B t A 'I bl C
Middle Last peace funds? If so, is es Val a e 0py
assi<tance for population programs,
human) tarian aid through international
orgatirations, or recional programs?
2. Security Supparting Assistance Country

Erltor1a

a. FAMN Sec. BO7B. Has the country (1) No.
enua 'J In a consistent pattern of gross

violations of internationally recognized (2) v
human rights? Is pragram in accordance es.
with policy of this Section?

b. .[Atnfe 531, Is the Assistance to Yes

be furnished to a friendly country, :
organication, or body eligible to

receive assistance?

c. taA Sec. 809, If comodities ave to Not applicable

be granted seo that sale praceeds will accrue
to the recipient country, have Special
Account (counterpart) arrangements been
made?



HANDBOOK 3 app 6C ‘ 3:1 November 10, 1976 5C(2)-1
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6C(2) - PROJLCT CHECKLIST

ted below are, first, statutory criteria applicable generally to projects with FAA funds, and
' project criteria applicable to individual fund sources: Development Assistance (with a sub-
-egory for criteria applicable only to loans): and Security Supporting Assistance funds.

)5S REFERENCES: 1S COUNTRY CHECKLIST UP TO DATE? IDENTIFY, HAS STANDARD ITEM CHECKLIST BEEN

REVIEWED FOR THIS PROJECT?

GENERAL CRITERIA FOR PROJECT.

1.

G

App. Unnumbered; FAA Sec. 653(b)

(a) Describe how Committees on Appropria- (a) An "Advice of Program Change" has been

tions of Senate and House have been or furnished Congress for this Loan. No obliga-
will be notified concerning the project; ) i

(b} is assistance within (Operational tion of funds will occur priot to passage of
Year Budget) country or international Conqressional waiting period.
oraanization allocation reported to (b) Amount to be obligated is within FY 77

Congress {(or not more than $1 million funding levels for Eqypt.
over that figure plus 10%)7 : :

FAA Sec. 611(a){i). Prior to obligation The necessary plans and cost estimates are

in excess of $100,000, will there be (a) completed and .included within the loan paper.
engineerirg, financial, and other plans

necessary to carry out the assistance and

(b} a reasonably firm estimate of the

cost to the U.S. of the assistance?

FAA Sec. t11(a)(2). If further legis-

BAANE . VNer a No further leagislative action is required
Tative action is required within recipient . .

country, what is basis for reasonable to implement the program than action
expectation that such action will be ratifying the signed project agreemént.
completed in time to permit orderly

accomplishment of purpose of the assis-

tance?

FAA Sec. 611(b): App. Sec. 191. If for Not applicable. Project is not for water

water or water-related land resource or water-related land resource construction.
construction, has project met the stan- :

dards and criteria as per Memorandum of

the President dated Sept. 5, 1973 B t A 'I bl C
(replaces Memorandum of May 15, 1962; es Val a e Opy
see Fed. Register, Vol 38, No. 174, Part

111, Sept. 10, 1973)?

FAA Sec. bl1(e}. If ncoject is capital Not applicable. Not a capital assistance
assistance (e.g., construction), and all project.

{1.S. assistance for it will exceed

$i million, has Mission Director certified

the country's capability effectively to

maifntain and utilize the project?
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PAA Sev o 09, 6190 s project suseeptibie

of excoution ay part of recional or multi-
fateral project? If <o why is project not
so executed? Information and conclusion
whether assistance will encourage
regional development procrams. If
assistance is for newly independent
country, 1s it furnished through muiti-
lateral organizations or plans to the
maximum extent appropriate?

FAA Sec. 6801(al; (and Sec. J0i({f) for
development Joans) . Information and
conclusions whether project will encourage
efforts of the country to: (a) increase
‘the flow of international trade; {b) fos-
ter private initiative and cempetition;
{¢) encourage development and use of
cooperatives, credit unions, and savings
and loan associations; {d) discourage
monopolistic mractices; {e) improve
technical efficiency of industry, agri-
culture and commerce; and {f) strengthen

free Tabor unions.

FAM Sec. 621(r). informaticn and con-
clusion on how project will encourage
U.S5. private trade and investment abroad
and enceourage private U.S. participation
in foreign assistance programs (inciuding
Use ot private trade channels and the
services of LS. private enterprise).
FAA Sec o p1l{b) Sec. 636(n). Describe
Steps taken to assure that, to the
maximum extent possible, the country is
contributing local currencies to meet
the cost of contractual and other
services, and foreign currencies owned

by the U.5. are utiiized to meet the cost
of contractual and other services.

AR Sec. 612{(c;. Does the U.S. own excess
oreign currercy arg, if so, what arrange-
ments have been made for its release?

F
s
i

VNG CRITLRIA TOR PROJECT

Deveiopoent Avsistance Project (riteria

a. FAL Sec. P0J0c) Sec. 11T Sec. 23)a.
Extent o whith activity witl ia) effec-
tivels tnvolve the poor in Feveloprent,
bv extending cccess to economy at jocal
tevel, increasing labor-irtensive pro-
duction, sprecding investrent out from
cities to <mari towns and rural areas;
and (b° neip gevelap cooperatives,
eapeciaily by tochnical assistance, to
assist rural and urban poor to help

Y e v i v vy v d b o Yl T S

-;_,MJ.

Not applicable.

a) The program loan will be used.

to finance the import of commo-
dities with the long-term ob- £
jective of increasing Egypt's oV
ability to engage in international
trade. b) Under A.I.D. Reg. 1 pro-
cedures, private initiative and com-
petition will be fostered. <c¢) No
direct impact. d) No direct impact.
e) The purpose of the loan is to
encourage industrial and agricultural
production which involves improvement
of technical efficiency of industry,
agriculture and commerce. f) No

directs impact. A

Reqg. T ensures that there will be
maximum private participation in
transactions financed under the loan.

Inapplicable.

Inapplicable.

Inarrlicable.

Best Available Copy
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b. <iﬁﬁiégg R LA TR RPN S A o 136,
107, s assistarce u.lﬁTR'}‘ﬁuﬁfwaéb?e:
Linciude only applicabie varagraph --
.G, byoetol - wmigh corresponds to
source of funds used. 1Y more than one
tund source is wsed tar project, include

relevant paragraps for each fund source. ]

TY Ty v 4 R
V) LI o agrcultare, rural develop-

Mol or nutrition; 1§ sp, extent to
wWRICh activity is sp pecificaily
dosioned ta %ncrease drocuctivity
ang ncome cf rural poor; r:O3A]-
o aaricul turad research, ié
tLil account taken of needs of small

farmers -

() D104Y for poralat. o planning or
healtng 1f <0, extent o which
activity extends low-cost, integrated
deiivery systers ro nroyide health
and family nlan

te

1)
ranning services,
i areas and poor;

o
_—
-

cducation, aubitc admin-
HUL AN resources

- se, extent to which
winens nonformal

N fﬁ*ma: education

; ally for rurai
fori bres an \1 b sooer, or
pability
e rtutions enabline the poof to
partioapate an development

—
[
~

WS s
e
L
-+
-
-
5
e
P,

Strondibhen, manaagensnt cal

PN

; R T . iyyy S 1
(4) D3] tor tochmical assistance,
eaears b YU(U”\LFU\giDL‘
G Gl ey ah"‘.\‘}ﬁi*"(‘”f, _;‘.r‘ob’u?:rrs;
*+

tent actyv S

-+
—

SRR (%uy(r\;3nn ard Jdevelop-
oegial Ty h 3.5. orivate

: foP’*V“, cr At and inter-
nalional acveiapmen t, xrganizations;

'..’)
S
™ s

boote o heln alleviste erergy prob blem;

B A T B 1"_]. lr\: SV 3 3: an Of
SO LT G roprient yroccsses and
et juts )

g orecunsiructton after natural or
td N3 ade :,-‘,C,.&Sut’!‘;

[P T S A T I

0 for s ectal geveleprent problem,
and t¢ enable proper utilization of
eariier 1. S, infrastructure, etc.,
assistince;

urcan development,
a1t or-intensive
en erpcises, markoting systems, and

I ar other institutions to

—

Best Available Copy
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{5) [107] by grants for coordinated
private effort to develop and
disseminate intermediate technologies
appropriate for developing countries.

C. FAM Sec. 1i0(a); Sec. 208(e). Is the
reciprent country willing to contribute
funds to the project, and in what manner
has or will 1t provide assurances that it
will provide at least 25% of the costs of
the program, project, or activity with
respect to which the assistance is to be
furnished {or has the latter cost-sharing
requrrenent been waived for a “relatively
least-developed” country)?

d. PAA Sec. 110(b). Will grant capital
assistance be disbursed for project over
more than 3 vears?  If so, has justifi-
cation satisfactory to Congress been made,
and efforts for other financing?

e. FAA Sec. 207, Sec. 113. Extent to
which assistance rerlects appropriate
emphas<is on; (1) encouraging development
of democratic, economic, political, and
social dinstitutions; (2) self-help in
meeting the country's food needs; (3)
wmproving availability of trained worker-
power in the country, (3$) programs
desyaned to meet the countrv's health
needs: {5) other amportant areas of
econoniic, political, and sucial develop-
ment, including andustry; free labor
unions, coeperatives, and Yoluntary
Agencres s transportation amd comuniIca-
tion, plannirg and public administration;
urban development, and modernization of
exiating Jaws, or {b) integrating women
into the recipient country’s national
OCONOTY .

T FAY Sec.

_ Describe extent to
which prograr recoanizes toe particular
needa, dessrcs, and capactties of the
peopie of tne country, wtilizes the
countrv's inteilectual resvurces. to
encourrre Institutional developrent:
and supports Civic egudcatton ang training
noshiiTs recaired for eftective partici-
pation o governmental ard political
precesses essential to seif-government.

Best Available Copy



mE RARVEVAYR 3, APP O KERR ’ ! November 10, 1976 lscm,

81

q. FAA Sec ‘{ﬂls )(?)vﬁd) and -{8); Sec

. W)l\v)) Seg REAMCSE (. il_ﬂqﬁm:$i3 . DOES
the activity give reasonable promise of
contributing to the developnent: of
eCONOMIC resources, or to the increase of

. productive capacities and self-sustaining
economic growth; or of educational or
other institutions directed toward social
progress? is it related to and consis-
tent with other development activities,
and will it contribute to realizable
Tong-range objectives? And does project
paper provide information and concliusion
on an activity's economic and technical
soundness?

h. FAA Sec, 201{b)(6); Sec. 211{a)(5), (6).
Information and conclusion on possible
effects of the assistance on U.S. economy,
with special reference to areas of sub-
stantial labor surplus, and extent to

which U.S. commodities and assistance

are furnisned in a manner consistent with
mproving or safeguarding the U.S. balance-
of-payments position,

»

2. Developmen® Assistance Project Criteria )
Qﬁdm~0111 Not applicable.

A, FAA Seo. 201(b)(1).  Information

and concTusion on availability of financ-
10g from other free-world sources,
including private sources within U.S.

b, FAA Sec, 201(b)i2), 20i(d). Infor-
mation and conclusion on (1) capacity of
the countryv te repay the Joan, incliuding
réasonableness of repaymwent prospects,
and (2) reasonahbleness and leaality
(under laws of country and U.S.) of

iending and reiending terms of the loan.

c. FAA Sec. cO?&Sl f lgan is not

made pursuant to a multilateral plan,

and the amount of the loan exceeds

$100,000, nas country submitted to AID - O

an application for such funds toqether B t A I bl C py
with assurances to indicate that funds es Val a e

will be used in an economically and

technically sound manner?

d. FAA Sec. 201(f). Does oroject paper
describe how project will promote the
country's cconomic development taking
into account the country's human and
material ruesources requirements and
relationship between ultimate cbjectives
of the project and overall economic
development?
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e. FAA Sec. 2292(a). Total amount of
money under Yoan which is going directly
to private enterprise, is going to
intermediate credit institutions or
other borrowers for use by private
enterprise, is being used to finance
impoarts from private sources, or is
otherwise being used to finance procure-
ments from private sources?

t. FAA Sec. 6J0(d). If assistance is
for any productive enterprise which will
compele in the U.S. with U.S. enterprise,
is there an aareement by the recipient
country to nrevent export to the U.S. of
more than 20% of the enterprise's annual
production during the life of the loan?

3. Project Criteria Solely for Securit:
Supporting Assistance

FAA Sec. 531. How will this assistance

support promote economic or political
stability?

4. Additional Criteria for Alliance for
Progress

[Note: Alliance for Progréss projects
should add the following two items to a
project checklist.]

a. PAASec. 251(b)(1), -(8). Does
assistance take into account principles
6f the Act of Boaota and the Charter of
Punta del Eute, and to what extent will
the activity contribute to the economic
or political inteqration of Latin
America?

b. FAA Sec. 251(b})(8)}; 251(n). For
loans, has there been taken into account
the effort made by recipient nation to
repatriate capital invested in other
countries by their own citizens? s
Toan consistent with the findings and
recomrendations of the Inter-American
. Committee for the Alliance for Proaress
(now "CEPCIES." the Permanent Executive
. Committee of the 0AS) in its annual

review of national development activities?

This assistance will promote ec
stability by providing vital fo
exchange required for Egypt's e
development, thus promoting eco
and social stabiiity.

Not applicable.

Best Available Copy
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6C{3) - STANDARD ITEM CHECKLIST

isted below are statutory items which normally will be covered routinely in those provisions of an
ssistance agreement dealing with its implementation, or covered in the agreement by exclusion (as
here certain uses of funds are permitted, but other uses not).

hese 1tems are arranged under the general headirgs of (A) Procurement, (B) Construction, and
@) Other Restrictions.

Procurement

3
£ 3

v

e

1.

FAR Sec. 602, Are there arranjements to Procurement
permit U.§. smali business to participate
cquitably in the furnishing of goods and
services financed?

FAA Sec. 604{a). Will all commedity
procurement financed be from the U.S.
except as otherwise determined by the
President or under delegation from him?

Yes.

FAR Sec. o03(d). If the cooperating Yes.
country discriminates acainst U.S.

marine insurance companies, will agree-

ment requirs that marine insurance be

nlaced 1n the U.S. on commodities

financed?

FAA Sec. 664¢e). If offshore procure-

ment ot agricultural comendity or There will be no
product s Lo be financed, is there

provision against such procurement when

the domestic price of such cormodity s

Jess than parity?

FAA sec. s0nal. Will Uos. Government Not applicable.
PXCRSL Perso il property bo utilized
whorever practicable in Tieu of the

.Y

procurement of new items?
MMA Sec . 9t nY. o (a) Comditance with Yes.
regiirceent dnat at ieast 50 per centum

of the grose tenngoe of cermadities
ccomputed <eparately for dry bulk
carriers, dry caruo liners, and tankers)
firanced shail be transpor-ted on privately
cwned U.S.-flag comrercia. vessels to the
extent that such vessels are available

at fair and reasonable rates.

FAA Sec. 621, If technical assistance Not applicable.
1s financed, will such assistance be fur-

nished to the fullest extent practicable

as goods ana professional and other

of goods and services will
be pursuant to established AID regulatis

such procurement.

services from private enterprise on a Best Available Copy

contract hasis? If the facilities of
other Federai agencies will be utilized,



are they particularly suitabie, not
competitive with private enterprise,
and made available without undue inter-
ference with domestic programs?

8. International Air Transport.
Competitive Fractices Act

Fair
1974

If air transportaticn of persons or
property is financed on grant basis, will
provision be made that U.S.-flag carriers
will he utilized to the extent such
service is avaiiable?

1. FAA Sec. 601(d). If a capital {e.q.,
construction) project, are engineering
and nrﬁfessmona1 services of U.S. firms
and their affiliates to be used to the

maximum extent consistent with the
national interest?

2. FAA Sec. 611{c]). If contracts for
construction are to be financed, will
they be let on a competitive basws to
maximum extent practicable?

3. FAA Sec. 620{k}. If for construction
of produc?ive enterprise, will aggregate
value of assistance to he furnished by

the U.S. not exceed $100 million?

Other Restrictions

1.0 FAA tev ‘J\( V.o 16 development Yoan,
ve 1nfc»51t rate at least 2% per annum
during arvace period and at least 3% per
anaum theveattor?

2. FA Sec. 3ulid). if fund is establiished
sWTb=y by ULS. contributions and adminis-
tered by onointernational organization,
does (emptroller General have audit
rights?

5. FAA Sec. 020(n). Do arrangements

preclude sromoting or assisting the
foreign axd projects or activities of
Communist-Bioc countries, contrary to
the best interests of the U.5.7

4. FAA Sec. €36(1). Is financing not per-
mitted to be used, without waiver, for
nurchase, long-term lease, or exchange
of motor vehicle manufactured outside
the U.S. or guaranty of such transaction?

Best Available Copy

Yes.

Not applicable.

No construction is to be financed.

Not applicable.

Not applicable.

Not applicable.

Yes. Necessary determinations under -
620 (h) will be issued. :
el ]
P
e

Financing is not permitted toc be used :
for such purposes.
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5. Will arrangements preclude use of
financing:

a. FAA Sec. 114. to pay for performance

of abortions or to motivate or coerce Yes,
persons to practice abortions?

b. FAA Sec. 620(g). to compensate

Yes.
owners for expropriated natlona1xzed €
property?

c. FAA Sec. otQ. to finance police Yes.
training or other law enforcement

k assistance, except for narcotics
programs?
d. FAA Sec. 662. for CIA activities? Yes.
e. App. Sec. 103. to pay pensions, etc., v
for military personnel? es.
f. App. Sec. i06. to pay U.N. assess- Yes.
ments?
a. App. Sec. 107. to carry ocut provi- Yes.
sions of FAR Sections 209(d) and 25V(h)?
(transfer to multilateral organization
for tending}.

\ h. App. Sec. 501. to be used for Yes

pubiicity or propaganda purposes
within U.S. not authorized by Congress?



