ACTI ON MEMORANDUM FOR THE M SSI ON DI RECTOR

FROM SO 1 Team Leader, Paul Deuster
SUBJECT: Approval of Private Sector Commodity | nport Program PAAD
(263-K-636) - Increase in FY 1997 Obligation by
$50, 000, 000
Pur pose: Your approval is required for the addition of

$50, 000,000 to the Private Sector Commodity I nport Program ( PRCI P)
PAAD (263-K-636) for obligation in FY 1997.

Di scussi on: The PRCI P was approved in FY 1995 for
$600, 000, 000 with planned obligations of $200, 000,000 per year for
FYs 1995, 1996 and 1997. The first obligation occurred on August 12,
1995 for $200, 000, 000 (PAAD no. 263-K-632). The second obligation
(PAAD no. 632-K-633) was on July 21, 1996 for an additional
$200, 000, 000. A third obligation (PAAD no. 632-K-636) of
$200, 000, 000 is also scheduled for FY 1997. This anendnent of
$50, 000,000 will increase the Programto $650, 000, 000.

Current demand for funding under the PRCIP is approaching the
$250, 000, 000 per year pace. Demand renmains strong and there is
expectation that sone critical procurements by the private sector in
support of new investnment activities (e.g. environment and tourism
may be about to materialize. In order to accommopdate the increased
demand in areas of strategic inportance to the M ssion, $50, 000, 000
of FY 1997 funds will be programmed to the PRCIP. The demand for
PRCI P funds exceeds the ampbunt available just prior to the new
obligation, so the addition of this obligation should snooth
operations of the activity and avoid the usual end of year
di sruption. The PRCIP continues to denonstrate evidence of wi der
participation by an enthusiastic and growi ng private sector
community. Recent data show increases of up to 30 new Egypti an
i mporters per quarter.

The M ssion's Strategic Plan includes the use of the PRCIP
activity in achieving its first Strategic Objective "Accel erated
Private Sector-led, Export-oriented Economc Gowh". In the
Strategic Plan the PRCIP is included for the entire |ife of Strategic
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Obj ective (FY 2001) at the $200, 000,000 per year level. Early in FY
1998 Strategic Objective Team No. 1 plans to design a new Results
Package, to allow the continuation of this activity through 2001.



Basic Terms of Approval:

Pur pose: To expand and deepen financial services.
Conpl eti on Dat e: Sept enber 30, 2000

Pl anned Fundi ng: $650, 000, 000 (Grant)

FY 1997 bligation: $250, 000, 000
(The total of this action for $50, 000, 000
and a prior obligation of $200, 000, 000.)

Aut hority: M ssion Order 5-4 dated March 25, 1997, Section
6, provides that the Mssion Director may determ ne the approver of
RPs and anmendnments. The M ssion Director has not del egated the
approval of CIPs and therefore retains the authority to approve this
PAAD for the Private Sector Commodity Inport Program

Recommendat i on: That you sign bel ow approving this fourth

obligation (third anmendnment) to the Private Sector Commmodity | nport
Program

Approve

Di sapprove

Dat e

Cl ear ance:
OD/EG CM A. Laemmer zahl
(A)OD/ISCS/ SIS, T. Dailey
A/ OD/ PROC, A. Terio
A/ OD/ LEG, J. Doyl e
FMFA, M Mtta
DD, T. Christiansen-Wagner

The M ssion Controller has reviewed and concurs with the proposed
met hods of inplenentation and financing.



Robert Bonnaff on,
AD/ FM

PROGRAM ASSI STANCE APPROVAL DOCUMENT (_ PAAD)

PRI VATE SECTOR COWMODI TY | MPORT PROGRAM ( PRCI P)

PROGRAM NO. 263- K- 636

|. Summary: This Program Assi stance Approval Document (PAAD)
amendment will increase the FY 1997 obligation to $250, 000, 000 for
the Private Sector Commmodity Inport Program (PRCIP). The program was
desi gned and approved in 1995 when the 263-K-632 PAAD was approved
for the initial $200, 000,000 of the planned $600, 000,000 life of
program anmount. \When designed, the programwas to obligate

$200, 000, 000 per year over three years (FYs 1995-97). Current denand
by the private sector for additional credit to inmport goods fromthe
United States has stinulated the USAI D/ Egypt M ssion to increase the
final year of funding from $200, 000, 000 to $250, 000, 000.

| 1. Background: The PRCIP was approved for $600, 000,000 with equal
obl i gations extending over a three year period (FYs 1995-97 at

$200, 000, 000 per year). The planned life of programis approxi mately
five years fromthe date of the initial obligation. The PRCP
finances the inportation of commodities (raw materials, internmediate
goods and capital equipnent) fromthe United States thereby
encour agi ng the adoption by Egyptian busi nesses of products and
nodern technol ogies originating in the United States.

The PRCIP is a key conponent of the USAID/ Egypt M ssion's Strategic
Obj ective No. 1, "Increased Private Sector-Led, Export Oriented,
Economic Gowmh." Mre specifically, the PRCIP contributes to
Internmediate Result (IR) 1.2 "lIncreased Productivity of Private
Enterprise,” and has particular inpact on IR 1.2.2 "Accel erated
Adoption of |nproved Technol ogi es and Managenent Practices"” and IR
1.2.3 "Expanded and Deepened Financial Services."

Hi storically, over a 12 year period, the private sector CIP has
financed the inportation of alnost $1, 700,000,000 worth of products
fromthe U S., or an annual average of approximtely $140, 000, 000.
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Recent trends, however, reveal many positive indicators of program
growth, reflective of the recent rapid growth in the Egyptian private
sector. For instance, program demand is increasing for capital

equi pment as opposed to raw materials and i nternedi ate goods which
were the primary commodities of the earlier CIPs. Also,
accessibility to financing has inproved with the growth in the nunber
of |l ocal participating banks from nine at programinception to 23
today. New program users (inporters) are being attracted at a rate
in excess of 100 per year, a significant portion of the al nost 300
Egypti an inporters who annually access the program The nunber of
annual transactions has now reached an all-tinme high with nore than
700 individual transactions approved during the recent 12 nonth

peri od endi ng January 1997.

Rationale to increase funding for FY 1997: The original program

desi gn projected a strong demand, however, design nmenbers antici pated
t hat $200, 000, 000 per year would suffice during the inplenmentation
period. Program demand, however, has exceeded both design team and
M ssi on expectations. During the past three fiscal years, program
utilization as neasured by the nunber of transactions concurred in by
the Comodity Managenent and Trade Office (CMI) has grown
dramatical ly:

o $84,500,000 in FY 1994 (the final obligation year of the
prior 10-year private sector ClIP progranm;

o $179,500,000 in FY 1995 (the initial year of the current
program ;

o $210, 000,000 in FY 1996.

During FY 1997, transaction concurrences are averagi ng al nost

$4, 800, 000 per week, an annualized rate of close to $250, 000, 000.

The result is a demand that exceeds the resources available to the
program In fact, only six nonths after the nost recent obligation,
the rate of transaction concurrences began to slow as the nost active
banks began runni ng out of funds.

The CMI Office needs to increase the availability of funding to the
PRCI P so that current demand can be net and new areas of program
activity can be actively promoted. |In order to avoid the ups and
downs of programactivity that reflect the ebb and flow of currently
obl i gated program funds, an additional tranche of $50, 000,000 would
hel p satisfy the i medi ate program demand of the participating banks
and enable the Mssion to pursue a wider array of priorities recently
identified within the strategic objectives of the Mssion's overal



devel opnment program

Current programternms provide enhanced financing terms to Egyptian
busi nesses that predom nantly export their products and to Egyptian
busi nesses inporting equi pment for use in selected | ess-devel oped
Upper Egyptian governorates. This conplenments and supports present
Gover nnment of Egypt (GOE) devel opnmental priorities. New GOE
priorities include and target eco-tourism environnental technol ogies
and | and recl amati on devel opnment in the New Vall ey Governorate.

These newly expressed priorities are already attracting substanti al
interest fromU S. firns that carry a technol ogical edge in such
sectors. Simlarly, by nature and extent of the devel opnental need
in such areas as eco-tourism |and reclamtion and the environnment,
many of the necessary commodity inputs represent |large investnents in
capital. W anticipate that the thirst for investnment financing by
the Egyptian private sector will significantly increase as these
sectors are devel oped by the GOE and new technol ogies are introduced
by busi ness.

A further factor in the increased programdenmand is the success of
the GOE in privatizing many of its public sector organizations.

| ncreasingly, public sector conpanies are successfully being
privatized and are establishing their presence in the private sector
mar ket pl ace. The PRCIP has al ready provided financing to several of
the recently privatized | and reclamati on conpani es now operating in
the | ess-devel oped governorates of Egypt. |Investnments by these | and
reclamati on conpanies in capital intensive heavy machinery and

equi pment is expected to continue and represents an anti ci pated
sust ai ned future demand for program funds.

Wth the present rate of program demand exceedi ng avail abl e fundi ng
levels, it is inmprudent to nove forward with new pronoti onal
activities intended to introduce the PRCIP to prospective new users
in the areas of developnent priority indicated above. [1f, however
addi ti onal funding could be nmade avail abl e USAI D coul d aggressively
expand the pronotional cal endar to include private sector businesses
operating in selected new key sectors of the Egyptian econony.
Particul ar enphasis woul d be placed on conplenenting USAID s econoni c
growth activities. For exanple, closer coordination of new
pronotional activities with export devel opment or privatization areas
would likely result in new program synergy and hi gher achi evenent of
desired programresults. Simlarly, greater efforts could be nade to
conpl enment the activities and prograns of the M ssion's other
strategic objectives in the areas of environment and health. The CMI
O fice has organi zed a two-day pronotion to the medical sector
entitled "USAI D Med" and a two-day pronmotion in the Sinai, the latter
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intended to introduce the PRCIP to firms in the tourism and
envi ronnental sectors. Mre of these pronotional activities could be
undertaken with the addition of new program funds.

I11. Program Description: The program description has not changed
since the original design in FY 1995 and will continue as presented
in PAAD 632-K-632. The programgoal is to increase the private
sector's contribution to Egyptian econom c output. \While the purpose
is to expand and deepen financial services.

| V. Program Rel ationship to Strategy: This activity is one of the
many under the M ssion's Strategic Objective Number 1 "Accel erated
Private Sector-led Export-oriented Economc Gowh". The PRCIP
Program provides a source of credit to private sector firnms for the

i nportation of capital goods, internedi ate goods and fini shed goods.
Thi s program has encouraged | enders to extend | onger credit terns and
has facilitated the inport of new technol ogies that will speed the
"gl obalization" of Egyptian private sector businesses.

V. Summary of Analyses: Wth the exception of the updating of the
Environmental Analysis (an Initial Environmental Evaluation for the
addi ti onal $50, 000, 000 was approved on June 30, 1997 and is attached
as Annex A), all the analyses remain valid.

VI. Program | nplenentation: |nplenmentation will continue as
described in the original docunment.

VII. Mssion Managenent: The existing staff in the CMI Office in
Cairo and Al exandria is capable of managing this additional

$50, 000, 000 wi t hout an increase. The second Direct Hire position,
whi ch becones vacant this sumrer, will be filled with a capable
candi date as soon as possi bl e.




